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Festivals and festivities have become sadly 
depleted in the Western world. 

Thailand, however, offers a wealth of celebra- 
tions that often date back many centuries. 

In Chiang Mai alone, you can enjoy the three- 
day Winter Fair in January; the Flower Carnival 
with floral floats, displays and country bazaars in 
February; and April’s Songkran Festival - the 
traditional Thai Lunar New Year celebration famed 
for its good-natured water-throwing customs. 

Should you be in Bangkok in May, you can 
witness the Ploughing Ceremony at Sanam Luang 
where, in the presence of H.M. the King, rice 
seeds are blessed and a ceremonial plough breaks 
the ground. 

Pattaya has its own festival in April with beauty 
parades, floats and spectacular fireworks display. 

Phuket has its Seafood Festival during April and 
May and in mid May Yasothon launches its Rocket 
Festival, in which huge rockets are fired into the 
sky to ensure plentiful rice season rains. 

Later in the year, you can visit Chonburi for 
Buffalo Racing, Surin for the Elephant Round-up or 
Phichit for the regatta of longboat racing along 
the river Nan. 
| Indeed, the list of festivities and special 
pan events seems almost endless. 

In September and October the Festival of 
" the Tenth Lunar Month, the Lanna Boat Races, 
the Phuket Vegetarian Festival, the Wax Castle 
Festival in Sakhon Nakhon (where beautifully 
embellished miniature Buddhist temples and 
shrines made from beeswax are paraded) to name 
just a few, crowd the calendar. 

No list of Thai festivals would be complete 
(and this list is far from complete) without 
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HERES A THOUSAND 
ANDSENE PIECES THAT 
<E UP THAILAND 


mention of November's Loi Krathong in which 
banana leaves holding a lighted candle, a coin, 
incense and flowers are floated on the waterways 
to gloriously spectacular effect. 

To enjoy some of these extraordinarily rich 
celebrations at first hand, there is no finer way of 
visiting Thailand than flying Thai International. 

And, to whet your appetite further, fill in the 
coupon and send for our superb 500 piece jigsaw 
puzzle (50 x 30cm), and literature giving more 
detailed information on the festivities that make 
up the fascinating ‘puzzle’ that is Thailand. 


Please send to: Thailand Jigsaw Offer, 

BKKNQ, Thai Airways International Ltd., 

89 Vibhavadi Rangsit Road, Bangkok, 10900. Thailand. 
Charge US$15 to my credit card number. Includes jigsaw, 
packaging and postage. Offer good while stocks last. 
Allow six to eight weeks delivery. 

C) MasterCard O VISA 
Catd expiry date. —H 


O American Express 
O Diners Club 
Card number 
Signature 
Mr/Mrs/Ms/Miss 
Address 
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When Mr. Hubert is town, his friends know where to contact him. 


Things have changed since Mr. Hubert was first booked into the 
Plaza by a Korean friend seven years ago. New buildings have 
sprung up across the skyline. New cars cruise the city streets. 
Even the Plaza itself has changed, with new decor, new 
restaurants and new modern business facilities. 


Ah. and new hotels have been built too. Why then does Mr. 
Hubert return time and again to us? 

"It is, you might say, a sense of refinement, something abstract ... 
something to do with... the people and the place. The Plaza may 
no longer be Seoul's most famous hotel, but it is eminently com- 
fortable and superbly staffed. It is, to be frank, everything I 
need." And that is enough praise for us. The Seoul Plaza Hotel. 
Like staying with friends. 


232Ka Taipyung ro. Chung ku. Seoul 100-102 Korea 
Tel 771-22 Cable PLAZAHL SEOUL 
Telex K26215 or K24424 Fax (02)756-3610 


For Information and guaranteed reservations: NENNEN NNNM MMMada LA LL 
@ SEOUL PLAZA Tokyo Office: Tel (03) 212-0234 Tix. 2222876 GBC JAP J. Fax. (03) 212-2369 8 Supranational Hotel Reservations 
Dusseldorf: Tel. (0211) 35-04-16 London Tel. (01) 937-8033 m Prince Hotels inc. Tokyo: Tel. (03) 209-8686 Paris: Tel. (1) 45-79-92-30 @ 
Loews Representation International Call Toll Free 800-223-0888/North U.S.A./Canada Call Toll Free 800-522-5455/New York State 

8 Deiton Reservations Bangkok: Tel. 251-0806 Hong Kong: Tel. 5-216-473 Taipei: Tel. 564-2734 
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LETTERS TO THE EDITOR 


A freedom not to be forfeited 

What happens in Hongkong between now 
and 1997 and after will be public evidence of 
the role China intends to play in the new 
global economy — whether it plans to fol- 
low stifling traditions of authoritarianism or 
to modernise towards democracy. And 
what happens to the REVIEW will be part of 
that evidence. 

You are right to be worried "about deve- 
lopments over the future of Hongkong, par- 
ticularly as they affect freedom of speech, of 
the press and of movement," as your edito- 
rial [20 Apr.] states. But I wish you had in- 
cluded freedom of association on your 
list. 

In a recent interview (New York Review of 
Books, 2 Mar.) Andrei Sakharov, who had 
previously regarded freedom of movement 
as the basic human right, said he now sees 
freedom of association as the "cornerstone" 
of all others. 

This is an insight little understood even 
by human-rights advocates. Every maga- 
zine, every church, every business, every 
non-governmental activity depends above 
all else on being able to exercise freedom of 
association. Without that, there is no free- 
dom of religion or of the press or private en- 
terprise generally. 

Many groups like to slice off part of this 
fundamental freedom for themselves and 
deprive others of it. In Hongkong, for exam- 
ple, businessmen, with the support of 
. British authorities, have been hostile to free- 
dom of association for people who need it 
most — working men and women. 

The business élite of Hongkong would 
. be wise to buttress the freedom they them- 
. selves now enjoy by recognising its essential 
- link to the freedom of others. By doing so, 
they may still be able to save their own 


skins. CHARLES D. GRAY 
Executive Director, Asian-American 
Washington Free Labour Institute 





Universities on the wrong track 
. [read your correspondents’ analytical obser- 
vation on the Japanese education system 
[The blackboard bungle, 6 Apr.] with in- 
terest and admiration. Such analysis should 
have been made by the Japanese them- 
selves, but thus far nobody in this country 
. seems to have done so. 
— . There is one minor correction I should 
— like to make regard to the interpretation of 
the term of eki-ben daigaku. Eki-ben is a meal- 
- box sold at every major railway station. And 
eki-ben daigaku means those universities 
created by the Ministry of Education after 
the World War II in each prefectural centre 
served by the then National Railway system 
(now privatised). | 
Because the academic standard of these 
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newly opened universities was rather | 
OW, 

people began to make a jest of them by call- 

ing them eki-ben daigaku, implying that these 
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Chief minister overrode transfer 
In the article A royal snub [13 Apr.) 
correspondent wrote: “The sultan [of Ke 
tan] has been acting out of his own convic- 
tions leading to the row last year over the 
transfer of 20 district officers in which [Chief 
Minister] Mohamed had submitted one list 
and the royal appointed State Public Service 
Commission [PSC] another.” 

This implies that the sultan was respo 
sible for drawing up one of the transfer lists - 
which he then passed on to the PSC. This is 
absolutely not true. 

Although "royal-appointed," the psc 
acts quite independently and has never 
taken directions from any one in the exercise 
of its constitutional duties. In this case the 
PSC had originally delegated its power of 
transfer to the state secretary who, in conse- 
quence of his delegated authority, issued a 
transfer list which Chief Minister Tan Sri 
Mohamed Yaacob overrode and replaced 
with a new list. The Sultan of Kelantan only 
“intervened” in this matter when, after 
being approached by Education Minister 
Anwar Ibrahim, he suggested that the PSC 
and the representatives of the Kelantan 
State Executive Council meet for the pur- 
pose of solving the transfer issue. 

Section 7 of the Services Commission Or- 
dinance 1957 stipulates: "Every person who 
otherwise than in the course of his duty, di- 
rectly or indirectly, by himself or by any 
other person, in any manner whatsoever in- 
fluences or attempts to influence any deci- 
sion of a commission or any member thereof 
shall be guilty of an offence and shall be li- 
able to imprisonment for a term of two years 
or to a fine of M$2,000 or to both such fine 
and imprisonment." 

You will see therefore that the PSC's func- 
tion cannot be subjected to external interfer- 
ence. Be that as it may, the commission has 
always accommodated requests by various 
government departments regarding trans- 
fers of officers and has refused to do so only 
in cases where, in the commission's opin- 
ion, justice would not be served. 

MOHAMED ALUI ABDUL AZIZ 
Kelantan State Service 
Negeri, Kelantan Commission 
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Seow and his investigators 

The Singapore Government mounted sur- 
veillance on Francis Seow in the US not to re- 
cover the amount he owes in taxes, as al- 
leged by Seow [LETTERS, 16 Mar.], but to col- 
lect evidence of far more serious offences, 
that of deceiving the court and suborning 
the process of justice. 

The cost is modest compared with the 
gravity of the crimes being committed. The 
investigations are well worth their d^*^-- 
rence value on Seow and others whob« 2 
that once out of jurisdiction in the US, tney 
are at liberty to suborn the course of justice 
by feigning illness and concocting false med- 
ical certificates, signed by unlicensed "hu- 
man-rights physicians." 

Seow was absent from court when his 
trial for fraudulent tax evasion began on 5 
December 1988. The court learned from his 
Queen's Counsel that he was in the US. It 
granted an adjournment because his lawyer 
submitted two medical certificates from a 
Dr Jonathan Fine, whom he described as a 
"New York doctor" who "had examined 
Seow,” claiming that Seow's heart ailment 
prevented him from flying back to Singa- 
pore. The prosecution has since established 
that Fine not only never examined Seow, 
but was not licensed to practise as a doctor. 

Seow’s counsel also tendered sketchy 
medical reports from a Dr William R. Slater 
of the New York University Medical Centre, 
confirming that Seow was too ill to fly home. 
This finding was contradicted by medical 
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COMBINED PERFORMANCE 


EVERY PRODUCT THAT BRITISH AEROSPACE COMPANIES 
MAKE IS ENGINEERED FOR PERFORMANCE — IN SPACE, IN THE 


AIR, ON THE BATTLEFIELD, ON THE GROUND AND UNDER WATER. 


EVERY DECISION THAT 


IS AIMED AT ENHANCING ITS 


BRITISH AEROSPACE TAKES 
BUSINESS PERFORMANCE 


— IN STRATEGIC PLANNING, IN COST REDUCTION, IN MARKETING. 
IN MAKING THE BEST USE OF HUMAN RESOURCES. 

WHICH EXPLAINS WHY ONE OF THE WORLD'S GREATEST 
MANUFACTURING COMPANIES IS ALSO ONE OF THE WORLD'S 
BEST-PERFORMING BUSINESSES. 


BRITISH AEROSPACE 


British Aerospace plc, 11 Strand, London. 
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BROADLAKES 


SURFERS PARADISE, GOLD COAST, QUEENSLAND 





AUSTRALIA 


198 hectares located just 10km west of Surfers Paradise, 
adjacent to Robina, Palm Meadows Championship 
Standard Golf Course and minutes from Bond University, 
Jupiters Casino and Pacific 
Fair Regional Shopping 
Centre. 
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POTENTIAL UNLIMITED 


The "Broadlakes" proposal 
is for the development of a 
residential resort comprising 
a resort hotel, condomin- 
iums, housing and full resort 
facilities including two 18- 
hole international standard 
golf courses and a 9-hole 
executive golf course. 
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specialists in Singapore. The court asked Sla- 
ter for comprehensive medical reports, the 
results of medical tests, and the reasons 
Seow was unable to fly. 

Despite repeated reminders, these have 
not been produced. After the prosecution 
revealed that Seow had travelled extensively 
by air in the US, Slater changed his opinion 
and stated: "I do not feel that air travel poses 
the same risk." 

The public prosecutor pointed out that 
Seow's lawyer had misled the court when 
he submitted two medical certificates from 
Fine. The public prosecutor asked who had 
instructed counsel on the doctors' evidence. 
The public prosecutor also told the court that 
Seow could have committed further of- 
fences of intentionally failing to appear in 
court, giving false information and fabricat- 
ing evidence. 

It is in these circumstances that both 
Seow's lawyer and his Singapore counsel 
] applied to the court to discharge them- 
t. -S from representing Seow. The court 
has declined to do so until this mystery is 


cleared up. DORIS LAI 
Singapore Ministry of Law 
And don’t forget Hawaii... 


I expect some citizens of Hawaii might take 
exception to being excluded from your list of 
states west of the Rockies, in TRAVELLER'S 
TALES [13 Apr.]. While you threw in Alaska 
“for good measure,” you really need Hawaii 


to fill out that measure. 
Oakland, California JEREMY W. POTASH 
Writer’s insult to Christians 


S. K. Islamabadi's letter [Rushdie the brown 
sahib, 30 Mar.] refutes its own premise. By 
referring to Jesus as a “prophet” rather than 
the Son of God, Islamabadi insults all Christ- 
ians and blasphemously defiles the name of 
t deity. Should we then call for Is- 
lamavadi’s death? I think not, but would be 
willing to listen to his arguments in favour of 
such a reaction. 

It is also of interest that Islamabadi draws 
a distinction between Muslims and Whites. I 
. have always understood that it is belief, not 
colour, that determines whether one is truly 
a follower of Islam. 


Claremont, California KENNETH I. BOWMAN 


Tribal leaders acted under duress 
We do not, share Derek Davies' enthusiasm 
[REVIEW, 23 Mar.] for a speedy solution to 
the political debacle in the Chittagong Hill 
Tracts (CHT) of Bangladesh. Davies’ views 
are based on interviews with government 
officials, tribal leaders and others in the pre- 
sence of army officers. Had Davies insisted 
on strictly private interviews with educated 
tribals we are sure he would have formed a 
different opinion. 

The "pact" that was "signed" by the gov- 
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ernment was an expertly enacted political 
farce leading to the CHT District Council 


Local Government Act of 1989. First, the | 
pact was signed by politically conscious and | 


educated tribals only under severe duress. 
Second, the pact totally ignores the plight of 
the scores of thousands of tribals rendered 
homeless after being deprived of their an- 
cestral lands and homes by Bengali Muslim 
settlers and Bangladesh security personnel. 
These displaced people are leading a misera- 
ble existence in the hills and forests of the 
CHT and in refugee camps in Tripura state in 
India. 

Third, the District Council Act hardly 
provides any more rights to a CHT tribesman 
than the other district councils do to a Ben- 
gali of any other district. 

The human-rights situation in the CHT is 
far worse than what would appear from 
Davies' article. Not one, but hundreds of tri- 
bals were massacred near Khirachar in the 
Kassalong Valley in August 1988. Despite 
requests from various quarters for an inves- 
tigation into the slaughter, no action was 
taken by the government. It is no surprise 
that the three-member parliamentary team 
deputed to investigate and report on the kill- 
ing of more than 300 tribals at Kaokhali in 
the CHT in March 1980 somehow never man- 
aged to complete its task. 

Many who dared to petition the govern- 
ment for redress for the atrocities and depri- 
vation caused by the Kassalong Valley inci- 
dents were harassed by security officials. 
Similarly, many students who peacefully 
demonstrated against the peace pact at Ran- 
gamati were arrested and detained at army 
headquarters in Chittagong. Some of those 
detained, including a cousin of the Chakma 
chief, have since been released. However, 
many are still languishing in army custody 
— not for breaking any laws but for follow- 
ing their political consciences. 

Dhaka C. CHAKMA, M. MARMA, T. TRIPURA 


Nepal's brave defiance of India 

The Nepal Government must be congratu- 
lated on the courageous stand taken in the 
face of India's intimidating action to bring it 
to its knees by depriving it of the fundamen- 
tal rights of a landlocked country and sub- 
jecting it to possibly drastic and tragic conse- 
quences. 

Nepal's example in not surrendering to 
India's acts of international thuggery should 
be a shining example to India's other neigh- 
bours who have fallen victim to its at- 
tempts to establish economic, political and 
strategic control over the South Asian re- 
gion. 

Any support extended to Nepal by its 
traditional and other allies would no doubt 
be appreciated and well remembered by 
South Asian countries who have been, or 
soon will be, subjected to the hegemonistic 
thrust of the India Reich. 
Hongkong BERNARD WIJEDORU 
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Chinese students 
have taken their 
calls for democracy 
to the front doors of 
the Chinese 
Communist Party 
(CCP) leadership in 
Peking, and in 
massive numbers 
defied a ban by 
———————— eS security authorities 
on assembly in Peking’s historic 
_ Tiananmen square while leaders attended 
the funeral of former CCP chief Hu 
Yaobang nearby. This manifestation of the 
party’s eroded authority over the country’s 
frustrated intellectuals has been seen, 
perhaps accurately, by the CCP leadership 
as a fundamental challenge to the present 
political system. With the important 4 May 
anniversary of the 1919 student movement 
coming up, the party has foreshadowed a 
crackdown. Peking bureau chief Robert 
Delfs analyses the events, while China 
affairs writer Louise do Rosario looks at the 
origins of the student protest. 10 
Cover photograph by Robert Delfs. 
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Japan: Politics 
Prime Minister Takeshita’s pledge to 
resign may not end the Recruit affair 13 


Vietnam : Media Crackdown 
The days of relative freedom of the press 
appear to be over 15 
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The Opera Mystery 

The last-minute banning of a performance 
by a classical Chinese opera group from 
Taiwan by Indonesia’s intelligence service 
Bakin has prompted a variety of 
explanations. Bakin's official reason that 
the showing of classical Hokkien opera 
would endanger the assimilation of 
Indonesians of Chinese origin has not 
worn well with the diplomatic community. 
The ban was a slap in the face for the 
Taiwan business community which 
invested US$923 million in Indonesia last 
year — more than any other single 
country. Ironically, Bakin chief Yoga 
Sugama is widely known as the patron of 
the Taiwanese community in Indonesia. 
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Takeshita to bow out (13). 
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strengthen the government's ranks 16 
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Sugama recently suffered a heart attack 
and may not have had anything to do with 
the ban. Sponsoring the week-long show 
was a social foundation, Yayasan Tunas 
Bangsa, connected with President 
Suharto's son-in-law. The cancellation 
involves considerable financial loss to the 
sponsors. 


Conservative Caution 

Amid reports of Chinese troop movements 
in Peking, conservative senator Jesse 
Helms sent a cautionary message to China 
with the new US ambassador, James 
Lilley. On the eve of his departure for 
Peking, Helms wrote to Lilley asking him 
to inform the Chinese Government that 
any repressive measure or violence against 
the students demonstrating for democracy 
could have a negative effect on US-China 
relations. The State Department, 
meanwhile, has said that it supports the 
Chinese students' right to peaceful 
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over formulating a new policy on 
Cambodia 30 
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Building contractors across Asia are 
finding it hard to keep up with a 
construction boom 37 


assembly, peaceful protest and freedom ofi 
expression. 


Sultan Says No 

Outgoing Japanese Prime Minister 
Noboru Takeshita will be skipping 
Brunei during a tour of Asean in early 
May. The omission is not because Brunei 
is considered too small or too rich to 
merit Tokyo's attention. Takeshita was 
told that it would not be convenient to 
visit as the sultan of Brunei would be 
observing the Muslim fasting month of 
Ramadan. 


Wooing a Prince 

Eastern bloc diplomats at the UN have 
informed Prince Norodom Sihanouk's 
associates that following the mid-May 
Deng-Gorbachov summit in Peking a 

senior Soviet official would meet the 

prince. If the talks go well Soviet Foreig 
Minister Eduard Shevardnadze could 
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follow up the negotiations with Sihanouk 
in Peking. But the diplomats said that a 
more likely venue for the meeting would 
be Paris. 


Friendship Falters 


Under criticism of 
moving too fast too 
quickly, South 
Korean President Roh 
Tae Woo's 
reunification with the 
North policy and 
rapprochement with 
China is apparently 
losing steam — at 
least for now. A 
Chinese resident in Tokyo, who arrived in 
Seoul with a valid tourist visa, was roughly 
questioned for three hours by immigration 
officials at Kimpo international airport on 
20 April. He was assigned a windowless 
room in a downtown hotel and was not 


Roh. 
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allowed to receive telephone calls or any 
messages. His outgoing calls were 
monitored and he was advised not to keep 
an appointment with a friend from Tokyo 
who happened to be in Seoul at the same 
time. 

Military Eye On Media 

The Thai armed forces have been 
authorised under a little-known Interior 
Ministry order to appoint a number of 
"printing officers" who, together with the 
Bangkok police and provincial governors, 
will monitor newspaper stories that may 
adversely affect the military. Previously, 
only the Interior Ministry exercised 
supervision and control of media coverage. 
Informed sources say the military asked 
that they be involved because they were 
alarmed over recent reports, including one 
which detailed a defence system for the 
important Eastern Seaboard industrial 
zone. 
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More Détente 

A US Navy P3 surveillance aircraft was 
dispatched to the Seychelles from the US 
base at Diego Garcia last month to help 
rescue two Soviet divers suffering from 
nitrogen narcosis. The unusual rescue 
mission by an aircrew whose main job is 
tracking Soviet submarines was necessary 
because the Soviet research ship where the 
divers were based did not have liquid 


oxygen supplies. 
Military Imperative 


Singapore will continue to send its 
military for training exercises in Taiwan 
even after it establishes diplomatic 
relations with Peking. The training is 
conducted under a 1975 bilateral 
agreement called the Starlight Project. 
Singapore's First Deputy Prime Minister 
Goh Chok Tong was in Taiwan in late 
April to review an extensive Singaporean 
army field exercise. 
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Students’ move off campus rings alarm in the party 


Stepping over the line 


By Robert Delfs in Peking 


tudent demonstrations in Peking 
have redefined, at least temporarily, 
the scope of permissible political dis- 
sent in China, establishing an or- 
ganised student movement based in inde- 
pendent student unions for the first time in 
China since 1949. Just how high this has 
. raised the political stakes was shown in the 
sharp warning issued by party authorities 
against further disturbances. 

An editorial in the People's Daily news- 
paper on 26 April described the student 
. movement as a "planned conspiracy, the 
nature of which is to fundamentally negate 
the leadership of the [communist] party and 
the socialist system." After the announce- 
ment, student leaders said they will con- 
tinue their protests, thus setting the stage for 
. à possibly violent confrontation in the days 
ahead. 

Using as a cloak of legitimacy the mourn- 
ing for former party general secretary Hu 
Yaobang, the students have won considera- 
ble support among establishment intellectu- 
als, particularly liberal teachers and jour- 
nalists, for their goals of press freedom, free- 
dom of speech, and opposition to official 
corruption. 

At least 30 of Peking's 70 odd colleges 
and universities are now participating in a 
student strike which student leaders are try- 
ing to expand into a national boycott, plan- 
ned to continue at least until 4 May, the 70th 
anniversary of the 1919 May 4th Movement 
which marked the awakening of Chinese 
students and intellectuals as a political force 
in China. 

Although the leadership will not be de- 
terred by the presence of foreign visitors 
from cracking heads if they feel it necessary, 
the coming month could have some awk- 
ward moments for the authorities. Also on 4 
May the first Asian Development Bank 
meeting held in Peking will open, attended 
by the first Taiwan Government ministers 
and officials to visit the mainland since 1949. 
While few students seem to have paid it at- 
tention yet, the planned visit on 15-18 May 
by Soviet President Mikhail Gorbachov will 
bring under their noses the leading expo- 
nent of socialist glasnost. 

The students have already taken some 
unprecedented steps. Small groups left the 
campuses on 25 April to put up posters and 
discuss their movement and its objectives 
with members of the public at major inter- 
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sections and bus stops throughout Peking. 
The response at some locations was highly 
sympathetic, far different from two years 
ago when the public attitude towards stu- 
dent demonstrators was generally apathetic 
or even hostile. 

The People's Daily editorial was issued a 
day later after a meeting of the party's Cen- 
tral Committee Politburo, which Party Gen- 
eral Secretary Zhao Ziyang did not attend as 
he was on an official visit in North Korea. At 
least in part it was a response to violent anti- 
government protests on 22 April in Xian and 
Changsha. In Xian, an angry crowd of about 
5,000 threw rocks at police, burned vehicles 
and buildings, and attacked party and gov- 
ernment headquarters. In Changsha, protes- 
ters fought with police and wrecked shops. 

Significantly, the editorial focused 


mainly on public disturbances and did not 
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University students prepare for rally. 


condemn the students' goals. There was no 
mention of mounting an ideological cam- 
paign, nor did the editorial attempt to assign 
blame within the leadership. 

In demonstrating at Tiananmen Square 
on 22 April, students had been consciously 
defying both municipal standing regula- 
tions prohibiting unauthorised demonstra- 
tions and a specific directive issued the day 
before by the Peking Public Security Bureau. 

But the editorial was a much more seri- 
ous command. The People's Daily is an organ 
of the party central committee and the warn- 
ing presumably reflects a politburo-level de- 
cision. By branding the movement as an 
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anti-party and anti-socialist conspiracy, the 
party has issued a clear warning that it is 
ready to deploy the full panoply of its dic- 
tatorial powers to suppress further distur- 
bances. Participation in demonstrations 
may be treated as a counter-revolutionary 
crime. Students will no longer be able to 
maintain the guise of mourning for Hu as a 
cover for political activity off-campus. 

The new harsher line may have the unin- 
tended effect of firming the students 
resolve, but it is also possible that the 
menting movement will simply coll, -. 
In early 1987, a smaller and less organised 
student movement quickly dissolved after 
a similar People’s Daily editorial (on 6 Janu- 
ary) which blamed student demonstrations 
on the unchecked spread of “bourgeois lib- 
eralisation . . . and the failure of some com- 
rades to take a clear stand.” Hu’s resigna- 
tion as party general secretary came 10 days 
later. 

The students’ impressive display of or- 
ganisation and discipline on 22 April 
suggests a degree of pre-planning. It is likely 
that student activists at different campuses 
were already in contact with each other even 
before Hu’s death in order to make prepara- 
tions for demonstrations on 4 May. 

Some students say they have been in 
contact with persons who claim to represent 
certain officials, but there is no clear evi- 
dence that any party or government leaders 
have given secret encouragement to the 4^- 
monstrators. Now that a politburode 1 
condemning the movement has peen 
reached, however, it is inconceivable that 
anyone in the leadership would take the risk 
of openly aligning himself with the stu- 
dents. But it is likely that debate will con- 
tinue within the party over the measures 
that will be used to deal with the de- 
monstrators and whether it is necessary to 
respond to their concerns by adopting fur- 
ther reforms. 

The current scale of the student move- 
ment and the fact that it has gained a degree 
of mass support means that it has become — 
if only for the moment — a political force in 
its own right which both conservative and 
reformist leaders may seek to turn to their 
own purposes. But the student movement 
itself reflects an increasingly fluid political 
situation within the leadership, making it 
impossible for even the key players to pre- 
dict how the interplay between mass and 
party politics will be ultimately played out. 

The model that has been most clearly 
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present in the minds of both demonstrators 
and authorities over the past week is the 
1976 Tiananmen Incident, when mourning 
for premier Zhou Enlai escalated into mass 
anti-leftist demonstrations involving as 
many as 1 million people. 

The demonstrations have revealed a 
broader base of support for democratic poli- 
tical reforms among students and the gen- 
eral public than has ever been seen before, 
reflecting the currently high level of dissatis- 
faction with the current regime. Beyond the 
general goals of expanded freedom of 
speech and press freedom, students have 
also stressed official corruption, especially 
when proselytising among non-students. 

Speakers at student rallies and meetings 
have also explicitly referred to political re- 
forms in the Soviet Union and Eastern 
Europe as one possible model for political re- 
forms, in particular to the establishment of 
multi-party politics in Hungary and the re- 
€ y contested election in the Soviet 


Union. The stress is almost entirely on politi- 
cal issues, with little or no reference to prob- 
lems of economic reforms or inflation de- 
spite the obvious divisions within the 
leadership on these issues and their poten- 
tial to arouse popular discontent. 

"We do not oppose the government or 
the party," one student said, speaking to a 
small crowd of people at Peking's Dongdan 
intersection on the evening of 25 April. "We 
just want to make the government more 
democratic and to bring an end to official 
corruption." 

Particularly striking is the evident disen- 
chantment with senior leader Deng Xiao- 
ping. Participants in the pro-democracy pro- 
tests of late 1986 believed they were acting in 
support of Deng, whom they saw as the 
most important patron of liberal political re- 
forms within the leadership. 

Students now associate Deng with el- 
derly conservative leaders who have op- 
posed political reforms and hold him re- 
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Students seize Hu's death as occasion to air grievances 


From salon to street 


By Louise do Rosario 


emocracy salons, during which well- 

known intellectuals discuss liberal 

ideas with students, had been held 
each Wednesday in the open air at Peking 
University for months before the current 
outbreak of student unrest in Peking. 

These discussions and the liberal ideas 
students have gleaned from dissident 
r^^7azines and translated Western works 
¢  :dthe seeds of discontent on campuses 
as students drew a lesson of how compara- 
tively backward and feudalistic China re- 
mains, despite the government's attempts 
at reform over the past decade. 

A series of petitions signed by political ac- 
tivists and some prominent establishment 
intellectuals earlier this year revived such 
human-rights issues as the release of 
political prisoners without provok- 
ing a major crackdown by au- 
thorities. 

Adding to the students' frustra- 
tion over their own government's 
reform efforts has been the rapid 
pace of political and economic 
change in Soviet-bloc countries. 
Soviet glasnost, or openness, and the 
recent legitimisation of Poland’s Sol- 
idarity Union have not gone un- 
noticed among Chinese students, 
who see other socialist countries 
passing China on the road to re- 
form. 
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While the students believe they, as intel- 
lectuals, have an important role to play in 
shaping China's political and economic fu- 
ture as the government wrestles with the 
complexities of its modernisation program- 
me, few have concrete proposals of their 
own to offer. Occasionally "big character" 
posters have appeared on campuses criticis- 
ing the government, but there has been little 
follow-up activity. 

The authorities had anticipated trouble 
from dissident intellectuals and their stu- 
dent supporters during the National 
People's Congress in March by tighten- 
ing surveillance of campuses and filling 
academic calendars with official program- 
mes and exams. Trouble was also expected 
around 4 May, but the government was 
caught entirely off guard by the overwhelm- 
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sponsible for the current slowdown in politi- 
cal reforms and recent economic problems. 
“Cixi should step down!” shouted one 
Tiananmen protester — a reference to the 
Qing empress dowager who ruling from 
“behind the screen” (without formally tak- 
ing the throne as empress) presided over the 
tragic last days of imperial rule. 

But if the students no longer have a 
champion, it is clear that Li Peng is now their 
main target. The premier has been rudely 
caricatured in wall posters, and protesters at 
Tiananmen demanded a dialogue with Li, 
so far in vain. Zhao is barely mentioned, 
perhaps in order to protect him from accusa- 
tions of supporting or benefiting from the 
demonstrations. But one protester, asked 
whether he was concerned that the demon- 
strations might lead to a backlash against 
Zhao, as happened to Hu in 1986-87, re- 
plied: "The leaders are all the same. Now 
even Zhao is becoming more conservative, 
so even if he falls it doesn't matter." * 


ing student reaction to Hu Yaobang's death. 

The deaths of prominent leaders have in 
the past provided students with an oppor- 
tunity to express their discontent openly 
with reduced political risks. For a leadership 
whose return to power was helped by spon- 
taneous public mourning over the death of 
former premier Zhou Enlai in 1976, the re- 
luctance to crackdown on a similar occasion 
must have been strong. 

So it should have come as no surprise 
when politically conscious students im- 
mediately seized Hu's death to "mourn the 
dead and criticise the living," as the Chinese 
saying goes. Hours after the news of Hu's 
passing on 15 April, students put up posters 
praising his achievements. 

The events of the following few days 
echoed those of the demonstrations in 1986- 
87. Daring anti-government posters, includ- 
ing those calling for the resignation of top 
government and party officials, appeared 
on campuses, and long marches to Tianan- 
men Square again became important ex- 
pressions of the students' anger and their 
determination to succeed in their efforts. 

This time around, however, the stu- 
dents' demands are more sharply focused. 
Along with abstract calls for demo- 
cracy and individual freedom, the 
students are also attacking bureau- 
cratic corruption — a main source of 
the general public's discontent. But 
there have been few radical solutions 
to China's political problems propos- 
ed — such as the setting up of oppo- 
sition parties or the overthrow of the 
communist party. 

When the protest moved to 
Xinhuamen — the main gate to the 
Zhongnanhai offices and homes of 
top party and government officials — 
the largely uneventful demonstra- 
tions escalated suddenly into a politi- 
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political confrontation with the party. 

It was the first time in a decade that 
thousands of protestors dared to launch 
such a provocative act at the very doorstep 
of the country's leaders. The last time was 
during the democracy movement of 1978- 
79, which was in the end squashed by Deng 
Xiaoping. 

Late in the evening of 19 April, hundreds 
of police broke up the estimated 5,000 stu- 
dents and passers-by assembled near 
Xinhuamen. About 200-300 protestors were 
beaten up in the process, student represen- 
tatives said. The police assault provided the 


. public outrage needed to revive the move- 


ment which, by that time, has been losing 
steam. During the demonstrations in 1986- 
87, arrests of a few student protestors had 
also led to a large turnout of sympathisers. 
As in 1986-87, prominent intellectuals 


openly expressed their support for the stu- 
dents in petitions to the government. Stu- 
dents were further encouraged by the small 
success they had in a meeting outside the 
Great Hall and Xinhuamen with govern- 
ment representatives who listened to, but 
rejected, their demands. Despite the fact 
that the meeting was with low-ranking offi- 
cials, the students saw it as tacit official rec- 
ognition of the legitimacy of their grie- 
vances. 

Student leaders appeared well aware of 
the importance of strategy and planning in 
their demonstrations. The massive turnout 
on 22 April, the day of Hu's funeral, was or- 
derly — with unified slogans, banners and 
music. The students avoided Xinhuamen 
after the chaotic, ugly incident two days ear- 
lier. Such discipline helped to prevent the 
peaceful march from deteriorating into riots 
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Liberal newspapers tilt at the party's censorship 


No news, few lies 


aganda Department has tried to en- 

force a news blackout on the student 
demonstrations, defiance by a few daring 
newspapers has been a sign of extensive 
sympathy for the protesters among Chinese 
journalists. 

Many reporters are known to have ex- 
pressed their private support directly to the 
students while pointing out the strict discip- 
line enforced within their organisations. Un- 
confirmed reports said journalists working 
for several Peking newspapers and agencies 
had petitioned their superiors asking to be 
allowed to report student activities "truth- 
dina Chinese are resorting, mean- 


Ithough the communist party's Prop- 


. While, to eye-witness reports and hearsay, 


as well as foreign shortwave broadcasts, to 
get some idea of the extent of the recent 
mass protests. Trusted intellectuals and 
senior-level officials get better information 
through internally distributed reports and 


selective translations of foreign press ac- 


counts. 

At least three newspapers — the Science 
and Technology Daily, the Peasants' Daily and 
the Shanghai-based World Economic Herald 
— have attempted to defy the news ban, 
carrying their versions of the events. 

Otherwise, the blackout has been more 


complete than that for similar incidents in 


1986-87, due in part to the Chinese Com- 
munist Party's confusion over how to react. 
"Unified reporting" by the official Xinhua 
newsagency supplies all media with the 
same stories. Except for the students' 
clashes with the police outside the 
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Zhongnanhai leadership compound on 18- 
20 April, not one Xinhua despatch reported 
the week-long demonstrations. 

Generally, newspapers have carried 
pages and pages filled with tribute for Hu 
Yaobang by numerous Chinese units and 
individuals, but nothing about the students. 
The state funeral held inside the Great Hall 
of the People was given extensive coverage, 
but the bigger mass mourning held simul- 
taneously outside rated only one sentence in 
the People’s Daily. One or two short editorials 
calling for “unity and stability” and for sor- 
row over Hu’s death to be channelled to- 
wards positive purposes provided the pub- 
lic a glance at the party’s reaction to the inci- 
dent. 

But unlike 1986-87, there were, except 
again for the Xinhuamen incident, few nasty 
accusations or distorted versions of the inci- 





Students read newspaper reports. 
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and looting as happened in the cities ol 
Changsha and Xian. 

When the 4,000 official mourners left the 
funeral ceremony, the students were stil 
there, chanting "Dialogue! Dialogue!" as 
funerary music played over the loudspeaker 
system in the square. After the funeral, a de- 
legation of four students was allowed to 
enter the Great Hall, where they met with 
an unidentified government leader, who 
confirmed earlier assurances of safety for de- 
monstrators but rejected student demands 
for a meeting with Premier Li Peng. 

By allowing the students to remain in the 
square during the funeral and by extending 
full honours to Hu as a Marxist hero who 
performed “immortal deeds,” the au- 
thorities tacitly legitimised the student pro- 
tests and, in effect, posthumously rehabili- 
tated the former general secretary. L 


dents that thousands of Peking passe, 
could see and talk about everyday. Di — 
the unrest three years ago, the Peking Daily 
was the first and the fiercest critic of the stu- 
dents. No newspaper has assumed the 
same role this time. 

The independent-minded World Eco- 
nomic Herald was again at the forefront ol 
media controversy when it devoted six 
pages to Hu's achievements in its 24 April 
edition. In those reports, prominent dissi- 
dent intellectuals spoke of the party's mis- 
take in dismissing Hu as its chief in 1987. 

The Shanghai municipal government 
took the unprecedented step of confiscating 
all 300,000 copies of the edition, after five 
consecutive hours of negotiation with its 
editor, Qin Benli. Qin was said to have com- 
promised and reprinted a milder version 
carrying Xinhua reports. His staff 
threatened to strike at one stage in protest 
against government interference. Copies of 
the 23 April Science and Technology Daily: r- 
ing its own story on the student pr s 
were also withdrawn from circulation. One 
of its former editors, Sun Changjiang, was a 
close associate of Hu before Sun was also 
purged in early 1987. 

On 24 April, the Peasants’ Daily — one of 
China’s five major national newspapers — 
ran a front-page detailed account of the 
demonstrations two days previously. It de- 
scribed with accuracy the incidents as well 
as sympathetic support the students re- 
ceived from passers-by, who offered them 
kind words, food and cash donations. The 
newspaper is already noted for its aggres- 
sive and independent reporting of rural is- 
sues, but had not been outspoken on 
mainstream political events. 

The news blackout strengthened stu- 
dents' perceptions of a need for press free- 
dom, which is one of their major demands, 
and student groups have set up their own 
press teams to provide what they regard as 
accurate versions of events. 

8 Louise do Rosario 
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Takeshita’s pledge to resign poses new complications 


Not quite the end 


By Charles Smith in Tokyo 


rime Minister Noboru Takeshita’s de- 
Pe to resign as soon as the 1989 

budget bill clears parliament may 
have been meant to clear the air and return 
the country’s tense political situation to nor- 
mal after months of being racked by the Re- 
cruit share-peddling and influence-buying 
affair. 

All the signs suggest, however, that his 
25 April announcement has opened a com- 
plicated new chapter in the long-running 

dal. Apart from the fact that Takeshita 

no obvious successor as Liberal Demo- 
cratic Party (LDP) leader — and hence, prime 
minister — the move seems unlikely to pla- 
cate opposition parties who have been 
boycotting parliamentary debates in protest 
against the government's failure to be more 
open on the involvement of top party offi- 
cials in the Recruit affair. 

The Japan Socialist Party, largest of the 
four non-communist opposition groups 
in parliament, apparently plans to continue 
its boycott until the government agrees to 
summon former prime minister Yasuhiro 
Nakasone for questioning under oath about 
his role in the affair. 

Nakasone has so far refused but may 
find himself under strong pressure to yield, 
now that Takeshita has promised to step 
down. Pressures on him to comply are, in 
any case, likely to grow now that the sup- 
port of the Nakasone faction is no longer 
neoded to prop up Takeshita's position as 

r leader. 

Lakeshita's conditional decision to resign 
— it is unlikely to take effect until after the 
budget actually becomes law in late May or 
early June — appears to have caught even 
his own party off guard. The day before his 
announcement, LDP insiders were predict- 
ing that he would cing to power at least 
until after the 15 July summit of advanced 
industrial nations, and quite possibly until 
after the upper house election scheduled for 
late July or early August. 

Yet it may well have been an overdue re- 
sponse to a series of blows to his own credi- 
bility from the media, and some of his own 
close supporters, during the first three 
weeks of April. 

A report, published on 22 April, of 
a hitherto unsuspected X50 million 
(US$380,230) loan by Recruit to one of 
Takeshita’s secretaries shattered the effect of 
an earlier parliamentary statement in which 
the prime minister had offered what pur- 
ported to be a full list of donations from the 
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company. The report may have dragged the 
Takeshita cabinet's support-rating even 
below the abysmal figure of 3.9% recorded 
in a public poll at the beginning of April, 
though no figures exist to prove this. 

A further blow was delivered by Takashi 
Ishihara, a former president of Nissan 
Motor who now heads one of the country's 
four biggest private business associations, 
when he called for Takeshita's resignation. 
Ishihara has a reputation for speaking out of 
turn and appears not have consulted other 
business leaders before giving his "personal 
view." Even so, his statement was taken as 
evidence that the business world had made 
up its mind to force a change of leader- 
ship. 

Predictably, Takeshita's announcement 
was welcomed by Ishihara and other top 
businessmen, including the chairman of 
Keidanren, the most powerful of the big 
business federations — but the business 
world appears reluctant to say who it thinks 
should succeed Takeshita other than stress- 





Takeshita: new complex chapter. 


ing that the new man should have had no 
dealings with Recruit. 

This may be easier said than done since 
virtually all Takeshita's contemporaries, as 
well as a good many of the party's most 
prominent younger politicians, have either 
received donations from the company or 
bought prelisted shares in Recruit Cosmos, 
the Recruit group's real-estate subsidiary, 
and sold them at huge profits after list- 
ing. 
gy ee up-and-coming LDP stars who 
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are known to have received Recruit funds — 
include 49-year-old Koichi Kato, who has 
expertise in defence and foreign relations, 
and Tsutomu Hata, 53, a close associate of 
Takeshita who heads the LDP's agricultural 
lobby. Both are now out of the running. 

A likely candidate to head a caretaker ad- 
ministration after Takeshita steps down is 
Masayoshi Ito, the 75-year-old second-in- 
command of the Miyazawa faction and the 
party’s Mr Clean, but Ito is said to be resist- 
ing suggestions that he take over the leader- 
ship on health grounds. The dearth of 
talented politicians who can also claim to be 
clean enough to restore public confidence in 
the LDP has reached the point where even 
84-year-old former prime minister Takeo - 
Fukuda is said to be in the running, though 
he has too many enemies to be a plausible 
choice even as a caretaker. 

Masaharu Gotoda, another senior party 
figure of undoubted ability who has steered — 
clear of Recruit, has a career background in - 
the National Police Agency which would 
make him a highly controversial choice as 
prime minister. | 

The delay before Takeshita actually steps 
down will allow him to carry out a sche- - 
duled tour of the five major Asean countries 
from 29 April, during which Japan is sche- 
duled to announce what the Foreign Minis- 
try claims will be an important new initiative 
for promoting a political settlement of the 
Cambodian conflict. Foreign Minister 
Sosuke Uno also plans to leave on schedule 
on 30 April for Moscow for continued nego- 
tiations on a proposed Japan-Soviet peace 
treaty. | 

Despite the emphasis on continuity, 
Japan's ability to handle external problems 
could be badly hamstrung by the continuing - 
political crisis. Difficult decisions on how to — 
accede to US demands for better access to 
the Japanese market are likely to be delayed 
until after a new cabinet takes over, and pos- 
sibly until November when a caretaker ad- 
ministration may be replaced by a more per- 
manent one. The delay could be dangerous, 
given the speed at which US-Japan trade 
relations seem to be slipping out of con- 
trol. | 
Doubts about the government's ability to 
handle foreign-policy challenges, which 
may involve confronting domestic political - 
lobbies, explain why even some of the gov- 
ernment's more sympathetic critics say that - 
dissolution of parliament and the announce- 
ment of an early general election might have 
been the correct response to the Recruit af- 
fair. 

Top business leaders, however, appa- 
rently see this as the worst possible solution, 
given the risk that an election held now 
might result in the Lpr's defeat and the in- 
stallation of an opposition coalition. Given 
the continuing behind-the-scenes influence 
of business on the political process, an elec- 
tion remains the least likely way out of the 
crisis. 
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BRIEFING 


Gandhi dismisses state 
government in south India 


> Following a brief spell of instability in the 
ruling Janata Dal party in Karnataka state, 
New Delhi intervened on 20 April to 
dissolve the legislature and sack the state 
cabinet headed by Chief Minister S. R. 
Bommai. The dismissal was recommended 
by the state governor, P. Venkatasubbiah, 
whois a political appointee of the central 
government controlled by the Congress 
party. Bommai is planning to appeal to the 
Supreme Court against his dismissal, 
claiming the governor turned down his plea 
to prove his majority in the state legislature. 
As the Congress has tried several times in 
recent years to topple opposition-ruled state 
governments, the national opposition has 
criticised New Delhi's move in Karnataka 
as the “murder of democracy at high 


" 


noon. 


Businessman to head 


the Thai Senate 


> Bangkok Bank chairman Prasit 
Kanchanawat is tipped to become senate 

. Speaker, a position that will concurrently 
make him president of the Thai parliament. 
Prasit was one of 94 new senators who were 
appointed on 22 April to replace those who 
completed their six-year term. In line with 
the prevailing practice, the number of 
senior military officers and businessmen 
topped the list of new senate appointees at 
35 and 22 respectively. 


Amnesty for Chittagong rebels 
precedes polls in tribal area 


»> Bangladesh President H. M. Ershad has 
announced a general amnesty for tribal 
rebels of the Chittagong Hill Tracts (CHT), 
who had been waging an armed struggle 
for autonomy. The amnesty expires on 20 
May, five days before the planned polls to 
elect local councils in CHT. The elections are 
taking place under a law enacted by the 
parliament granting local autonomy to the 
CHT, including enhanced powers for the 
councils on civil administration, police and 
tribal land sales. 


Fijian opposition parties 

start merger talks 

»> The two Fijian opposition parties, whose 
coalition government was overthrown in a 

. coup in 1987, have agreed in principle to 
merge. Former prime minister Timoci 
Bavadra announced that his Fiji Labour 
Party had agreed to form a joint committee 
with the National Federation Party to work 
out details of the formation of a new unified 
party. But he said there was still no decision 
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as to whether it would then participate in 
elections to be called by the military-backed 
interim government by the end of the year. 
The opposition has rejected the 
government's draft constitution, which 
guarantees political dominance of ethnic 
Fijians over the ethnic Indian population 
and has called for the restoration of the old 
constitution and "parliamentary 
democracy." 


Singapore court rejects 

ISA detainee's appeal 

> Lawyer Teo Soh Lung, who has been 
detained under Singapore's Internal 
Security Act (ISA) since April last year, has 
lost her habeas corpus application in the 
country's High Court. In turning down her 
appeal, the court also ruled that the 
amendments made to the ISA in January this 
year, restricting the powers of courts to 
review ISA cases, were also valid. Anthony 
Lester, Teo's lawyer, was banned from 
practising in Singapore in March. 
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Cambodian communist party 
expands its top bodies 

»> The Vietnamese-backed communist 
party in Cambodia expanded both its 
politburo and its central committee during a 
meeting ending 12 April. The politburo of 
the Kampuchean People’s Revolutionary 
Party added four new members,-including 
three new alternate members, while three 
alternate members were appointed full 
voting members. Twenty-one new 
members were added to the central 
committee, expanding it from 44 to 65 
members. Most of the appointees were 
senior economic officials or ranking 
provincial officials. The party also 
introduced a series of economic and political 
reforms in an apparent attempt to improve 
the party’s position as diplomatic efforts are 
stepped up to resolve the 10-year conflict 
over Cambodia. 
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Former president Chun 
to testify in parliament 
> Former president 
Chun Doo Hwan is 
likely to make an 
appearance before the 
South Korean 
National Assembly 
on 17 or 18 May to 
answer accusations 
that he abused power 
and amassed an 
illegal fortune. 
Acording to sources negotiating with the 
assemblymen on his behalf, Chun will 
answer each question once. No question 
can be repeated nor will Chun allow 
cross-examination of his answers. Chun 
is also insisting that a video tape of the 
entire proceedings should be broadcast 
subsequently. Chun and his wife are 
expected to move back to their old Seoul 
home from a Buddhist monastery in 

the countryside, where they went 

into voluntary exile in November last 
year. 





Chun. 


Philippine president's 
press aide resigns 


> Presidential press secretary Teodoro 
Benigno has quit the Philippines cabinet 
following an embarrassing incident with 
President Corazon Aquino over the 
handling of the Malacanang press corps. 
The departure of Benigno, a veteran 
newsman, follows the resignations — in 
quick succession but for differing reasons — 
of science and technology secreteary 
Antonio Arrizabal and tourism secretary 
Jose Gonzalez. Benigno was Aquino's 
fourth press spokesman, an indication : 
the increasing problems the president has 
run into in dealing with both domestic and 
foreign reporters since the halcyon days 
three years ago when she came to 


power. 


Singapore allows return 
of Thai workers 


> The Singapore Government has agreed 
to let some 9,800 illegal Thai workers who 
were repatriated in April to return legally to 
work again. The agreement followed 
meetings between the visiting Thai Foreign 
Minister Siddhi Savetsila and various 
ministers in Singapore. Normally Singapore 
“blacklists” all those who enter the territory 
illegally and they are not allowed to 
re-enter. But in this case, the repatriated 
Thai workers will actually be given 

priority over other Thai workers. Singapore 
is currently said to be short of about 15,000 
workers. 
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VIETNAM 


Hanoi clips the wings of its outspoken writers 


One step backward 





By Murray Hiebert in Hanoi 


— a 


fter almost two years of testing the 

limits of doi moi — Hanoi-style glas- 

nost — Vietnam's increasingly daring 
and outspoken writers and journalists have 
had their wings clipped. 

The editor of a popular cultural magazine 
was removed last December after publish- 
ing a series of articles challenging common 
perceptions about some prominent Viet- 
namese historical figures. Then in February, 
communist party chief Nguyen Van Linh, 

has headed Vietnam's "renovation" 
waive, urged newspapers to tone down their 
criticism of the government because it 
“causes the people's loss of confidence in 
the party." 

No official reason has been given for the 
ouster of Nguyen Ngoc as editor of Van 
Nghe (Literature and Art), the weekly 
magazine of the Vietnamese Writers’ As- 
sociation. Ngoc has declined to meet foreign 
journalists, but he told Ho Chi Minh City's 
Tuoi Tre (Youth) magazine that he was given 
three letters in early December from the gen- 
eral secretary's office of the Writers’ Associa- 
tion ^suggesting" that he take a new job 
helping organise a writers’ congress, cur- 
rently scheduled for May. 

Ngoc, who was appointed editor in July 
1987, had turned Van Nghe into one of the 
most widely read magazines in Vietnam. He 
attracted attention by publishing articles 
such as "Formalities Required to be Alive," 
which depicted the struggles of a soldier, 

se commander had declared him killed 
during a battle, to prove that he was alive 
and eligible for his rice ration. 

“Ngoc viewed the magazine as an ad- 
venturous experiment," said literary critic 
Lai Nguyen An. "He raised the issue of the 
inter-relationship between literature and 
politics which had long been taboo." 

It was the publication of three short 
stories by Nguyen Huy Thiep, the most con- 
troversial writer in Vietnam today, that got 
Ngoc into trouble. The stories — A Sharp 
Sword, Golden Fire and Virginity — included 
favourable references to Gia Long, who is 
commonly vilified as the 19th-century king 
who opened Vietnam to French colonialism. 
Thiep also depicted Emperor Quang Trung, 
who is glorified in Vietnamese history for 
routing a Chinese occupying army in 1789, 
as having ordinary human frailties. 

The stories’ publication prompted an up- 
roar in literary and historical circles. Ngoc's 
supporters insisted the stories were only 
^pseudo-historical," so that Thiep's imagi- 
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nation should be allowed literary licence. 
But, said An, Thiep's critics said he “wasn't 
respectful to Vietnamese history and at- 
tempted to overthrow the cherished ideals 
of the Vietnamese people." Some feared 
that if such writing was allowed, revolution- 
ary leaders like Ho Chi Minh could also be 
similarly criticised under the guise of litera- 
ture. 

Few recent developments in Vietnam 
have prompted as much public controversy 
as Ngoc's removal. Vietnamese newspapers 
have published dozens of articles debating 
the issue and their readers have also written 
in. The Journalists’ Association openly criti- 
cised Ngoc's removal and special meetings 
have been organised in Hue, Danang and 
Ho Chi Minh City to discuss the con- 
troversy. It will, no doubt, be the major topic 
at the writers’ congress if it meets in May as 
scheduled. 

In February, two months after Ngoc was 
removed, party leader Linh warned media 
heads in Ho Chi Minh City to tone down 
criticism of the government and party and to 
emphasise the "good models that have ap- 
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peared . . . in the renovation course." Linh 
added: “I do not mean that the press should 
avoid reporting difficulties and stay indiffe- 
rent to wrongdoings. What I want to remind 
you of is that we should not maintain a one- 
sided view and even when we point out 
mistakes, we should also concern ourselves 
with pointing out remedial action." 


Linh told the press that, despite the 


liberalisation of the past year, its job was still 
to serve the party. “The press must reflect 
the people's voice, but it is also a tool of the 
party. As such, it must speak for the party in 
leading the people and must introduce the 
reasoning of the party and the state to the 
people," he said. 
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Journalists at work in Hanoi: critical of Ngoc's removal. 


Some Vietnamese think the attempt to 
rein in journalists and writers was prom 
by efforts to balance differences within the 
party's leadership. "The reformers agreed to 
slow down glasnost to appease the conser- 
vatives and get them to go along with the 
economic reforms," one Vietnamese said, 
alluding to the concern of some leaders that 
the reforms were leading to an erosion of the 
party's authority. 

But East European sources believe the 
leadership is agreed on the need to slow 
down cultural and political reforms. “They 
don't like some things they see in East 
Europe — the anarchy, the talk of a multi- 
party system," observed one communist 
diplomat. "They've decided the political 
side isn't so important now. They look to 


their neighbours like Singapore and see you — 


don't need to liberalise politics to achieve 
economic progress." 

Linh also used the opportunity of his 
mid-February speech to the media represen- 
tatives to warn against the "tendency of a 
bourgeois democracy" and to spell out his 
views of a “guided” democracy. “It is the 
party's policy to broaden democracy," he 
said. “However, it is necessary to make clear 
that the implementation of democracy must 
be well guided." 

The party chief said some people, par- 
ticularly southerners who had lived under 
an anti-communist government before 1975, 
have "raised their opinions about demo- 
cracy patterned after bourgeois-type demo- 


cratic principles. Some people have talked 
about pluralism," he said. "Then, some time 
in the future, maybe they will raise the issue 
of a multiparty system and the existence of 
opposition parties within the socialist sys- 
tem." 

Linh made it clear that the Vietnamese 
Communist Party is not ready to entertain 
these changes. "If we practise democracy 
without correct leadership, then confusion 
will result,” Linh warned. “Instead, a 
thorough understanding of democracy 
must be promoted so that when people talk, 
write and act, they know how to distinguish 
what is correct democracy and what is an- 
archy.” a 
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THAILAND 


A merging of parties triggers defections to Chatichai 


Pickup sticks 





By Paisal Sricharatchanya in Bangkok 

fter months of preparations, four key 
JA oreet parties have finally won 

court approval to merge. But the 
sanctity of the exercise, once billed as a signi- 
ficant step to solidify Thailand's splintered 
party system, was undermined by the de- 
fection of at least nine MPs who have rallied 
behind Prime Minister Chatichai Choonha- 
van's Chart Thai Party. 

Coming on the eve of the parliamentry 
session set to begin on 4 May, the latest de- 
velopment has prompted some speculation 
of a cabinet reshuffle to reflect Chart Thai's 
stronger position in the six-party coalition. 

The defection has raised the number of 
Chart Thai MPs to 96 and the total number 
of government MPs to 229 in the 357-seat 
House of Representatives. The cabinet's 
composition is based on a ratio of roughly 
seven MPs to one ministerial post. If this 
ratio remains unchanged, Chart Thai would 
be entitled to one more cabinet post — at the 
expense of whichever portfolio is 
now held by the other coalition 
partners. 

Chart Thai leaders deny such a 
move is contemplated — at least 
not for the time being. Resentment 
could erupt among party stalwarts 
if any of the newcomers is ap- 
pointed to the cabinet. But in the 
event of a cabinet change, analysts 
believe, the coalition partner most 
likely to see its position eroded is 
Deputy Prime Minister Thienchai 
Sirisamphan's 21-MP Rassadorn 
Party, whose image has been 
bruised by an internal rift and cor- 
ruption in the Rassadorn-control- 
led Education Ministry. 

In a parliamentary system where vested 
interests remain rife, party hopping — par- 
ticularly a switch from the opposition to the 


. government camp — is not uncommon. But 


the mass defection of nine Prachachon MPs 
under the leadership of party adviser and 
former general Harn Linananda was some- 
what unexpected as Harn was among the 
original supporters of the merger. 

The nine defectors’ teaming up with 


- Chart Thai was announced on 21 April, 


three days after the Supreme Court ap- 
proved the dissolution of the Prachachon, 
Progressive and Community Action parties 
to allow their members to merge with the 


main opposition party, Ruam Thai, whose 


. name was changed to Ekkaparb (Solidarity). 


Ekkaparb theoretically should still com- 
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mand 62 MPs, making it the second-largest 
party. But since the law allows members of 
the dissolved parties 60 days to register their 
new affiliations, additional defections can- 
not be ruled out. 

Despite several cases of personal ac- 
rimony that resulted from bitter electoral 
contests between the defectors and other 
Ekkaparb members in last July's election, 
Harn believes his group can contribute more 
to its constituents by operating on the gov- 
ernment's side. He claimed the defectors 
had no ulterior motives and were not prom- 
ised any political posts. 

The defectors’ switch to the Chatichai 
camp reflects the prime minister's surging 
popularity after an initial period of scepti- 
cism over his abilities after he came to power 
in August 1988. Despite criticism over his 
controversial initiative to receive the pro- 
Vietnam People's Republic of Kampuchea 
Premier Hun Sun, Chatichai’s broader 
policy to turn Indochina into a trading 
market has won much support — parti- 
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Chatichai; Harn: partnership forged. 


cularly among the business community. 

More importantly from a domestic politi- 
cal standpoint, a number of recent political 
innovations by the ruling coalition has fur- 
ther bolstered the prime minister's public 
image. In an unprecedented programme 
that has brought the ministers into direct 
contact with the people of various regions, 
Chatichai introduced his first "mobile" 
cabinet meeting in the south in March, fol- 
lowed up with a second such session in the 
northeast in April. A third is scheduled in 
the north in May. 

Although approved projects will take 
time to bear fruit, the two mobile cabinet ses- 
sions so far have at least proven to be a pub- 
lic-relations success. The first session in Hat 
Yai decided on a new long-term develop- 
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ment strategy for southern Thailand, 
centred on a proposed new port in Krabi 
province, facing the Andaman Sea. 

While there was little detail offered at the 
southern meeting, due to the short notice 
given of the event, the second session in 
Khon Kaen resulted in a long list of develop- 
ment projects for the northeast region that 
will require a combined Baht 27 billion 
(US$1.06 billion) investment over the next 
two to five years. If implemented, these pro- 
jects would markedly improve the socio- 
economic well being of what has tradition- 
ally been the country’s poorest region. 

Officials say the focus of the govern- 
ment's efforts is to turn the northeast into an 
economic-industrial hub to cope with a new 
era of trading, investment and tourism with 
Indochina in the years ahead. The Ubol 
Ratchathani provincial airport is to be up- 
graded into an international airport over the 
next two years to handle anticipated air traf- 
fic to such Indochinese destinatiot — s 
Angkor Wat, Cambodia's ancient Bud. ust 
city. 
The popularity of these regional cabinet 
meetings is translating into vital political cre- 
dit for Chatichai himself and his party — 
perhaps at the expense of other coalition 
partners. Analysts say the southern meeting 
has allowed Chart Thai to make some politi- 
cal inroads into a region that was tradition- 
ally the Democrat Party's stronghold. 
Similarly, and to a greater extent, 
the impact from the northeast 
meeting is understood to have 
undermined the position of For- 
eign Minister Siddhi Savetsila’s 
Social Action Party, which once re- 
garded the region as its stamping 
ground. 

“Chart Thai would be able to 
make a clean sweep of the north- 
east if there was an election tomor- 
row,” one analyst said. The p“~2 
minister is an MP from thek  - 
northeastern province of Nakhon 
Ratchasima; his party has tradition- 

/ ally been strong in the central plains 
area. 

Chart Thai's growing popularity 
in the provinces is not missed by the other 
coalition partners. A senior Social Action 
executive conceded that its members had 
privately voiced concern over the issue but 
there was nothing the party could do since 
“the momentum carried by the prime minis- 
ter is simply so strong." 

Against this background, most analysts 
rule out any serious problems for the gov- 
ernment during the upcoming parliamen- 
tary session. However, key opposition fig- 
ures say they will oppose the government's 
ban on logging because the government re- 
sorted to summary powers instead of sub- 
jecting the issue to the legislative process. In 
light of the ban's public support, parliamen- 
tary endorsement of the decree appears as- 
sured. m 
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THAILAND 


Controversial new role ts forged for peacetume army 





By Rodney Tasker in Bangkok 


hai army commander Gen. Cháovalit 
T Yongchaiyut's new project to throw 

large numbers of troops into deve- 
lopment work in two economically deprived 
regions of the country is proving to be more 
of a political issue than a welcome initiative. 
It has raised questions of the army's role in 
an unaccustomed peacetime situation, as 
well as Chaovalit's own political ambitions. 

The powerful army commander, in his 
capacity as director of the Internal Security 
C ations Command, announced recently 
t e was forming two new development 
divisions. One will help develop Thailand's 
poor northeastern region and the other will 
do similar work in the more sensitive envi- 
ronment of the country's five southern-most 
provinces — four of which have Muslim- 
majority populations. The plan is for similar 
divisions to be formed later in the country's 
two other military regions. It is in the south 
that Chaovalit's project is meeting most op- 
position. 

Chaovalit insists that the 160,000-man 
army, which enjoys a prestigious and politi- 
cally powerful place in Thai society, has a 
constitutional duty to help the civilian gov- 
ernment with development. As deputy su- 
preme commander Gen. Pat Akkanibut re- 
cently told the REVIEW: “From now on, it will 
be a war against poverty." 

However, foreign military analysts in 
Bangkok believe Chaovalit may have less al- 
tr ^-*c motives for giving the army an un- 
p dented large-scale role in develop- 
ment. The army commander is viewed as an 
intelligent, far-sighted figure, and it is 
thought that he may be looking at the 
army's status two or three years ahead, 
when a diminishing external threat from 
communist Indochina may mean the mili- 
tary will increasingly have to justify its exist- 
ence — and the average 16-1776 of the na- 
tional budget it currently enjoys. 

Two years ago, a parliamentary budget 
committee had the audacity to propose a cut 
in the military's secret-fund allocation. Mili- 
tary leaders quickly objected, and the fund 
was not only restored but increased. Now, 
in the new peaceful environment, with Viet- 
namese troops apparently ready to pull out 
of neighbouring Cambodia, the military 
might not find such an exercise so easy. 

"Chaovalit is concerned about the army's 
role and society's perception of the armed 
forces during this peaceful situation," an 
analyst said. Another analyst said that given 
the government of Prime Minister Chatichai 
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A different drummer 


Choonhavan's continued popularity, 
Chaovalit is now resigned to a postpone- 
ment of his ambition to achieve political 
leadership. He therefore wants to remain 
army commander — a position with a great 
deal of political clout — for as long as possi- 
ble and is keen to ensure that the army re- 
tains its powerful position. 

Some analysts say Chaovalit has also ex- 
pressed concern recently that it may become 
more difficult to attract quality recruits for an 
army with a diminishing role as the nation's 
guardian against external threat. Thailand 
has a mostly conscript armed forces, but 
Chaovalit recently launched a pilot scheme 
to attract volunteer recruits. Some reports 
suggest that the scheme has met with only 
limited success. However, Thai sources 
doubt that the appeal of the uniform will be 
significantly eroded, whether or not the 
country faces a threat from its neighbours. 

Some political observers 
say that Chaovalit, by push- 
ing the army into develop- 
ment programmes, may 
have in mind an Indonesian- 
style dwi fungsi, or dual-pur- 
pose, role for the armed 
forces. In Indonesia, this 
means that the armed forces 
combine their military duties 
with civilian administrative 
responsibilities. Chaovalit is 
known to have long been in- 
terested in the Indonesian 
model, which has retained 
for its army a privileged posi- 
tion in society, despite the 
lack of any recent security 
threat. 

Of the two current development target 
areas, the one in the poor, perennially 
drought-stricken northeast needs help the 
most. Chaovalit initiated a “Green I-Sarn 
[northeast|" project in 1987, but visitors to 
the region report that up to now there is little 
evidence that the military has noticeably im- 
proved physical conditions there. The pro- 
posed development division in the area will 
come under the command of the Thai 2nd 
Army Region. 

In the south, development troops will be 
under the control of the 4th Army. Al- 
though the division there is still being 
formed, one military analyst who visited the 
area recently said there is some resentment 

among 4th Army officers at having a deve- 
lopment role thrust on them. 

Local governnment officials in the five 
provinces — Narathiwat, Pattani, Yala, 


FAR EASTERN ECONOMIC REVIEW 





Chaovalit: political issue. 


Satun and Songkhla — are even less happy. 
One report suggests that only one of the five 
provincial governors showed up when 
Chaovalit launched the "Harapan Baru" 
(New Hope) project in Pattani on 9 Feb- 
ruary. The main thrust of the project is to 
provide security and economic help for the 
2.1 million Muslims living in the area. The 
words "Harapan Baru" are from the Malay 
language, which many Muslims there still 
speak instead of Thai. 

When the army drafted a staff paper on 
the southern situation, criticising local offi- 
cials for insensitivity in dealing with the 
Muslims and other weaknesses, what was 
proposed as a scheme for the military to 
complement the work of the civilian admin- 
istration led to a confrontation between the 
army and the Interior Ministry. 

As a result, a meeting was called in 
Bangkok in March which was attended by 
Interior Minister Pramarn Andireksarn, a 
delegation of senior ministry officials from 
the south and army chief of staff Gen. 
Charuay Vongsayan representing the mili- 
tary. The southern officials suggested that 
the army should concentrate only on sec- 
urity in the area, while civil administration 
was left to them. 

After the ministry officials had aired fur- 
ther complaints that the 
army's southern project was 
stepping on their toes and 
being implemented with a 
discourteous lack of consul- 
tation, it was decided to form 
a joint ministry-army liaison 
committee. "The army felt — 
that they had resolved the — 
differences at the meeting, 
but as far as the ministry was 
concerned, the matter is still 
on hold," Surin Pitsuwan, 
Deputy Interior Minister 
Trairong Suwankiri's secret- 
ary, later told the REVIEW. 

Surin, who is also a Mus- 
lim MP from the southern 
city of Nakhon Si Tham- 
marat, said the root of the problem over 
“Harapan Baru” was that whereas develop- 
ment in the northeast was mainly a physical 
task, in the five southern provinces it was 
a case of handling the “human factor." 
He said 85% of the project should be devot- 
ed to smoothing psychological problems 
among a minority Muslim community in 
which a distrust of Thai officialdom was 
ingrained. 

"You can't bring such a mysterious or- 
ganisation [Harapan Baru] into a population 
which has long been suspicious of any offi- 
cial,” Surin said. As far as the ministry's 
southern officials are concerned, troops - 
muscling in on development projects, with 
their superior equipment, manpower and 
influence, were bound to be resented by 
local officials, because it implied that d 
had failed in their jobs. 
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Riding the Vietnamese Tiger 


n January 1980, a Radio Hanoi com- 

mentary entitled From Phnom Penh to 

Kabul described the invasions of Af- 

ghanistan and Cambodia as "parallel 
events" and as presaging the irresistible 
flood of socialist revolutions in the ^East and 
West." It rejected as reactionary "deception" 
the "abstract principles of non-interference 
in the affairs of other countries and the non- 
use of force in international relations . . . 
Gradually the truth has emerged. In the case 
of Kampuchea, the nobleness of the Viet- 
namese gesture is now understood by an in- 
| creasing number of people." 

Today, a Vietnam bogged down in Cam- 
bodia and lacking the wherewithal to fi- 
nance the military occupation of Laos and 
Cambodia has swept these earlier hanker- 
ings temporarily under the carpet. It now 
prudently talks the language of peaceful 
coexistence with its Southeast Asian neigh- 
bours. Its top priority is to protect the gains it 
has made. 

So, for the present, the desperate Viet- 
namese must soft-soap and soft-talk those 
who are coming uncomfortably close to un- 
scrambling Vietnam's recently acquired In- 
dochinese empire. , 

Unfortunately for the Vietnamese, the 


Kabul end of the Soviet-Vietnamese revolu- " 
tionary prong has now been sawn off.'* 


Worse still, extortion of aid and arms-to fur- 
ther Vietnamese ambitions by the skilfuj ` 
| exploitation of Sino-Soviet rivalries since the' 
1960s is no longer available. The Soviets are 
tired of bankrolling a now irrelevant and in- 
corrigibly demanding poor relative because 
Soviet aims in the Pacific find Vietnamese 
ambitions irritating and unwelcome distrac- 
tions. 

Knowing communist realpolitik, one 
should not be surprised, given the current 
power vacuum in Southeast Asia, if, as the 
world enters a Pacific era of history, the 
Chinese and Soviets were to agree, as they 
did in the 1960s, to a discreet re-establish- 
| ment of a Sino-Soviet condominium in the 
region in which Vietnamese dreams of a 
Southeast Asian hegemony would have no 
place. At the moment, China and the Soviet 
Union want peace and political tranquillity 


| in East and Southeast Asia to maximise 


chances of their economic reforms taking 
| off. Therefore, the spoiler politics of an un- 
derdeveloped "Vietnamese combat state 


.| would not be welcome. 


Additionally, the Chinese would not re- 
lish the idea of what they regard as a 
treacherous and ungrateful neighbour es- 
tablishing an imperial principality under 
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their very noses. If there is a power vacuum 
up for auction in Southeast Asia, the 
Chinese have no doubt in their minds as to 
who is best qualified to fill it. 

Given these very unpromising develop- 
ments, the Vietnamese leaders have one of 
two choices. The first is to dismantle their 
combat state, abandon their newly acquired 
imperial establishments (which, without 
Soviet protection and bankrolling, they are 
in no position to maintain for any length of 
time) and direct their great energies to mind- 
ing their own business. The other alterna- 
tive is to inveigle new patrons to finance 
their dreams of empire as they once enticed 
the Chinese and Soviets into pouring vast 
sums of money into Vietnam. 

However, a "little Vietnam" destiny may 
not be acceptable to leaders who have, since 
the founding of the Vietnamese Communist 
Party in 1930, envisaged for themselves a 
role more worthy than the running of an in- 
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Asean’s members in the future. 


; T 
conspicuous little country. Moreover, to 
give up the modest empire they now hold is 
not only to foreclose a great future but also to 
write off the considerable blood and treasure 
they have expended on its acquisition. 

By a process of shrewd elimination, the 
Vietnamese have now come to the conclu- 
sion that the necessary gullible patrons are 
likely to be found within an increasingly 
prosperous Asean. 

When, at the end of the second Jakarta 
Informal Meeting (JIM) in February, a smil- 
ing Vietnamese Foreign Minister Nguyen 
Co Thach expressed satisfaction at the way 
things had gone and felt confident that, 
given a few more JIM sessions, the 10-year- 
old Cambodian problem could be satisfac- 
torily disposed of (after which the occupying 
Vietnamese troops would happily march 
horne, presumably singing “We go but we 
come back”), I had no doubt at all that 
Thach’s satisfaction was genuine and jus- 
tified. Hence his smile. 

The Vietnamese fared better at the sec- 
ond JM than they have in the past 10 years, 
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trying to get the UN to legitimise Vietnam's 
first phase of imperial advance in Southeast 
Asia. 

For 10 years, Asean and representatives 
of the coalition Government of Democratic 
Kampuchea in the UN have frustrated Viet- 
namese attempts to unseat it and install the 
Hanoi-backed Heng Samrin regime as the 
lawful government of an allegedly indepen- 
dent Cambodia. 

One of the puzzling aspects of current 
Asean diplomacy is why it should want to 
throw away the winning card it now F -'?5; 
why should it want to snatch defeat n 
the jaws of victory? 

One explanation is the tendency of 
societies which have entered the phase of 
growing affluence to go for soft options 
when confronted with difficult problems. 
They have a low threshold for pain, for 
stamina and for single-minded pursuit of a 
declared objective compared with a hungry, 
desperate adversary toughened by years of 
adversity and austerity. An affluent society 
is one where politics of money takes com- 
mand over politics of foresight. 

It is no secret that the Vietnamese and 
their Indochinese surrogates have mes- 
merised a number of hit-and-run Asean en- 
trepreneurs with visions of an Indochinese 
Aladdin's cave to which they could have the 
key the moment a satisfactory solution has 
been found to the Cambodian problem. 
Considerable pressure is, therefore, being 
exerted by impatient Asean entrepreneurs 
on their respective governments to< — t 
an irresistible offer which they fear mé., ..vt 
be repeated. 


herefore, it was no accident that, a 
few days after Thach returned to 
Hanoi from the JIM II talks, the Viet- 
namese Government put out a 
statement announcing that its party chief, 
Nguyen Van Linh, had set up a new high- 
powered cabinet of economic experts to 
transform Indochina into a hive of activity. 
However, it is worth noting that Linh, 
who is 74, was inducted into government 
not because of his economic expertise but 
because of his considerable battlefield ex- 
perience. Furthermore, the qualifications of 
the head of the economic committee, Vo 
Dong Giang, are equally significant. He was 
the leader of the National Liberation Front 
during the war against the Americans. 
Therefore, one would not be too far wrong 
in describing this new cabinet and its com- 
mittee as one tailored for economic warfare 
rather than economic growth. 
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The Vietnamese, for their part, have no 
illusions that hit-and-run Asean business- 
men are the remedy for Vietnam’s crippled 
economy. If there is indeed an Aladdin's 
cave, it would be the height of gullibility to 
believe that a near bankrupt Vietnam would 
allow itself to be stripped clean by foreign 
adventurers. A nation which has astutely 
milked the Chinese and Soviets for some 30 
years will more likely view eager Asean 
businessmen as fat cows to be likewise 
milked. 

In any case, the massive dose of invest- 
ment, technological expertise and aid that 
would be needed to get the country on its 
feet, the Vietnamese must know, would not 
be satisfied even if all of Asean’s resources 
were mobilised to help Vietnam. 

The wooing of Asean businessmen has 
another purpose. They are simply being 
used as bait to attract aid and investment 
f---- countries that could put Vietnam's 
¢ at state back on its economic feet — 
countries such as the US, Japan, Canada 
and those of Western Europe. 

Once the Vietnamese have achieved 
their real objective, it is more than probable 
that Asean’s hit-and-run businessmen 
would wake up one day to find that the 
locks to the promised Aladdin’s cave had 
been changed. 

Whether the major economic powers, 
which have a far bigger interest in maintain- 
ing political and economic stability in the 
Asia-Pacific region, would be all that keen to 
shore up a Vietnamese combat state is a 
topic beyond the scope of this article. 

What should concern Asean nations is 
what would be the future for their regional 
grouping should it underwrite a Cambodian 
solution fundamentally at variance with that 
implied in its UN resolution and which, at 
Asean’s behest, the overwhelming majority 
of UN members have endorsed over the 
]  lOyears. 

. hat has not been seriously considered 
by Asean is what would happen to their or- 
ganisation's prestige and solidarity should it 
solicit in the UN for a settlement which now 
requests, directly or indirectly, that the Viet- 
namese be allowed to enjoy the fruits of 
their aggression. 

The argument has been advanced that, 
since the Vietnamese have persistently ig- 
nored the UN resolution for 10 years, UN 
members are getting tired of the Cambodian 
question and that, therefore, the sooner the 
problem was wound up the better for 
everyone concerned. 

I am not so sure who is wearied, Asean 
or its 122 supporters. I suspect weariness 
emanates principally from within Asean. 
Yet, there are dozens of unresolved UN re- 
solutions of more venerable vintage which 
are regularly and solemnly debated and dis- 

of unresolved session after session 
without any sign of real weariness. 

The underlying assumption — not al- 
together irrational — is that so long as an 
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issue is kept alive then the proponents of ra- 
tionality must win. In the case of Cambodia, 
not only is Asean's stand rational, but time is 
clearly on the side of Asean’s demand that 
the Vietnamese must liquidate their Cambo- 
dian colony. 

All that Asean and its supporters need 
do is simply to leave the Asean item in the 
UN book of old and new resolutions and let 
events outside work out the inevitable de- 
nouement. As of now, events are moving in 
Asean's way — and against Vietnam. 


ut should Asean directly or indi- 
rectly put forward a solution which 
legitimises the Vietnamese con- 
quest of Cambodia, then a danger- 
ous precedent would be set in Southeast 
Asia. It is that an act of aggression, if per- 
sisted in long enough would be rewarded 
by an Asean which wearies easily. 

Equally pertinent to Asean's future is 
that a reversal of Asean's present stand on 
Cambodia would, at some point, require the 
eviction of the coalition Government of 
Democratic Kampuchea from the UN. 
Clearly such a move would have to be made 
by Asean. The question is which Asean 
country or countries would volunteer to 
play, in the full glare of world publicity, the 
abject role of public executioner of an old 
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friend whose cause it had espoused so 
eloquently for 10 years. Such a performance 
would be an even greater triumph over 
Asean for the Vietnamese, because it would 
put Asean morally on a par with Vietnam. 
They would, in addition to retaining 
their Cambodian conquest, have also de- 
stroyed the credibility of a Third World re- 
gional organisation which has earned a high 
international reputation for integrity, sol- 
idarity and rationality. These have enabled 
Asean to exert an influence at international 
forums far greater than what would have 
been elicited by any single member of that 
organisation. Without this reputation for 
singleness of purpose, integrity and solidar- 
ity, Asean must disintegrate, thus permit- 
ting any wandering predator to pick up 
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3 the laws of the jungle than in the laws of the 
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Asean strays one by one. There will be 
many such predators as a new politics of 
power unfolds in the Asia-Pacific region 
with its threats and hopes. 

The fortuitous combination of cir- 
cumstances and compulsions that in 1967 
persuaded five nations that their survival in 
a post-Vietnam Southeast Asia required col- 
lective endeavours, can never be repeated 
should Asean wither away for one reason or 
another. 

Admittedly, Asean achievements in the 
area of economic integration are practically 
nil, but then economic integration, contrary 
to Western legend, was never an Asean 
goal. Its achievements are in the area of sur- 
vival in the jungle of international politics. 

Its solidarity averted the predicted fall of 
Southeast Asian dominoes in the wake of 
the US military debacle in Vietnam. The 
only dominoes that fell were the newly con- 
verted communist dominoes — Laos and 
Cambodia. And today the Vietnamese 
domino totters uncertainly on the brink. 

Thanks to Asean, non-communist 
Southeast Asia has not witnessed, as have 
many Third World countries, ruinous frat- 
ricidal wars sparked off by real or imagined 
present wrongs or by sudden recollections 
of ancient insults or injustices. 

It would be a pity, therefore, were Asean 
solidarity to be bartered away for the sake of 
a few beads and trinkets dangled before it by 
a smiling tiger which reposes greater faith in 


arketplace. 
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olute and let the Vietnamese combat state 


collapse of its own accord under what the | 


communists call the “weight” of its inner 
contradictions. 

Then out of its ashes will arise, phoenix- 
like, new leaders committed to the creation 
of a state orientated towards peace and con- 
struction. Given the energies, resoluteness 
and talents the Vietnamese people undoub- 
tedly possess, the new Vietnamese state 
could be a source of strength not only for 
Asean but also for Southeast Asia to face any 
new storms the coming decades may bring. 


The only feasible solution to the Cambo- | 


dian problem, therefore, is not to feed the 
combat state back to strength but to allow it 


to collapse under the weight of its unresolv- | 
able contradictions. Playing the good | 
samaritan to a man-eating tiger is not clever | 


politics, nor is it shrewd economics. ^ 


S. Rajaratnam, formerly Singapore's foreign 


minister, is a distinguished senior fellow at the In- 
stitute of Southeast Asian Studies, Singapore. 
This column is adapted from an article in the 
March issue of the institute's journal, Contempo- 
rary Southeast Asia. 
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By John McBeth in Manila 


resident Corazon Aquino has once 
again voiced support for moves to 
drop the Philippines sovereignty 
claim over the Malaysian state of Sabah, a 
25-year-old dispute based on the historical 
reach of the Sulu sultanate. But she still faces 
opposition in the senate whose approval is 
required to pass the necessary legislation. 
; f Although the House of Representatives 
| sed the measure which formally ex- 
. cludes Sabah from legally defined Philip- 
pine territory, senate consideration of an 
identical version of the bill in December 1987 
was allowed to expire — largely, some dip- 
lomatic sources say, because of general mis- 
conceptions over the issue. 
Aquino’s latest statement on her position 
— which has the backing of Foreign Secret- 
ary Raul Manglapus — came after a meeting 
on 17 April with Princess Denchurain 
Kiram, the Sultan of Sulu's oldest living de- 
scendant, who says enactment of the bill 
would clear the way for the settlement of 
_ propriety claims with the Malaysian Gov- 
ernment. 
The princess is said to represent more 
than 80% of the claimants recognised by 
Kuala Lumpur, but factionalism among the 





= 





PHILIPPINES 2 


Aquino faces a last hurdle to dropping Sabah claim 


Senate holdup 





heirs has been an added complication in one 
of the last remaining territorial disputes be- 
tween Asean countries. “If it’s not 100%, 
then it is very difficult,” said Sen. Leticia 
Shahani, the chairman of the Senate Foreign 
Relations Committee and a former foreign 
affairs undersecretary. 

Sulu senator Santanina Rasul, who is re- 
lated by marriage to one of the nine families 
of heirs, also points to disagreements over 
how to approach the propriety talks with 
Malaysia. She says some of the descendants 
want to cancel the lease and seek in ex- 
change a substantial lump sum settlement. 
Others are pressing to retain the current ar- 
rangement and demand a higher lease. 


from the Sultan of Brunei in 1704 for 
sending a force of Tauseg warriors to 
put down a revolt against the Brunei sulta- 
nate. The current heirs still receive a 
M$5,000 (US$1,860) a year stipend from the 
Malaysian Government — as they did from 
the British colonial administration — as part 
of the agreement to cede the 71,115 km2 
lease in perpetuity to the British North Bor- 
neo Co. in the late 19th century. 
Although the original legislation has 
been revived, it lays out conditions in return 
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US officer s killing shows tighter NPA security 


Deadly sparrows 


arely two weeks after New People's 
Army (NPA) chief of staff Romulo Kin- 
j tanar referred to the launching of 
"complicated special operations" in the 
Manila area (REVIEW, 27 Apr.), Col James 
“Nick” Rowe became the highest-ranking 
American officer — and the fourth US ser- 
vicemen — to die at the hands of an urban- 
based communist hit squad. 
.. . Rowe, 51, a former Green Beret who es- 
. caped in 1968 after five years in a Viet Cong 
.. prisoner of war camp, was killed on 21 April 
- when gunmen fired into his armour-plated 
- car as he drove to the Joint US Military As- 
sistance Group (JUSMAG) compound in sub- 
urban Quezon City. : 
. The well-planned and executed attack 
may indicate the NPA is adding a new di- 
mension to its 20-year-old guerilla war, 








following the 9 April bombing of US com- 
munications facilities in northern Benguet 
province and the foiling of a landmine 
ambush outside Clark Airbase three days 
before. 

Rowe's position as chief of JUSMAG's 
army division made him a prime target. 
In claiming responsibility for the murder 
a day later, the NPA said he was a "direct 
participant" in the counter-insurgency cam- 
paign. JUSMAG's main job is to handle the 
logistical requirements of the Armed Forces 
of the Philippines (AFP). But it is clearly 
performing other functions as well. The 
US military is currently working on a 
lengthy study to improve the AFP's training 
doctrine, for example. Closer to the bone, it 
is assisting in efforts to break sophisticated 


NPA cryptology. 
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for the Philippines’ dropping its territorial 
claim: that the heirs' propriety rights are set- 
tled, and that the two countries reach agree- 
ment on both a border accord and a separate 
treaty of friendship and cooperation. 

Malaysian officials describe the condi- 
tions as "vague" and refuse to recognise any 
linkage between the renunciation of the 
Philippines claim and negotiations over 
propriety rights. Filipino diplomats say that 
Malaysian Prime Minister Datuk Seri Maha- 
thir Mohamad's initial reaction to Aquino's 
latest statement on the Sulu issue was cool 
and that he retained his "hardline stance" 
on the subject. 

Later, however, the Malaysians sought 
to change that impression at a briefing for 
newsmen in Kuala Lumpur, saying they re- 
garded the statement as a positive step. 

Rasul and fellow Muslim Sen. Mamintal 
Tamano both spoke out against the legisla- 
tion when it was first introduced. Op--- - 
tion leader Juan Ponce Enrile, former | 
government minister Aquilino Pimentel and 
several other senators are also against it. 

Defence Secretary Fidel Ramos and other 
military leaders said a resolution of the issue 
would help to improve security in the south- 
ern Philippines, a thinly veiled reference to 
allegations of Malaysian support for Filipino 
Muslim secessionists who have been 
threatening to renew their armed struggle 
against Manila. 

The Malaysian position is that Sabah has 
nothing to do with the Muslim insurrection 
and that both issues — the insurrection and 
the settlement of propriety rights — are in- 
ternal matters of the respective govern- 
ments. "* 


Rowe was the first American to be killed 
by NPA hitmen in Manila. Two US sergeants 
and a retired serviceman were shot dead 
outside the Clark Airbase perimeter o 
October 1987. Those shootings had a, , . 
rently not been authorised at higher levels of 
the NPA, but they did break a policy against 
killing Americans and led to the armour- 
plating of JUSMAG cars. 

The fact that neither US nor Filipino intel- 
ligence agents had any inkling of a strike 
tends to support recent evidence that the 
NPA has tightened security among its "spar- 
rows," or urban partisan units. 

Although the so-called Alex Boncayao 
Brigade has usually been blamed up to now 
for assassinations in Manila, intelligence 
sources say it has been so well infiltrated that 
the Communist Party of the Philippines/NPA 
leadership has brought in new operatives, 
formed into tightly compartmentalised units 
under the direct control of the central com- 
mittee and perhaps Kintanar himself. 

The timing of the assassination is curi- 
ous. It had been widely assumed the real 
danger period would come when the US 
base negotiations resume towards the end 
of the year. = John McBeth 
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MPs give short shrift to passport pleas 


Closed min 





By Emily Lau in Hongkong 


he British Parliament foreign affairs 

| committee (FAC) conducting an in- 

quiry on the implementation of the 

1984 Sino-British Joint Declaration on Hong- 

kong’s future heard of the colony's growing 

resentment towards London, which will re- 
turn Hongkong to China in 1997. 

Commenting on the handover after the 
committee's arrival in Hongkong on 17 
April, FAC member and Labour MP Peter 
Shore conceded that he found it disturbing 

for the first time in Britain's history of 
...Jlonisation, London was not giving a 
territory independence but turning it over to 
another sovereign state. 

What emerged from the six-day hearing 
here — which was marked by strong argu- 
ments, bitter recriminations and, in one 
case, by tears — was that the committee 
might make representations to the British 
Government to make some small conces- 
sions on the nationality issue. But such con- 
cessions would stop far short of extending 
the right of abode in Britain to the 3.2 million 
Hongkong-born British subjects residing in 
the colony. 

The FAC may also recommend to parlia- 
ment that a bill of rights for Hongkong is es- 
sential in helping to maintain residents' con- 
fidence in the territory's future after 1997. 

But the committee is likely be divided on 
the pace and degree of democratisation in 
the territory — controversial issues which 

: divided the Hongkong Government 

its various local pressure groups 

alike — and it cannot hope to have much in- 

fluence on the drafting of the Basic Law, a 

mini-constitution being drawn up for post- 
1997 Hongkong by Peking. 

Eight of the 11 members of the FAC, 
which is being led by government back- 
bencher David Howell, listened to the views 
of politicians, professionals and government 
officials. The FAC had earlier received only 50 
or so submissions from the public on the 
Joint Declaration's implementation — a 
number reflecting not only the apathy of 
Hongkong's generally apolitical populace 
but also their misgivings about the inquiry, 
which many believe will have little influence 
on London's policy towards the colony. 

Nevertheless, the occasion did provide a 
rare opportunity to air people's fears and 
grievances. A general mistrust of the com- 
munist leadership in Peking lies behind the 
growing demand for the right of abode in 
Britain and for the protection that might be 
afforded by a Hongkong bill of rights. The 
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FAC also heard a wide range of views on 
democratisation, and many questions were 
raised on the draft Basic Law, which is to be 
promulgated by the Chinese National 
People's Congress in 1990. 

In an emotional presentation, the senior 
member of Hongkong’s Executive Council 
(Exco, the equivalent of a cabinet), Dame 
Lydia Dunn, pleaded for the right of abode 
in Britain for Hongkong-born British sub- 
jects. Choking back tears, she accused Bri- 
tain of being “mean and unsympathetic” on 
the issue, saying people here wanted con- 
vincing action from London to insure their 
well-being after 1997, not just reassuring 
words. Hongkong Chief Secretary Sir 
David Ford also called for action, not 
words. 

Legislative Councillor Martin Lee, a bar- 
rister, adopted a provocative approach at 
the FAC hearings, drawing 
strong criticism from some 
FAC members by insisting 
on giving his views under 
oath, thereby implying that 
others appearing before the 
committee might not be 
telling the whole truth. 
In addition, he accused 
Britain of succumbing to 
Chinese pressures on demo- 
cratisation and urged the 
FAC not to be misled by 
the Hongkong Government 
on the subject. Such tactics 
drew hostile responses from 
some committee members 
and may have damaged 
Lee’s cause. 

However, some saw the members’ hos- 
tile response to a suggestion that the British 
Government might not have been entirely 
honest with Hongkong’s people as indicat- 
ing that their minds were already largely 
made up and that they were as interested in 
lecturing people as in learning from them. 

The committee did, however, appear im- 
pressed with two other lawyers, Hongkong 
Law Society president Simon Ip and barris- 
ter Gladys Li. Together, they presented a 
strong case for British nationality and the 
need for a bill of rights, and discussed at 
length their reservations over the power of 
the Chinese National People’s Congress to 
interpret and amend the Basic Law. 

In contrast with the conciliatory ap- 
proach used to question British Foreign Sec- 
retary Sir Geoffrey Howe and Hongkong 
Governor Sir David Wilson in a London sit- 
ting (REVIEW, 6 Apr.), the FAC pursued a 
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Lee: provocative. 


robust and sometimes tough line of ques- 
tioning with non-government witness- 
es. 
Tory MP Michael Jopling lectured Ip on 
the “political impossibility” of conferring 
British nationality on 3.2 million Hongkong- 
born British subjects. The MPs also heard 
businessman Vincent Lo admit that, though 
he supported democracy for Hongkong in 
the long run, he was in favour of maintain- 
ing the political status quo for the moment 
— a view shared by many -conservative 
businessmen here. 

The FAC members were criticised in the 
media here for coming out from London 
with what were alleged to be preconceived 
ideas — especially on the British nationality 
and democratisation issues. Exempted from 
such criticism was Tory MP Bowen Wells, 
who stated that democracy was the only 
bulwark against communism after 1997. The 
MPs’ refusal to be drawn on Britain's re- 
sponsibility for refugees, who continue to 
arrive in Hongkong from Vietnam by boat, 
also drew fire from critics who feel that 
Hongkong has already done more than its 
share for the refugees. 

On the right of abode in Britain, the MPs 
did accept that some categories of people be 
given special treatment. Pos- 
sible recipients of such 
treatment might be Crown 
servants, Hongkong  stu- 
dents studying in Britain, 
the 11,000-strong Indian 
ethnic minority in Hong- 
kong and a handful of war 
widows. 

On 22 April, after the 
hearing in Hongkong, the 
FAC flew to Peking. Their 
talks with Chinese officials 
were overshadowed by huge 
pro-democracy student dem- 
onstrations in Peking and 
elsewhere in China, which 
may have helped heighten 
the MPs’ sensitivity towards 
Hongkong’s worries. 

The Chinese officials were said to have 
told the committee that the degree and pace 
of democratisation in the territory were en- 
tirely up to Hongkong. The MPs were said 
to have found this reassuring, despite the 
fact that the Chinese had earlier played a 
major role in thwarting the introduction of 
direct. elections to Hongkong’s Legislative 
Council in 1988 and successfully forced 
through a conservative political model for 
the future Hongkong in the second draft 
Basic Law. 

Also in Peking, committee chairman 
Howell was told by Chinese Vice-Foreign 
Minister Zhou Nan that Peking had no ob- 
jection to London giving Hongkong-born 
Chinese full British national status. 

The FAC will question Howe and Wilson 
again in London in June and submit a report 
to the House of Commons in July. " 
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Facing up to a Goliath, Nepal has to back down 


A matter of time 





By Salamat Ali in New Delhi - 


iant India and tiny Nepal, still locked 

in eyeball-to-eyeball confrontation, 

are each waiting for the other side to 
blink. The odds are that it will be Nepal, 
which since the end of March has seen its 
crucial bilateral trade with India abruptly cut 
off, and its economy thrown into chaos with 
spiralling prices and the threat of wide- 
spread unemployment. 

Kathmandu has so far refused to give in 
to the economic squeeze because it wants to 
gain more than India’s lip service to the prin- 
ciple of its sovereignty in their bilateral rela- 
tions. New Delhi is just as determined to 
teach Kathmandu the folly of distancing it- 
self from India — a distance which New 
Delhi regards as potentially dangerous for 
_ its own diplomatic initiatives and national 
security. 

Under a special relationship developed 
since 1950, the two countries maintained an 
open border, and gave common rights of re- 
sidence, movement and ownership of prop- 
erty and businesses to citizens of each 
other’s countries. They could devise com- 
mon security measures in case of an external 
threat and Nepal could import arms with In- 
dian assistance and agreement. Their bila- 
teral trade and transit rights for Nepal- 
bound goods from outside India were gov- 
erned by two treaties which New Delhi al- 
lowed to lapse at the end of March. 

Nepal may not be able to withstand the 
pressure for much longer. Petrol is selling on 
the black market at more than US$2 per litre, 
and is likely to become costlier. This in turn 
will push up prices on a broad range of other 
goods. Work on development projects has 
slowed down, and when it comes to a halt 
in a few weeks’ time, thousands 
will be jobless. Already, reports 
Kathmandu’s central bank chief, 
there were 10,000 applications for 

two vacancies advertised recently. 

Little help is expected to be forth- 
coming from China, whose sales of 
arms to Nepal helped trigger this 
confrontation. The highway between 
Lhasa and Kathmandu, damaged by 
recent floods and landslides, could 
take months to repair if a sizeable 
Chinese workforce starts work im- 
_ mediately — and given China's cur- 
rent internal problems that looks a re- 
mote prospect. 

Nepal has enough in hard cur- 
rency reserves to pay for its imports 
for the next seven months, but it has 
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no means of bringing in adequate supplies 
of goods without India’s cooperation — and 
India supplies bulk items such as coal and 
oil. Also, though Nepal's trade deficit with 
India is the equivalent of Rs 1 billion 
(US$64.52 million) a year, its exports to India 
worth Rs 900 million are of the type and 
quality only India will buy. Besides, sending 
primary products and  semi-processed 
goods across the border to India is far more 
economic than shipping them to other for- 
eign destinations. 

In India itself, opinion has ranged from 
agreement that Nepal must be taught a les- 
son to a warning of the consequences of an 
unbending and overbearing policy. “If King 
Birendra and his advisers think the spe- 
cial relationship can be terminated and 
Kathmandu can still negotiate a favourable 
transit treaty based only on international law 
and convention, they have made a serious 
mistake,” said the Indian Post newspaper of 
Bombay. 

The Statesman, however, offered the 
sober warning that the confrontation was a 
two-edged sword for India. “If the kingdom 
[Nepal] succumbs to pressure, India may 
crow with triumph but the six [India’s sub- 
continent neighbours] will never trust this 
country,” it said. “If the Nepalis have their 
way, [Indian Prime Minister] Rajiv Gandhi 
will suffer a severe political setback at home 
and South Asia will lose even the respect 
born of fear, which seems to be the only 
emotion that India now inspires in the re- 
gion.” 

Despite The Statesman's pondering over 
whether the confrontation was Gandhi's 
way of distracting Indians from the prob- 
lems of the ruling Congress party, it appears 
that India is reacting chiefly to Nepal's for- 
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more at variance with that of New Delhi. 
New Delhi also feels that Kathmandu's pur- 
suit of international recognition for Nepal as 
a zone of peace is aimed at ultimately ter- 
minating the special relationship between 
the two countries. 

And behind this divergence is the fear 
that Nepal, if left to go it alone, will drift to- 
wards China and allow Peking an entry in to 
what New Delhi regards as its sphere of in- 
fluence. Many Indians are already nettled 
that when Gandhi supported China's 
sovereignty over Tibet during his trip to 
China in December 1988, Peking was notice- 
ably lacking in acknowledging India's politi- 
cal interests south of the Himalayas. 

Gandhi said on 20 April that China was 
not tied to the present Indo-Nepal crisis, but 
New Delhi has long thought Peking's 
warming relations with Kathmandu an un- 
warranted intrusion on the Subcontinent. 
It sees closer Peking-Kathmandu ties : 
long-term military and internal secuiuy 
threat to itself — especially as India's mili- 
tary intervention in Sri Lanka in August 
1987 and its putting down of the Maldives 
coup attempt in November 1988 under- 
scored New Delhi's belief that its security 
perimeters lie beyond tts national frontiers. 

Although Indo-Nepal relations have 
been declining slowly over the years, the re- 
cent dramatic fallout, some observers argue, 
was touched off by suspicion in New Delhi 
that Tibet was shaping up as an alternative 
source of strategic and commercial supplies 
for Nepal. The suspicion hardened when 
India learnt that China had laid an oil 
pipeline along the Indo-Tibetan border and 
that this could be used to supply Nepal. 


ependence on China for strategic 
D supplies as well as weapons — and 

Nepal had recently broken with 
tradition by buying anti-aircraft guns ^77 
other arms from China instead of from I 
— could have made Nepal a dangerous pur- 
veyor of Chinese influence in the Subconti- 
nent, in New Delhi's thinking. 

The Indians have also taken note of what 
Nepalese Foreign Minister S. K. 
Upadhyaya called a “demographic 
fallout" in India of Nepal's problems 
— that is, civil unrest in Gurkha- 
dominated Sikkim and Darjeeling. In 
that event, the Indian military's 
land access to Sikkim and the north- 
east Indian states would be cut off. 
If Indian troops are to airlifted to 
these strategic areas, they would 
have to fly over Nepalese airspace 
and the Chinese anti-aircraft guns 
recently acquired by Kathmandu 
would have to be taken into ac- 
count. 

India worries that prolonged 
Indo-Nepal friction could strain the 
loyalties of the Gurkha soldiers in its 
army who are recruited in both India 
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and Nepal. The Gurkhas hold Nepalasdear SUBCONTINENT 2 


as the Sikhs hold their Golden Temple in 
Amritsar, and the Indian army remembe 
that after it moved into the temple to flush 
out extremists in 1984 some Sikh soldiers 
mutinied. 

India's fears of China are matched by 
Nepals worry over India's intentions. 
Kathmandu took delivery of anti-aircraft 
guns from China after two shows of 
strength by the Indian air force, both times 
violating the airspace of neighbours. 

The first was before the Indian army in- 
tervention in Sri Lanka when in May 1987 
India dropped relief supplies to the northern 
Tamil areas in Sri Lanka which had been 
blockaded by the Sri Lankan army. Col- 
ombo's protests to New Delhi against the 
preannounced airdrop were to no avail. 
Around the same time, Nepal protested to 
India that its air force was repeatedly violat- 
ing Nepalese airspace — perhaps on recon- 
r nce of Chinese capabilities along the 
I | Nepalborder. 

Perhaps encouraged by the Nepal de- 
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f£ +, Bhutan — which has a treaty with 
India which spells out that New Delhi will 
guide its foreign policy — had begun to get 
tough on Indian residents there. In the past 
few weeks, Bhutan has forced several In- 
dians to leave the country, and others work- 
ing on several Bhutanese projects, com- 
plaining they have been humiliated, are 
making preparations to follow suit. 

In the face of the Indian stranglehold, 
however, some analysts suggest that Nepal 
would do better if the cabinet of Prime 
Minister Marich Man Singh Shrestha step- 
ped down and was replaced by a govern- 
ment which could negotiate an end to the 
confrontation with New Delhi. 

Asked to comment on Upadhyaya's 
statement that he had been invited to New 
Delhi for discussions, an Indian spokesman 
said on 21 April that "the invitation is rather 
an open one" and that no specific date or 
venue had been fixed. In other words, if the 
Nepalese are waiting for India to set a date, 
they will be a long time waiting. A 
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The government fears violence over trade ban 


Precaution prevails 


Indian trade blockade turning 

Nepal's people against the govern- 
ment here, Kathmandu is far from san- 
guine. It is watching all public activity with 
increased vigilance, no public rallies are per- 
mitted and university campuses have been 
closed for two months. Journalists viewed 
as too pro-Indian by the government have 
been jailed. 

About 80% of the country's population 
lives in small, self-sufficient mountain vil- 
lages, which need few supplies from outside 
the country and are therefore least affected 
by the crisis. In addition, the village popula- 
tion traditionally supports the country's 


Ithough there are no signs yet of the 
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king and his leadership in the government. 
Nepalese living in the country's so-called 
Terai belt — in the south along the Indian 
border — also are not much affected by the 
crisis. Because of the closely knit, heavily 
populated areas on both sides of the border 
in the area, New Delhi and Kathmandu can 
do little to stop cross-border trade there. 
Kathmandu is wary of the southerners 
because most have closer cultural links to 
their counterparts across the border than to 
the Gurkhas, who have come from the 
northern mountains relatively recently to 
settle in the fertile border region. Over time, 
population pressure in Uttar Pradesh and 
Bihar, India's two most populous states, has 
brought large numbers of Indian immi- 
grants — both legal and illegal — to south- 
ern Nepal. Most of these Indians now hold 
Nepalese certificates of citizenship, which 
are issued on the recommendation of local 
government chairmen who see the migrant 
Indians as potential political supporters. 
Kathmandu is not worried that India's 
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trade sanctions will create scarcities — and 
subsequent unrest — in Terai as the region 
has been getting what it wants during the 
entire period of the blockade. What the 
Nepalese Government does fear is that any 
terrorist activity India might want to support 
in Nepal would likely be centred around 
Terai for historical reasons. 

While mountain villagers and southern- 
ers living in the border region are largely 
unaffected by the trade ban, residents in the 
Kathmandu Valley — the area around the 
capital — have not been so lucky. For this 
reason, the government has concentrated all 
its resources to meeting the needs of these 
residents ensuring, for example, an 
adequate though not continuous electricity 
supply in the area when the rest of the coun- 
try's supply has been either switched off or 
sharply curtailed. 

Also, Kathmandu Valley is still receiving 
kerosene for cooking, while the rest of the 
country has been left to revert to firewood. 
And trucks transporting essential supplies 
to Kathmandu get diesel fuel while others 
do not. 

Kathmandu fully appreciates the fragility 
of the situation, despite the appearance of 
calm so far. The continuing shortage of fuel 
for transport is bound to aggravate the coun- 
trys chronic and acute unemployment 
problem because of its impact on develop- 
ment programmes, which employ large 
numbers of people. Spiralling transport 
costs are also pushing up other prices. 

Aware that any spark could lead to a 
major explosion, the government broke 
up a student demonstration staged in 
Kathmandu soon after the beginning of the 
crisis. Raising anti-India slogans, the stu- 
dents set fire to passing vehicles, raising 
fears in official quarters that the protesters 
might begin attacking Indian traders. The 
Nepalese are greatly concerned that any 
such attack on Indians would give New 
Delhi an excuse to send in troops to “pro- 
tect" or "evacuate" its citizens. 

Some officials in Kathmandu fear that 
New Delhi may be working under a well 
thought out plan to force their king and his 
advisers to surrender a large part of Nepal's 
sovereignty to India. A section of the gov- 
ernment-controlled media reported recently 
that the Indian Embassy here had with- 
drawn Rs 6 million (US$387,000) from the 
bank on the eve of the recent student 
demonstration. The implication was that the 
money was used to organise protests. The 
embassy countered that the money was- 
withdrawn to pay pensions to Gurkha sol- 
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_ tainted by politics and commercialism, 
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-cruits and trains potential volunteers, 
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diers and for other legitimate reasons. 
The Nepalese Government implicity ac- 


. cused India of trying to stir up trouble when 


it arrested two Nepalese journalists who al- 
legedly had close links with the Indian Em- 


. bassy. India responded by criticising the 


Kathmandu for “repressive measures 


. against journalists who have been critical of 


their government's relationship with India.” 
Nepal's various political parties — which 
are banned but operate illicitly — all are em- 
phatic that the government should in no 
way compromise national sovereignty. 
Meanwhile, Nepali Congress president 


. Krishna Prasad Bhattarai confirmed in an in- 


terview that the Indian Embassy had recent- 


ly invited Nepal's politicians to explain their 
point of view over the Nepalese-Indian dis- 
pute. India's objection to Nepal's importing 
arms from China, one bone of contention 
between the two governments, is that since 
the weapons could not conceivably be used 
against Nepal's vastly more powerful neigh- 
bours, then they must have been purchased 
to suppress democratic forces in the coun- 
try. India could never support such sup- 
pression, New Delhi says. 

The Nepalese political leaders’ reply was 
that they did not consider the present crisis 
anything more than economic. It had no- 
thing to do with the domestic struggle in 
Nepal for democracy, they said, which had 
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Peace corps planned to boost international role 











By Shim Jae Hoon in Seoul | 
year after the Tokyo Olympic Games 








of 1964, Japan imitated the US Peace 

Corps and began sending volunteer 

youth to Southeast Asia, in part to under- 

score that Japan had come of age and was 

ready to help developing countries, not just 
flood them with motorcycles. 

Now South Koreans, who usually bristle 

at any suggestion they are imitating Japan, 


. plan to launch their own peace corps volun- 


teers in August 1990 — two years after the 
Seoul Olympics. A batch of 50 men and 
women will leave for South Asia and South- 
east Asia, armed with skills ranging from 
health care to fish farming and forest protec- 
tion. 

The idea comes from President Roh Tae 
Woo who thinks that South Korea, having 


passed the rite of adolescence in the interna- 
tional community, should inspire its youth 
. with a new global ideal. But analysts 


question whetherSouth Korean youth, 
with a vision largely restricted to paro- 
chial concerns, can be motivated to 
sweat and toil in foreign cultures and 
successfully impart something of their 
country's development experience. 

To keep the programme "pure" 
from any suggestion it might be 


the programme is to be undertaken by 
the South Korean National Commis- 
sion of Unesco. While the agency re- 


the ministries of education and science 
will pay for it. Each volunteer will re- 
ceive US$200 as monthly living ex- 
penses. A budget of US$13,000 is ear- 
marked for each volunteer for a two- 
year tour, including airfares and sup- 


Innocents abroad 


porting expenses, plus life and health insur- 
ance cover. 

The volunteers, aged from 20-30, will re- 
ceive an intensive five-month training in the 
languages and cultures of their choice and 
will undergo rigorous physical training to 
withstand the challenges of tropical heat 
and disease. Possible host countries include 
Bhutan, Nepal, Burma, Indonesia (in the 
ethnic Melanesian province of Irian Jaya) 
and some countries in Africa. 

Once in the field, volunteers will partici- 
pate in various projects assigned by the host 
country government, such as providing 
skills for fishery, farming, forestry, health 
care, vehicle and machine repair, and con- 
struction technology. In some cases, they 
may implement vocational training pro- 
grammes launched with aid from Seoul. 

But the questions raised over the project 
centre upon how to motivate a generation 
whose horizons have been largely restricted 
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continued for years and would continue in 
the future without any need for any external 
help. Bhattarai strongly refuted a prevalent 
rumour that India hoped opposition leaders 
would launch an agitation against the gov- 
ernment. 

The opposition has suggested that an at- 
tempt be made to solve the crisis by dismiss- 
ing the Marich Man Singh cabinet. The op- 
positionists want an interim cabinet repre- 
senting all political groups in Nepal to per- 
form two specific tasks: first, talk to India as 
genuine representatives of the people of 
Nepal and, second, hold fair and free 
elections to stabilise the country. 

m Salamat Ali 


to domestic concerns, and which is highly 
ethnocentric. The US Peace Corps was 
started during the late president John Ken- 
nedy's era, when there was an explosion of 
youthful idealism and enthusiasm. 
Japan, it did not require much effort to vwa. 
vince the post-war peace-oriented youth to 
join in cooperative projects in the region to 
help atone for Japan's brutal war record. 

Cho Sung Ok, a former vice-education 
minister, who is in charge of the program- 
me, said: "Our youngsters need to expand 
their horizon and better understand the 
world." But his comment understated the 
generally abysmal level of knowledge they 
have about rest of the world. For South 
Korea's young people, overseas experience 
has been limited. In the 1960s and 1970s, 
they fought in the jungles of South Viet- 
nam and went on to construction work 
in the Middle East. This will be their first 
peaceful, non-commercial venture. 

The current young generation has grown 
up in a monochrome political culture im- 
posed by a succession of military-backed 
governments, and has been restricted from 
travelling overseas until very recently. ! *- 
ing next to similar ethnic cultures in ] 
and China has made them nervous over dit- 
ferent cultures and religions. Used to a rigor- 
ous work ethic, they are mostly unfamiliar 
with, and possibly intolerant of, the 
slower pace of life in some other Asian 
countries. Asked whether South 
Korea's experience of economic deve- 
lopment can be exported successfully, 
Cho said: "How would we know un- 
less we tried? It would be worthwhile 
even if we failed." 

To avoid failure, Cho and his staff 
are examining the experience of the US 
Peace Corps, 3,000 of whom served in 
South Korea. But because of cultural 
similarity, they are looking more at the 
development of the Japan corps, the 
Overseas Cooperation Volunteers, 
which has 1,800 members serving 
in 34 countries. For the programme 
to succeed, however, support from 
South Korean embassies will be 
critical. * 
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TAIWAN 


Go-it-alone plan runs into flak at home and abroad 


One, but al 


By Carl Goldstein in Taipei 


ardly a day goes by without an an- 
H nouncement of some further widen- 
ing of contacts between erstwhile 
enemies Taiwan and China. Even as 
Taiwan's Finance Minister Shirley Kuo pre- 
pared to lead a 12-member delegation to Pe- 
king for the Asian Development Bank meet- 
ing starting on 4 May — which will be the 
first time top officials of Taiwan's ruling 
Kuomintang (KMT) set foot on the Chinese 
mainland in 40 years — Communications 
ster Kuo Nan-hung announced on 24 
„apal that direct telecommunications links 
between Taiwan and China would soon be 
established. 

This followed the move days earlier to 
allow Taiwan newspaper and television re- 
porters to be based in China. Only 18 
months ago, the authorities successfully 
prosecuted two journalists for defying a ban 
on journalists visiting the mainland for pro- 
fessional purposes. 

And just before that, a breakthrough in 
sporting exchanges allowed a Taiwan gym- 
nastics team to participate in an internation- 
al meet in Peking on 17 April and will also 
permit Chinese teams to come to Taiwan. 

Other developments in the past month 
have included a decision in Taipei to let pub- 
lic school teachers join the hundreds of 
thousands of Taiwan residents who have al- 
ready visited China since travel bans were 
lifted in late 1987. Broad economic ties are 
alen flourishing, with two-way trade last 

topping US$2.5 billion and rising in- 
vestment in China by Taiwan businessmen. 

The main impetus for the rapid evolution 
of Taiwan's China policy is President Lee 
Teng-hui's determination to lead Taiwan to- 
wards a higher-profile international role 
more in keeping with the island's muscular 
economy — and his unwillingness to let 
dreams of a triumphant military return to 
the mainland among the older generation of 
KMT leaders stand in the way of the new 
pragmatism. 

While Lee has had his way to a great ex- 
tent in the sphere of China policy since be- 
coming president in January 1988, his latest 
initiative — potentially the most far-reach- 
ing in his China offensive — has run into 
stiff opposition. This was the idea of coun- 
tering Deng Xiaoping's one-nation-two-sys- 
tems formula, to be used when Hongkong 
reverts to China in 1997, with the idea of one 
nation, two governments. 

In contrast to Peking's vision of separate 
economic and social systems within the 
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overall leadership of China, the two-govern- 
ments idea would mean the peaceful coexis- 
tence of two separate-but-equal regimes, 
each one implicitly or explicitly recognising 
the other. 

Lee himself has remained publicly silent 
on the concept. But the manner of its 
emergence has created the near-universal 
belief among political analysts that it repre- 
sents both his thinking and the likely next 
step in the evolution of Taiwan's China po- 
licy. 
First mention of this idea came on 28 
March — even before the 7 April announce- 
ment of sending the delegation to Peking — 
when Premier Yu Kuo-hwa told the Legisla- 
tive Yuan that the idea of "one China, two 
governments" might be a good way to 
counter Peking's attempts to isolate Taiwan 
in the international community. Although 


Yu had been considered a force for conser- 
vatism, he has seemingly accommodated 
himself to the recent liberal winds. 

Lee's trial balloon — as it was dubbed in 
the local press — seemed to be gaining 
steam when Deputy Premier Lien Chan told 
the legislature the two-governments idea 
had been handed over to the Foreign Minis- 
try for study. 

Opposition surfaced when Justice Minis- 
ter Hsiao Tien-tzang on 14 April said that 
should Peking accept Taipei's proposal, the 
KMT would consider proclaiming an end to 
the so-called Period for the Suppression of 
Communist Rebellion, the KMT’s term for its 
dream of militarily beating the communists. 
This is a cherished article of faith to still- 
powerful elements in Taiwan's ruling struc- 
ture, particularly the military and elderly 
parliamentarians, and they saw an end to 
their privileges with the end of the "civil 
war." 
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Taiwanese gymnasts take part in an international competition in Peking. 


Pushed through a quiescent national as- 
sembly by a militarily weakening Chiang in 
1948, the "Temporary Provisions Effective 
During the Period of Communist Rebellion" 
became the legal basis for a host of measures 
that granted — and continue to grant — the 
KMT extra-constitutional powers. Included 
among these are the right of sitting legis- 
lators and national assembly members to re- 
tain their seats until such time as elections 
could be held in their home districts (in 
China). 

Another regulation gives the military 
and several intelligence agencies broad au- 
thority to intervene in domestic affairs, os- 
tensibly for their possible security implica- 
tions vis-à-vis China. 

Sources said National Security Bureau 
chief Sung Hsin-lien led the attack on Lee's 
"hasty" policy at a recent meeting of the ad- 
hoc mainland affairs working group, argu- 
ing that it was compromising the dignity of 
the Republic of China, Taiwan's preferred 
designation. Elderly national assemblymen 
accused Yu and other top officials of betray- 
ing the KMT cause. 

In the face of these unexpected attacks, 
Yu, Hsiao and other officials have back- 
pedaled furiously, saying their comments 


were merely personal ideas intended for fur- 
ther study and reflection; KMT secretary-gen- 
eral Lee Huan, an important ally of Lee 
Teng-hui's liberalising efforts, protested that 
the idea had never even been discussed in 
his presence. 

President Lee's caution — and his silence 
— in the midst of this confusion was 
perhaps understandable in light of his politi- 
cal ambitions. The current presidential term 
ends next March, and he must rely on votes 
in the national assembly to win a six-year 
term. Many elderly parliamentarians are al- 
ready up in arms against a modest "golden 
handshake" programme designed to lure 
them into retirement, and this new cause for 
dissatisfaction has threatened to alienate 
them completely. à; 

The result has been to slow — at least 
temporarily — the advance of Lee's opening 
to China. Ironically, the uproar among the 
conservatives in Taiwan has been mirrored 


27 





eking, where Chinese leaders de- 
ounced: itas an unacceptable step towards 


two-Chinas policy. 
- While China has for years urged broader 
ties with what it still regards as a break- 
way province, the Chinese Communist 
= -Party leadership is angered and threatened 
by the kMr's “flexible diplomacy,” which 
„aims to garner a broader role for Taiwan on 
nthe international stage independent of Pe- 
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Taipei's decision to send Kuo to Peking 

-was only the most dramatic move in a quiet, 
“continuing process whereby Taiwan is 
. raising the level of its relations with non- 
traditional allies. Drawn by Taipei's riches, 
Asean nations are becoming less stand- 
ffish: the Philippines is considering pass- 
_ ing a law modelled on the US’ Taiwan Re- 
lations Act to regularise economic ties be- 
tween the two nations; both Manila and 
Kuala Lumpur are preparing to open formal 










trade and investment offices in Taiwan. 

European nations have also discovered 
Taiwan, easing visa-granting red tape and 
raising the level of their non-official rep- 
resentation in Taipei. Taiwan is hoping to 
use its trade and financial attractions to press 
other countries to let its representatives 
abroad come out from under such cover 
names as the Sun Yat-sen Cultural Office or 
the Far East Trade Service. 

But bilateral ties present fewer problems 
than participation in international — par- 
ticularly intergovernmental — organisa- 
tions. Taiwan's expressed hopes of gaining 
re-admission to such UN-affiliated agencies 
as the World Bank and the MF, which admit 
only fully recognised nations, will continue 
to be frustrated by Peking’s veto power in 
the UN. 

Even certain seemingly non-controver- 
sial organisations have been drawn into the 
conflict. The International Cotton Advisory 





AKISTAN 







1 LARA eot tette —— 9 


Yhe government of Prime Minister Be- 
nazir Bhutto has begun a long- 
«M. awaited crackdown on Pakistani 
: drug mafias by reopening narcotics cases 
_ that allegedly involved close associates of 
a the late president Zia-ul Haq. 

A retired army major, Farouq Hamid, 
__who was once Zia's pilot, has been arrested 
in Islamabad on suspicion of coordinating 
. an international drugs-smuggling opera- 
_ tion, with bases in Pakistan, Britain, Abu 
Dhabi, Norway and Spain. A senior official 
of Pakistan’ s anti-narcotics division told the 
REVIEW that Hamid is being interrogated 
abo ut his role as the “the main controller of 
he Norwegian connection." 

In 1984, three Pakistanis were arrested in 
amabad after intense diplomatic pressure 
is exerted by Norway. The Norwegians 
exposed a Pakistani drugs-smuggling 
g in Oslo in 1983. One of those arrested in 
amabad in 1984 was Hamid Hasnain, a 
president of the state-owned Habib 
-and allegedly the personal banker for 
family. 

Hasnain was finally jailed after Norway 
'eatened to create a diplomatic incident, 
t the larger case was hushed up, much to 
e frustration of Oslo. Western sources say 
e Norwegians had notified Interpol and 
e US and Pakistan governments in Janu- 
y.1988 that Hamid was suspected of being 
ontroller, but his powerful connections 
owed him to escape arrest. 






































: Bhutto starts crackdown on big narcotics groups 


‘ar on drugs 


Islamabad's Muslim daily newspaper re- 
ported that a Pakistani-owned finance com- 
pany in Birmingham in central England had 
laundered about US$100 million worth of 
drugs money from Norway in the past 
seven years. Western anti-narcotic agents in 
Islamabad confirmed that the company has 
been under surveillance for some months by 
British police. 

Pakistani officials have also reopened 
other drugs cases that were hushed up ear- 
lier. These include: 
> The "Japanese boy scout case," which 
was first exposed in a BBC Panorama televi- 
sion documentary in 1986. A Japanese drugs 
courier, Hisayoshi Maruyama, who passed 
through customs dressed as a boy scout, 
was arrested and jailed in Amsterdam in 
1983 for carrying 17 kg of heroin. In Pakistan 
he had run a bogus pediatrics clinic, where 
one of his prize patients was Zia's handicap- 
ped daughter. The Panorama team was 
beaten up in Pakistan while investigating 
the case. Officials are now looking into Ja- 
panese links with Pakistanis. 
> Three Japanese drugs couriers were ar- 
rested in 1988 in Tokyo and gave the names 
of senior officials in the North-West Frontier 
Province, but Islamabad took no action 
against them. "The entire police records of 
the main controller of this gang have been 
systematically destroyed," an anti-narcotics 
Official said. 

Last year, Pakistan produced 80-160 ton- 
nes of heroin, while production in neigh- 
bouring Afghanistan is more than double 


'ernmental organisa- 
tion, i aa n. to persuade Peking — 
a major cotton producer — to join. But the 
Chinese authorities recently told the council 
that Taiwan must first be ejected before Pe- 
king would consent to join. 

Thus it appears inevitable that a long 
period of competitive jockeying for position 
on the international stage will characterise 
Taipei-Peking relations — especially if, as 
expected, Lee Teng-hui and his allies gradu- 
ally defuse conservative opposition to the 
two-governments model. 

Yet, perhaps paradoxically, this competi- 
tion should not impede the development of 
even closer ties between them for long, 
given the clear economic, social, and politi- 
cal benefits both sides stand to gain. Ana- 
lysts now feel that further moves — perhaps 
the establishment of direct charter air service 
and sea-going links — are just a matter of 
time. a 





that. Western experts believe there are 130 
mobile heroin laboratories active in the tribal 
areas of the two countries. There are increas- 
ing fears that once Afghan refugees return 
home, heroin production in Afghanistan 
will grow astronomically because opium 
will be the easiest cash crop to grow and sell. 

Bhutto is taking a personal interest in the 
present crackdown. A carefully selected 
team, headed by Kalim Dil Khan, has been 
formed into a new anti-narcotics division. A 
former police officer, he fled Pakistan in 1979 
and until recently lived in exile in Britain. For 
the first time a minister for anti-narcotics, 
Muzaffar Shah, has been appointed and he 
is preparing legislation enabling the seizure 
of drug dealers’ property. 

To avoid charges that she is only victimis- 
ing the late president’s associates, Bhutto 
will also have to move fast on exposing 
some of the 20 major drug mafias thata - 
lieved to exist in Pakistan and whichd t 
necessarily have political connections. How- 
ever, opposition leaders have already 
started criticising the government for smear- 
ing the name of the late president. In reply, 
officials say they have only reopened those 
cases which are already known in the West 
and lodged with Interpol. 

Senior Western diplomats say they be- 
lieve Bhutto is committed to eliminating the 
mafia clans, but admit that their powerful 
connections within the ruling establishment 
make the issue extremely sensitive. After a 
grenade attack on the home of one anti-nar- 
cotics officer and death threats to another, all 
such officials now have permanent police 
guards around their homes. 

After months of indecision and a lack of 
decisive programmes by the government, 
the drugs crackdown will do much to en- 
hance Bhutto's popularity. Heroin addiction 
is a massive domestic problem in Pakistan, 
but in the past public anti-drugs crusaders 
have been terrorised into silence. ^" 
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Wellington may formally withdraw from Anzus 


Closi 


re rer ir e e i ata HI arit NP AMNIS e M rr Paire mnis A et getan Ls rro tem A n WAIN 





etr A A ANA A ata patre rer eene Heit M Arv ri A aaa a tue m Ue dr rre e SENA Aerei eb ea gatto 


ew Zealand Prime Minister David 

_ Lange has raised the possibility of his 

government taking a formal step to 
withdraw New Zealand from the Anzus de- 
fence treaty with the US and Australia, by 
pulling out of the treaty's policy-making 
ministerial council. 

In what seems a calculated tactic to win 
over the pacifist-minded Labour leftwing, 
Lange used a major foreign policy speech at 
Yale University in the US on 24 April to 

rest the time had come to bring to an 
wins the “chapter” in New Zealand’s re- 
lationship with the US in which the two 
have been at loggerheads over Wellington's 
non-nuclear policy. 

Since 1985, after Lange's Labour Party 
government barred port calls by ships that 
might carry nuclear weapons, New Zealand 
has been excluded from US defence cooper- 
ation under the Anzus treaty, which had 
covered training, intelligence exchange and 
equipment-purchasing assistance. Wash- 
ington also barred New Zealand's atten- 
dance at the annual meetings of the Anzus 
council. Bilateral defence cooperation with 
Australia has been enhanced. 

The Anzus treaty provides for any party 
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to give a year's notice of withdrawal. If the 
standoff continues much longer, Lange 
said, New Zealand may consider giving 
notice. Although he was careful to qualify 
his comments, they represented a break 
with his previous insistence that New Zea- 
land continued to be a willing member of 
Anzus on conventional weapons terms. 

Lange delivered the speech without con- 
sulting his cabinet, or even senior ministers, 
with the final draft written in New York a 
few hours beforehand. Taken by surprise, 
one senior minister wondered aloud 
whether the cabinet would back a with- 
drawal and also voiced concern about the 
Australian reaction. Ironically, the speech 
coincided with Anzac Day, when Austral- 
asians mourn their war dead from many 
joint campaigns. 

The move raises the possibility that 
Lange will try to sever the Anzus links be- 
fore the elections due by October 1990. As 
well as making it more difficult for the oppo- 
sition National Party, on the Right, to resur- 
rect the alliance if it regains power (as seems 
increasingly possible), Lange's hint of with- 
drawal may soften opposition on the Left 
to a proposal to buy four frigates from 
Australia, which some leftwingers see 
as an indirect way of maintaining the 
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' 4nge's Labour government staggers under criticism 


Up against the wall 


ew Zealand's Labour government is 

reeling from a disastrous public opin- 

ion poll and heavy criticism from its 
former finance minister, Roger Douglas. 

The resignation on 18 April of prominent 

leftwing MP Jim Anderton, a former Labour 

Party president who now plans to set up 


b -< anew party, has increased the pressure on 


Prime Minister David Lange. But with an 
. election due in 18 months, the opposition 

National Party, desite its strong public opin- 
ion lead, is also beset by internal policy and 
factional squabbles — and serious questions 
about the performance of its leader, Jim 
Bolger. 

The squabbling in both parties augurs 
badly for decisive government in the run-up 
. to the election and beyond. Many, particu- 

larly in business, think the country can ill af- 





ford political instability as it struggles hesit- 
antly out of a restructuring-induced reces- 
sion (REVIEW, 9 Mar.). 

The poil, taken on 1 April by the Heylen 
Research Centre for Television New Zea- 
land, showed Labour 24% behind National 
in popular support — the greatest deficit for 
a government in the poll’s 15-year history. It 
also showed Lange running second as the 
“most-preferred” person for prime minister 
— the first time since assuming the post in 
1984 that he was not rated at the top. His 
14% rating was the lowest ever recorded 
for an incumbent prime minister in the 
poll. 

The pols publication on 5 April 
climaxed a week of harshly critical state- 
ments in Australia by Douglas of his suc- 
cessor David Caygill’s 21 March mini- 
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ability t to jdiiediste iene into 

Praising presidents Reagan and 
their efforts "to achieve a saner ¿ 
world" through arms reductions, La 
gued that there was emerging in i 
tional politics "a new willingness to ac 
that security cannot be guaranteed sole 
military means." New Zealand ha 
ahead of its time, rather than out of st 

But, he said, neither the US nor. 
Zealand was going to change its mi 
the place of nuclear weapons in the A: 
alliance "and we might as well accept ti 
New Zealand was not prete nane f to 
edged back to "business as usual," L 
said. "To ensure that there is no. n- 
derstanding, | think it best to say clearly th iat 
as between the US and New Zealand the 
security alliance is dead." The basis of the al 
liance was a commitment to consult and 
consultation had stopped. 








dress the question of whether there is. any 
relevance in remaining formally part of a 


longer able to participate. This raises the 
question of whether New Zealand should 
give formal notice of withdrawal from the 
Anzus council," Lange said. : 

The alliance chapter in the US-New Zea- 
land relationship ended in 1984 and the 
“time has come to close” the chapter of the 
“difficult period of adjustment” which fol- 
lowed. But Lange added that “we are not in 
any rush to write this new chapter. It is likely 
to take more time to put our past differences 
into perspective." c. 


budget, which raised taxes without com- 
pensation for the low-paid and welfare be- 
neficiaries and applied across-the-board 
pressure on spending (REVIEW, 30Mar.). 
Douglas reiterated his interest in taking 
over from Lange, who beat him on a vote o 
Labour MPs 38-15 on 21 December. But de- 
spite backing from two other ex-ministers, 
Douglas’ attacks on the government have 
cost him support, and even previously loy 
MPs told the REVIEW they now would no 
vote for him in a new challenge 
Lange, privately targeted for June-Ju 
though many want him back as a ministe 
Not much better placed is the othe 
frequently mentioned aspirant, 
Moore, the minister of external relations 
trade and deputy minister of finance, w 
specifically charged with trying to fo 
compact with the unions. His s 
among MPs also is confined to a han 
However, Lange's position is not sé 
Unrelated to the other criticisms, one < 
two indigenous Maori ministers in 
cabinet, Minister of Internal Affairs 
lice Peter Tapsell, on 3 April broke. 
over the government's “plundering” h 
ing of Maori claims to fishing Te 
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ces. And many MPs are unhappy with 
Lange's failure since Douglas' departure to 
give a sense of direction to the government. 

Attacks have also come from the party's 
governing council through its president, 
Ruth Dyson. In January and February, 
Dyson attacked the government several 
times: on its tentative plan to buy four new 
frigates, and on its decisions to cap welfare 
payments and make university students 
pay part of their tuition costs. The party's 
own polling suggests that disunity, along 
with the lack of strong leadership, has been 
responsible for about half the defections of 
support since the election. The other half 
was principally due to social fallout from the 
economic restructuring which has resulted 
in 13% unemployment. 

Additional trouble for the government 
looms as a result of Anderton's December 
expulsion from the caucus of Labour MPs 
for refusing to support legislation to sell off 
the state-owned Bank of New Zealand. The 


party council's ruling that the expulsion was 
unconstitutional was rejected by the caucus 
on 6 April and Anderton quit the party. His 
new party could be a significant spoiling 
force and ensure the government sinks in 
1990 — if it lasts that long. 

But the opposition National Party may 
yet come to Labour's rescue. A pitched bat- 
tle within the party organisation resulted in 
the ousting in February of its secretary-gen- 
eral, Max Bradford, ostensibly for ir- 
regularities over computerisation of the 
party’s membership, fund-raising and ad- 
ministration but also because he strongly 
supported the free-market, tight-money, 
low-state-spending economic line of Ruth 
Richardson, the shadow finance minister. 

The policy fight, kept quiet last year, now 
has become a public slugging match be- 
tween Richardson and shadow Maori affairs 
and employment minister Winston Peters, 
who has argued for relaxing monetary po- 
licy to stimulate economic growth and for 





CAMBODIA 


US still struggling to update its policy 


Smoke and 





By Nayan Chanda in Washington 


o underline the strong American 
| support for Prince Norodom 
Sihanouk, leader of Cambodia’s non- 
communist resistance, US Vice-President 
Dan Quayle is expected to meet the prince in 
Jakarta on the eve of his 2 May meeting with 
Cambodia's Vietnamese-backed premier 
Hun Sen. To strengthen Sihanouk's bar- 
gaining position in negotiations for a politi- 
cal settlement, Washington has also let it be 
known that it is considering providing mili- 
tary aid to the non-communist resistance. 

This, however, may be smoke and mir- 
rors to impress Hanoi at a critical juncture 
while the administration of President 
George Bush struggles to update its policy, 
especially in the light of Vietnam's recent 
offer to withdraw its troops from Cambodia 
by the end of September. 

Administration officials told the REVIEW 
that while Quayle's visit to Southeast Asia 
will offer symbolic US support for the non- 
communist forces in Cambodia, one of the 
main tasks of the delegation will be to “re- 
connoitre" the diplomatic scene for a policy 
decision. Quayle will be accompanied by 
special adviser Gaston Sigur, the former as- 
sistant secretary of state for East Asian and 
Pacific affairs, Asia director of the National 
Security Council (NSC) Karl Jackson and dep- 
uty assistant secretary of state for Southeast 
Asia David Lambertson. 

Vietnam's pullout announcement has 





* 

thrown the US into the dilemma of a virtual 
choice between the Hanoi-backed Heng 
Samrin regime in Phnom Penh and the 
strongest resistance group, the communist 
Khmer Rouge, in the wake of Hanoi's exit. 
Pressure to arm the non-communists has 
taken a new urgency in the light of Hanoi's 
plan as few Americans want the Khmer 
Rouge, whose 1975-79 rule in Cambodia 
was marked by the brutal 
killing of hundreds of 
thousands of people. 

Although 1985 congres- 
sional legislation pushed by 
Stephen Solarz, chairman of 
the House Subcommittee on 
Asian and Pacific Affairs, au- 
thorised the administration 
to provide up to US$5 million 
worth of lethal or non-lethal 
assistance to the non-com- 
munist resistance, the 
Reagan administration chose 
to extend only non-lethal 
aid. At that time, the US 
feared being dragged into 
another Vietnam-type land 
war, and it also did not want 
to jeopardise Hanoi's cooperation on locat- 
ing the remains of Americans missing in ac- 
tion during the Vietnam War. 

Now, lethal aid is being considered 
again. Solarz argues that providing arms 
would “send a very powerful signal to 
Hanoi and Phnom Penh that the US is not 
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Quayle: support. 


heavy state subsidisation of employment. 
Bolger has attempted to stand between 
the protagonists but was forced in late 
March after a tense meeting of National MPs 
to threaten to sack one or the other if the 
squabble resurfaced. However, he may not 
have the authority to make good the threat. 
For 10 months he has trailed Peters in public 
opinion polls and his failure to disavow Pet- 
ers’ pronouncements has seriously under- 
mined support for him in the Richardson 
camp. 
Peters does not yet have significant sup- 
port among National MPs for a challenge to 
Bolger, which privately he has signalled for 
no later than early 1990. But, having pushed 
Lange into second place in popularity, with 
a 19% rating, Peters is riding high. Some, in- 
cluding former prime minister Sir Robert 
Muldoon, say the 44-year-old lawyer may 
be the country’s first Maori prime minister. 
Peters would like to make that prediction 
come true in October 1990. m Colin Ja 


ready to accept the PRK [People's Republic of 
Kampuchea] as a fait accompli." 

Rumours in Washington that a lengthy 
policy review on Cambodia had concluded 
with a NSC meeting on 14 April to give lethal 
aid appeared confirmed when Son Sann 
came to Washington. 

Bush himself has said he is not close “to 
making a decision of that nature." Adminis- 
tration sources explained that US 
policymakers first wanted to assess the 
views of Asean member countries, espe- 
cially Thailand, before making a decision. 
Progress in the Sihanouk—Hun Sen meeting 
in Jakarta and the Sino-Soviet summit plan- 
ned for 15 May could also determine the US 
position. One administration official said 
that if the Vietnamese and the Heng Samrin 
, regime showed flexibility mi- 
* litary aid would not be ne^e-- 


sary. 

Behind the delay in up- 
dating the US policy is the 
basic view of the Bush ad- 
ministration that the US has 
a limited interest in Cam- 
bodia and an even more 
limited ability to influence 
events there. Despite grow- 
ing congressional concern 
about the possibility of a 
Khmer Rouge return to 
power, there is aversion to 
any military involvement in 
Indochina. 

Solarz call for lethal aid 
is yet to be echoed by others. 
In fact, one activist congressman and 
Solarz ally, Chester Atkins, said he would 
oppose any lethal aid to the non-com- 
munist resistance "unless it is accompanied 
by stipulation that Sihanouk ends his al- 
liance and cooperation with the Khmer 
Rouge." * 
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Stroll along the aisle. 

Or sink into a boardroom-sized leather 
recliner and kick off your shoes. 

You're aboard the all-new cabin of the 
Cessna Citation III. The most spacious ever 
offered in any Citation. And one of the most 
thoughtfullydesignedandhandsomelycrafted 
interiors ever offered on any business jet. 

Everything you see is new. Everything. 

[n creating this elegant environment, 
Cessna designers started from scratch — with 
the objective of making the best possible use 
of every cubic centimeter of available space. 

They succeeded beautifully. 

There is more head and shoulder room 
when seated in the luxurious new recliners. 
More countertop area and floor space in the 








private lavatory. More smooth, uninterrupted 
expanses of specially dyed fabrics and hand- 
rubbed woods. 

The lines are clean and crisp throughout, 
adding to the open, spacious feeling. But this 
new cabin doesn't just feel roomier. 

It actually offers far more usable living 
space than its nearest competitor, the 
BAe800. The Citation cabin’s seating area is 
one meter longer. And while much of the 
BAe800 cabin is sacrificed to store baggage, 
the Citation holds up to two station-wagon 
loads of luggage in a heated, easy-to-load 
external compartment. 

In fact, the new cabin is only the latest in 
a long list of reasons to choose Citation III 
over any other midsize business jet. 
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The Citation III is much faster than the 
BAe800. It's more fuel efficient. It flies higher 
than the BAe800. It's a far more advanced 
design, certified to more rigorous standards. 
And it's backed by the finest worldwide 
service center network in the industry. 

Small wonder more businesses fly Citation 
IIIs than any other midsize business jet. 

For more information, write Gordon 
C. Vieth, Cessna Aircraft Company, 

P.O. Box 7706, Wichita, KS 67277 USA. 
Tel: (316) 946-6056. Fax: (316) 946-6640. 


Telex: 6875048. 
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PROFESSIONALS 


Our geologists have been engaged in uranium. exploration 








throughoutt the world for over 40 years. Their most recent disco- | 





very is the rich Cigar Lake ore body in Canada. 











Our miners work in both underground and open-pit min M S 
on every continent, making Cogema a leading suppli: ofuran- 


ium concentrate. È 
The achievement of the world’s largest enrichment plant | 
demonstrates the quality of our teams, especially i in the opera- 
‘tions, process development, and engineering sectors. And they |. 
have been working on laser enrichment from the very beginning. > 
Our broad nuclear fuel experience led us to invest in large — 
nuclear fuel fabrication and assembly plants. In fact, we are 
already building facilities for the fabrication of recycled fuels. _ 
Our La Hague plant has reprocessed its 2,000 th tonne of 
spent fuel in 1987. This achievement proves our expertise in com- 
mercial reprocessing. 
_ For us, professionalism is the key toa reliableand profitable 





"T mance of: our customers ' reactors. 











r industry, anda prerequisite for ensuring the good perfor: E 


This professionalism i is present in every step òf. the fuel 


cel, both in products and services we provide. We apply this 
alism toa fully integrated company so our customers 
: m economies of scale, the only way to guarantee lower 
power ge 7 rating costs. Today and tomorrow. 
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The major nuclear fuel company. 


, rue Paul Dautier. BP N° 4, 78141 Vélizy-Villacoublay France. 
Tel. 33 (1) 39.46.96.41 








No other airline gives you as much as Delta. The customs and immigration facility is de- 
Delta flies nonstop from Seoul and Tokyo to signed to speed you on your way, faster than at 
Portland, Oregon. We have thru-flights from Taipei most other West Coast gateways. And Delta profes- 

to Portland. Plus convenient round-trip service sionals are at every gate, ready to help. 

between Taipei and Seoul. Together, Delta and The Delta Connection* 
Along the way, we'll treat you to Deltas award- reach more than 250 cities worldwide. With over 

winning personal service. With multilingual Flight 3,900 flights a day. That's more than any other 


Attendants and Wide-Ridé TriStar comfort. airline system. 
In America, our Portland gateway is an easy So next trip, fly Delta. When you add it all up, 
connecting point. it's a valuable exchange. 
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MeéLoveloFlyAndlItShows: 


Contact Delta's Reservations Office. Tokyo: Tel: 213-8781. Osaka: Tel: 243-2525. Nagoya: Tel: 561-6161. Okinawa: Tel: 61-9696. 
Guam: Tel: 477-8843. Sydney: Tel: 262-1777. Seoul: Tel: 754-1921. Taipei: Tel: 551-3656. Manila: Tel: 859-215/816-1126. Hong Kong: 
Tel: 265-875. Jakarta: Tel: 310-1351 or 310-1412. Kuala Lumpur: Tel: 232-4700. Auckland: Tel: 793-370. Singapore: Tel: 337-1730 
or 337-1731. Bangkok: Tel: 233-0566. Bombay: Tel: 244-068. 

Delta Connection flights operate with Delta flight numbers 2000-5999. — 61989 Delta Air Lines, Inc. 
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Traveller’s Tales 


n the final foray of my recent 

travels, I revisited Japan, and took 

the chance of visiting Fanuc — a 

factory on the lower slopes of 

Mount Fuji which makes industrial robots. 

Their products are to be found in factories 

round the world and perform a large range 

of industrial duties, from welding to extrud- 

ing plastic. And of course all these robots are 

made by other robots, including their cir- 
cuitry and motors. 

Standing behind a viewing panel with a 

-recorded voice explaining what is hap- 

ling on the large factory floor below is an 


| unsettling experience. The machines work 


unceasingly, meticulously manufacturing 
their own likenesses. As well as their clones, 

they also make cousin machines and nephew 
machines, destined to make even more dis- 
tantly related machines. Their human atten- 
dants — engineers and maintenance people 
— are few, glimpsed in isolated groups 
around the factory floor. Even these humans 


| are only partially necessary, since the factories 
work 24 hours a day, unattended at night. 


computer-programmed 
trucks trundle from the computerised 
warehouse on each floor and around the 


| pathways between the rows of robots, with 


loads of the components and the other 
materials they consume. From time to time 
they stop alongside the machine that the 
control computers indicate needs further 


| supplies, and wait patiently. As they halt, 


relevant machine also pauses in its 
ies, turning round from its current task, 
like an origami crane, bending to select what 
it will use in the allotted tasks ahead of it, lift- 
ing the material delicately from the waiting 
supply vehicles and stacking it neatly in its 
own personal storage racks. Then it turns 
again, back to its repetitious assignment, 
not monotonous for these workers. 
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There was something vaguely familiar 
about the robots. As they stooped to pick up 
each part, straightened up, dipped their 
heads, swung noiselessly on each lubricated 
axis to face each new job to be done, stooped 
again to place the component with infinitesi- 
mal accuracy, dipped and then raised their 
necks before swinging round yet again to 
fetch another serving, I knew the move- 
ments reminded me of something. Then I 
realised that the machines had been created 
in the image of a kimono-clad Japanese serv- 
ing maid. They were doing the industrial 
equivalent of collecting bowls of tea and 
plates of o-sembe rice confectionaries on a 
tray, turning to the customers’ table and 
bowing before placing them precisely before 
each, and bowing again before retreating 
noiselessly. 

Could it be that one of the reasons for the 
Japanese lead in industrial robotisation is the 
fact that they were able to design their 
machines according to the human blueprint 
— the Japanese male's ideal of a female ser- 
vant? 


The tour of the factories, laboratories, 
guest houses, training centres plus, of 
course, the blocks of workers’ flats and wel- 
fare and sports facilities was organised with 
an efficiency which can do nothing to inhibit 
sales. We did not, however, meet the foun- 
der/managing director/president, Dr Eng 
Seiuemon Inaba. I regretted this as there 
was evidence a-plenty that his style of 
leadership has little in common with the 
usual, consensus-orientated style of Japan- 
ese management; he obviously leads from 
the front. However, I can testify that, judg- 
ing from the items of modern paintings and 
ceramics which adorn the firm’s headquar- 
ters, his taste in art is execrable. Perhaps 
they were created by robots (that would be 
comforting). 

Inaba also has an obsession for yellow, 
and rather a violent shade of yellow at that. 
All his machines are yellow, and the 
machines they make are yellow; all the 
workers are dressed in yellow overalls with 
yellow helmets, while the factories they 
work in and the apartments they live in are 
likewise painted yellow. The company flag 
is, it goes without saying, yellow. The offi- 
cial explanation — that it was the emperor's 
colour in imperial China — was hardly con- 
vincing. Nevertheless, Cory Aquino would 
feel very much at home there and designer 
Henry Steiner, who has made yellow very 
much the REVIEW's corporate colour, would 
be encouraged — though he would defi- 
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nitely ordain that the yellow should be soft- 
ened, at least 40% screened. i 

The bright yellow buildings of the Fanuc | 
complex, covering a land area of about 1 mil- 
lion m?, is located at the foot of Mt. Fuji, near 
Lake Yamanaka, but I cannot agree with the 
firm's publicity which claims that they blend 
in beautifully with the “wonderful natural & 
environment surrounded with highland 
woods." 


I must have seen Fuji-san dozens of 
times, but have never seen it look more 
magnificent than it did on the day of the trip 
to the robot makers. Its famous, almost-per- 
fect cone was a brilliant white against a vivid 
blue spring sky and, though the photograph 
I snapped with a hastily bought ¥1,000 
(US$7.6) throw-away camera did the spec- 
tacle much less than justice, it was quite clear 
why not only those who believe in Shinto 
ascribe supernatural spiritual powers to the 
volcano: 





The beauties of nature notwithstanding, 
this is the age of the machine. Japan's Na- 
tional Institute for Research Advancement 
has brought out some research entitled 
Agenda for Japan in the 1990s. This notes, 
almost with an air of surprise: "The family 
and home make up the principal component 
of society. Men and women produce child- 
ren by sexual intercourse." As Noel Coward 
once sang: “We'll probably live to see 
machines do it." 
Certainly a robot could apply for this job, 

spotted by Julian Sobin in the Situations 
Vacant columns of the Daily Yomiuri: 








THE FUTURE ..... Well be there! 


IMAGINATION AND INGENUITY — 
FREE TO SOAR 


We're not just a steel company any more. 

NIPPON STEEL is taking off in new directions 

to meet the needs of a changing world. 

Building on our strong foundation of research 

ability, human resources, market knowhow, 

and the wealth of experience we have 

developed in designing, building, and operat- 

inq our major steel facilities, we are currently 

advancing into new areas of promising and 
expanding enterprises and technologies. 

Steelmaking and'steel-related engineering and 

construction will remain our mainstay, but you 

will see us às a full-range supplier of industrial 

æ materials, and a corporation involved in 

SY a wide spectrum of new businesses, including 

S such fields as electronic equipment, informa- 

X & gion processing, and telecommunications. 

f : We are the new NIPPON STEEL — and we 

"m plan to be part of your future — whatever your 

requirements are and wherever you may be. 


NIPPON STEEL 


The resourceful company! 
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Despite some shortages, . 


CONSTRUCTION 





Asia s builders ride the boom 


Stronger foundations 


By Car! Goldstein 


ower cranes looming over construction sites have become 
one of the region's most pervasive images. With broadly 
based economic growth through much of east and south- 
east Asia fuelling a strong demand for office, industrial, 
and residential construction, contractors and building materials 
suppliers are going full tilt. 

Competitive pressures and rising materials costs may be keeping 
contractors' profit margins narrower than they would like, but their 
biggest problems stem more from their inability to get enough work- 
ers, cement and other building materials to keep up with the volume 
of business. 

At the same time, property markets in 
Tokyo, Taipei, Hongkong, Manila and else- 


where have continued to set new highs for Hongkong ......... 

the past two years, provoking developers to ^r PR SEE 

race projects to market while the good times Patan, 

lasted. And even as particular sectors eee ONS Dg 

within each market appear to have neared tar a ATEEN 
Thailand 


their peak, or at least slowed to a more mod- 
erate pace — prime office space in central 
Tokyo orin Hongkong’s Central district, for 
instance — the ripple effect has spurred 
growth in previously undesirable sections 
of capital cities, or in smaller urban centres. 


Malaysia 


Australia 
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Further fuel has been thrown on the fire by ambitious public in- 
frastructure projects. Roads, ports, airports, and railways are in ur- 
gent need of expansion. Cities are choking on the growing numbers 
of private vehicles on the roads and thus are in dire need of new and 
vastly expensive mass transit systems. 

Power generation and delivery networks, stretched to the break- 
ing point, threaten brownouts and power cuts. Except for debt-bur- 
dened Indonesia and the Philippines, governments are gearing up 
to spend unprecedented sums on the essential foundation work for 
future economic growth. The contracts to be won in these projects 
will provide work for engineers and con- 
tractors through to the end of the century 
and beyond. 


NOME 4M 40 Broad economic and social changes are 
CA, Sn 42 also contributing to the boom. In Japan andi 
MS IU 43 the newly industrialised countries (NICS), 
45 and more tentatively in aspiring NICs Thai- 
Doi rd tur^ 2: land and Malaysia, domestic demand is 
[itera erezia 51 challenging export industries in their roles 
eene DA as the economy's locomotive. The construc- 
(———X 54 tion industry is one of the prime be- 
EREET ERN M, E neficiaries of this trend. Rising incomes and 
MIT ETE e 57 the willingness to spend, rather thar 
simply save, translate into demand 
37 
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here's no doubt about it: the 
- industrial world is evolving at 
. a faster pace than ever. Tech- 
ogies as well as mentalitites are 
dergoing real change. Only five 
ago, 5096 of current products 
t even. exist. And most of the 


| ‘irst hee of floor 
wall -coverings in France and 
pean leader in the field, Sommer 





is dedicated to continual develop- 
ment of high-performance products 


which combine first-rate quality 
with aesthetic design. 


That's why Sommer coverings 
meet the most stringent interna- 
tional standards, while offering a 
unique selection of patterns and 
colours. 


A dynamic policy 


At all levels, Sommer assumes 
its leading role by implementation 
of a truly dynamic policy that bene- 
fits all sectors of the building trade. 
Steady international expansion, col- 
laboration with foremost firms 
(Allied Chemical, Bayer, LC.L, Du 
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Pont de Nemours, Rhóne-Poulen , 
SNIA, ...) and contribution to pres- 
tigious architectural achievements 
testify to the success of this policy. 

The widest range of 

products on the market 

Sommer offers the largest 
selection of coverings in the build- 
ing industry. Available both in rolls 
and in tiles, they are designed for an 
exceptionally vast range of appli- 
cations, enabling them to meet 
every user's needs. 


SOMMER ASIA PACIFIC 
10th floor, room 1004-5 - Easey Commercial | 
Building - 253-261 Hennesy Road 





WANCHAI - HONG-KONG- = Tel: 852-5-738- 716 — 
Telex: 80617 - Fax: 85258345517. e 
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The challenge for govern- | 
ments is to provide a sufficient | $ 
stock of decent, affordable 
housing. Here Singapore and 
Hongkong — which have put + 
85% and 50% of their popula- | — 1 — MM 
tions respectively in public | EL 
housing — lead the field. Start- ~~ — 2 
ing very late in the game,  . ' - 
South Korea has now +— i - 
launched an ambitious hous- | 
ing programme, last year com- | 
pleting more than 63,000 flats I ^ qr ra 
in Seoul suburban areas. Even || $ 
so more than a third of the | d X 
country's urban population re- l “ | 
mains in officially rated sub- | E 
standard housing. li — 
; Malaysia's low-cost hous- d A fe 
ing programme, begun some = ~~ 
three years ago with much fan- 
suffers from a variety of 
ills. One is the rising cost of construction because of rising real estate 
and materials prices. But the Malaysians are not alone in facing this 
problem. 

In the struggle to provide housing, a number of governments 
around the region are finding that rapidly rising property values 
threaten to undermine their efforts. Low- and middle-income 
people are in danger of being priced out of new housing markets, 
particularly in Seoul, Taipei, Hongkong and Tokyo. Should the situ- 
ation go too far unchecked, developers and contractors alike may be 
left holding the bag when housing projects languish for want of 
buyers, while millions of people will be denied their rights to decent 
accommodation. 

Labour shortages in the construction industry are unevenly dis- 
tributed throughout the region. As a general rule, it is the relatively 
wealthy centres — Japan, Taiwan, Hongkong, and Singapore — 
that have the biggest headaches. Hongkong is struggling hardest to 
resist the lure of importing labour, while the others to varying de- 
grees have already become hooked on asking foreigners to do for 
less money what their own citizens prefer not to do. And no wonder 
that Thais, Filipinos and others are eager to go abroad to work: a 
skilled steel bender in Bangkok makes less than one-seventh of what 
'^ wunterpart in Hongkong earns. 

longkong has a special worry, in that its giant neighbour — and 

in just a few years' time, its 
overlord — offers an inexhaus- 
tible supply of ethnically alike 
workers who might be loath to 
retum home when temporary 
work permits expire. But it is 
more difficult to understand 
why Taiwan and Japan resist 
regularising the growing num- 
bers of foreign workers re- 
quired by their construction 
and other industries. 

Another bottleneck has 
been in the supply of vital 
materials: cement, steel rods, 
timber, bricks. Here, the situa- 
tion varies widely according to 
the openness of borders. Those 
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Kuala Lumpur high-rise: development frozen. 
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[ 1 aE: In the Philippines the gov- 
| | | $ erment was forced to slash 
$ | | $ import duties in half to moder- 
| || 


ate a sharp run-up in prices. — 
| Malaysia took the opposite 
tack by maintaining its import 
bans on steel and cement, de- 
spite industry calls for for their 
elimination. Taiwan and 
South Korea, on the other 
hand, have had help in keep- 
ing prices from running up too 
quickly by their appreciating 
currencies, which lower im- 





I—H- port costs. 

[4 | Another consequence of 
= wag the region's construction 

Hes t 


boom has been to speed the 
penetration of new markets 
by foreign contractors. Even 
Japan, for years the main 
generator of globe-trotting 
construction firms, is gradu- 
ally opening its domestic market — in the face of fierce political pres- 
sure from Washington — to foreign companies. While a handful of 
US companies have a foot in the door, South Korean contractors 
have moved more quickly, usually through joint ventures or other 
link-ups with Japanese interests. 

Japanese construction companies have been active for many 
years in Hongkong and Singapore, the two most open economies in 
Asia, grabbing a big share of public works projects in the past two 
decades. But the plethora of business opportunities for the Japanese 
on their homeground, particularly in the private sector, appears to 
be a factor in their more conservative bidding stance in Hongkong, 
especially. Only two or three years ago, Japanese contractors, often 
joined by South Korean companies, were eager to get jobs at virtu- 
ally any price. 

Another new development is the speed with which other 
markets around the region have opened up to foreign penetration. 
Most dramatic has been Thailand, the flavour of the year for foreign 
investors in a variety of fields. Japanese contractors have virtually 
taken over the Thai construction industry, mostly by virtue . 
of Japanese Government-funded or backed infrastructure pro- | 
jects. 
Thus local companies face the choice of joining with Japanese 
builders as junior partners and dirt-diggers — or being cut out of the 
pie entirely. The process is less 
advanced in Taiwan, but 
there, too, Japanese — fol- 
lowed by South Korean — 
contractors have started to go 
beyond public works projects 
to claim a rising market share 
in the private building market 
as well. 

One dark cloud on the hori- 
zon in some areas is the poten- 
tial impact of rising interest 
rates, particularly in Hong- 
kong, Taiwan and Australia. 
The threat to contractors' cash 
flow from the higher interest 
burden, however, may be 
moderated by the benefits of 
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countries with relatively free AT Dd j 7 LPP M3 $ !i; higher investment income, 
import regimes or adequate 7 27 d. f: { /; particularly since construction 
domestic capacity have gener- UD ur 77 1 //, companies are often sub- 
ally enjoyed stable prices in the ORR LLL / Ë ///  sidiariesof larger property and 
past year. Mosaic tiles, China: materials shortages. development concerns. » 
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FOCUS 


HONGKONG 


The vears of 
living 
profitably 


By Carl Goldstein in Hongkong 
H ongkong is in the midst of a building spree that by the 





end of the century will involve the expenditure of HK$500- 

700 billion (US$64.1-89.7 billion) on public and private 
sector construction projects. Among the leading beneficiaries 
of all this activity — besides the people of Hongkong, who presuma- 
bly will enjoy an enhanced living environment — will be the terri- 
torys contractors, including dozens of overseas construction 
companies. 

Construction has long been a cyclical business that follows the 
twists and turns of the property market 
and the general economy. Two years of 
double-digit growth in Hongkong’s GDP, 
plus a simultaneous run-up in real estate 
prices rivalling the boom of the early 
1980s, is giving Hongkong's building 
trades a chance to recover from the lean 
years of 1983-86. 

As a result, contractors' profit margins 
are on the rise, following several years of 
thin profits for the few and red ink for the 
many. Gross margins for the larger com- 
panies are commonly running about 6- 
10% for new projects, according to Shui 
On Contractors Ltd chief executive Gerrit 
DeNys. Other industry sources said this 
would translate into net margins of 3-576. 

The generally improved profit picture 
has been obtained despite the increasingly 
tight labour market. The Hongkong Con- 
struction Association claims a shortfall of 
17,500 workers, against total construction 
employment in September 1988 of 73,000. 
The government disputes the figure, claiming a shortage of only 
7,600. In any case, wages for both skilled and unskilled workers rose 
by 40-60% between 1986 and the latter part of 1988, reaching HK$208 
a day for labourers, HK$364 for bamboo scaffolding erectors, and 
HK$450 for steel benders. 

The question of how to deal with the labour shortage, whatever 
the numbers, has become embroiled in controversy. Management 
associations seek the large-scale importation of labour from China or 
Southeast Asian countries, where many workers would undoubt- 
edly jump at the chance to work for Hongkong’s relatively high 
wages. The Hongkong Government, pleading the difficulty of pre- 
venting workers from illegally staying on in the already over- 
crowded territory, appears adamantly against any sort of large-scale 
scheme, though it has eased restrictions on the entry of skilled la- 
bour. Labour unions, for their part, argue that higher wages and im- 
proved working conditions are needed to bring more people into the 
workforce and lure back construction workers who have shifted to 
-other occupations. 

Improving working conditions appears to be something that 
Hongkong's contractors have never seriously considered. Yet the 
need is clear. Accidents in the construction industry in 1981-87 ac- 
counted for some 40% of all industrial accidents and 66% of all 
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fatalities, though sector employment was barely 10% of the overall 
manufacturing workforce. 

The sector lags in other key respects as well. Few construction 
workers enjoy the benefits of labour insurance or pension funds. 
They work seven days a week with no paid holidays. At bottom it is 
still a wet, muddy job with no assurance of continued employment 
— and low social status to boot. 

The Hongkong Government prefers a laissez faire approach to 
regulating labour conditions, but there are signs of change. The 
Housing Department, the building industry's single largest employ- 
er by virtue of its massive public housing programmes — which 
house almost 50% of the 5.7 million population — is considering 
steps to force contractors on its projects to improve working condi- 
tions, according to deputy director for construction R. D. Messling. 
Among the measures that may be implemented are a ban on Sun- 
day or holiday work, better-enforced safety precautions, and im- 
proved canteen and toilet facilities. 

But such steps, even if implemented throughout the industry, in- 
cluding the private sector, are unlikely to have more than a limited 
impact. What is needed are more fundamental moves towards auto- 
mation and so-called "factory construction," which some experts es- 
timate could cut labour requirements by at least 40%. 

These methods, popularised in Europe and the US some  : 
decades ago, include much greater use of on- and off-site prefabrica- 
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Hongkong building site: worries about labour shortage. | 


tion of a variety of building elements, including pre-cast floor and 
wall slabs, door fittings and the like. Rather than the traditional 
timber forms used in pouring concrete, which must be assembled 
on-site by carpenters, then dismantled and moved up to the next 
floor, large-panel formwork made of steel or aluminium — which 
are far more easily assembled and dismantled — may be used. 

Even tower cranes, now ubiquitous on Hongkong's skyline, 
have been in widespread use for only about four years. Experts say 
that even now, the cranes could be used more effectively to hoist va- 
rious pre-cast building elements, rather than bundles of reinforced 
steel rods, timber or other materials, as at present. 

There are some good reasons why Hongkong contractors have 
been so slow to embrace automation. Congested building sites make 
it difficult to find room on-site for pre-casting any part of a building. 
Narrow, winding roads mean that transporting building elements 
from some other location is not easy. Occasional typhoon conditions 
of high winds and driving rain make the jointing of large prefabri- 
cated units that much trickier. And the easy reliance on cheap labour 
— until recently — gave contractors little incentive to save on labour. 

Once again, however, the Housing Department, frustrated by 
delays and rising costs on its projects, is looking to change this situa- 
tion. "Basically we're trying to drag contractors into the modern 


4 MAY 1989 


P » av 





S3AVH WGIAVO 








t. 


— * 


era," said Messling. But first, buil- 
ders’ complaints that investment 
in the necessary capital equipment 
is too expensive, given the very 
different client-dictated require- 
ments each building project in- 
volves, must be addressed. A fur- 
ther gripe is that the lack of “as- 
sured repetition” for future pro- 
jects makes it too risky to buy ex- 
pensive capital equipment. 

Thus the department, which 
plans to build some 40,000 flats 
a year through the end of the 
century, is developing its so- 
called “harmony range” of hous- 
ing block designs. These will 
include standardised components 
that may be assembled in three 
different configurations and pre- 
sumably will be more amenable 
ta »refabrication. Elements such 

windows, doors and lavatory 
and kitchen fittings could be mass- 
produced off-site, with the same facilities and designs used for 
future contracts. 

At the same time, the department — which is already the biggest 
client to companies on the government's list of approved contractors 
for the largest projects — will seek to develop its own, separate list. 
The idea is partly to limit the number of companies, but more impor- 
tantly to reward good performers with a greater assurance of future 
contracts. The result, it is hoped, will be to encourage greater confi- 
dence in the industry that increased investment in capital equipment 
will be followed by a flow of contracts sufficient to justify the ex- 
pense. 


ongkong's open market policy makes it perhaps the most 
H competitive market in Asia, with dozens of overseas and 
domestic contractors battling for contracts in both the public 

and private sectors. The main invasion — by Japanese, European, 
South Korean, and, most recently, Chinese companies — coincided 
with the 1976 start of work on Hongkong's Mass Transit Railway 
(MTR). By the time the MTR was completed in the early part of this 
decade, not only were other big projects in Hongkong starting, but 
' Middle East construction market had begun to lose its allure. 
As a result, many companies 
put down firm roots in Hongkong, 
bidding so aggressively for con- 
tracts that by the early and mid- 
1980s it looked to be turning into 
something of a rout. The better-fi- 
nanced and technologically more 
advanced overseas contruction 
companies grabbed almost 50% of 
all public works contracts, as well 
as many big private-sector pro- 
jects. 
But the battle is now becoming 
more equal. Higher-than-expected 
inflation in the cost of labour, 
materials and overheads — esti- 
mated to have reached about 25% 
in 1988 — increased the price some 
foreign firms had to pay to gain 
market share. The result, by com- 
mon consent in the industry, has | E 
been more conservative bidding - — ausit. 
for new contracts. eye. o. NE 
Foreign contractors have also 
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been disproportionately hit by the 
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largest local companies, such as 


Shui On and Hopewell have rela- 
tively few workers on their rolls, 


tors to provide the bulk of the la- 
bour for specific jobs. When labour 
is tight, the ability to get workers 
depends on the state of the prime 
contractors’ relations with the 


stronger position in this 
than overseas contractors. 


eign and domestic companies — 
and a progressive blurring of the 
distinction between the two in a 
few cases — also provide a 
rationale for friendly cooperation, 
rather than vicious competition. 
Examples are Gammon, Skanska 
and Dragages combining on the Route 5 Corridor highway to Shatin 
in Hongkong’s New Territories; Kumagai Gumi, China Interna- 
tional Trust and Investment Corp., Lilley, and Paul Y for the Eastern 
Harbour tunnel; and Gammon-Nishimatsu for the Tates Cairn Tun- 
nel project in the New Territories. 


Just as important, competition in the industry has been eased by — 


the sheer volume of new work. Total construction expenditure rose 


in 1988 to HK$37.9 billion, a 24% increase over 1987’s HK$29.9 bil- _ 


lion. Analysts are projecting a further 20% growth this year. 
Every sector is showing big increases: in the residential sector, 
the government made some 195,000 m? of land available for residen- 


tial use in the first three quarters of 1988, compared to only 117,000 — 


m? for the whole of 1987. This increase alone is expected to provide a 
foundation for continued private construction work this year and, it 
is expected, through to 1991. 


But the flood of public works projects scheduled for the next 
10 years looks set to provide the strongest boost to local or over- 


seas contractors’ fortunes. Public spending in the year that began 


they rely on dozens of subcontrac- | 


smaller companies. Local com- 
panies will generally be in a 
regard 


in April will amount to HK$5 billion for new construction by | 


the Housing Department, HK$2.3 billion by the Highways De- 


partment, and HK$3.8 billion by the Territory Development 


Department, responsible for 


supply development through- 
out urban and rural Hong- 
kong. 

These three agencies alone are 
to spend a further HK$109 billion 
through 2001, according to present 
plans. These sums do not include 


airport, an expanded port and a 
third cross-harbour tunnel. r 

Public works contracts are 
especially desirable because they 
contain fluctuation clauses that 
allow for payments beyond the 
tendered price based on the gov- 
ernment's inflation index for "i 
bour and material costs. Private- 
sector contracts, on the other 
hand, are awarded on a fixed Ev 
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harbour reclamation, land forma- 
tion and some road and water 


the vast funds that will be neces- 
sary to build a new international- 






labour squeeze. Since even the © 


Gammon, Hsin Chong, Paul Y, | 


Increasing links between for- | 
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FOCUS 


JAPAN 


Shortage of 
labour, but 
not of cash 


By Charles Smith in Tokyo 
he only real problems confronting the Japanese construction 
i industry are those of success. The industry is enjoying its 
biggest boom since the first oil shock (1973-74), with the value 
of orders taken by the 52 largest companies rising by 25% to ¥15.5 
trillion (US$1.17 billion) in the first 11 months of fiscal 1988. Orders 
are likely to rise by another 15% or so in the new fiscal year, and 
growth should continue well beyond 1990 as the office development 
boom which began two years ago in Tokyo spreads outwards. 

The explosive rise in Tokyo land prices, which provided the main 
initial thrust behind the private sector construction boom, appears to 
have ended, but land values are now rising sharply in Osaka and 
Nagoya, forcing owners of commercial property to redevelop their 
sites more economically. In the next year or so the land price spiral is 
expected to reach prefectural capitals such as Sendai in northeast 


. Honshu. 


Construction orders in the public sector grew by only 10% in the 
first 11 months of fiscal 1988, compared with 35% for private sector 
orders, but Yoshio Iwata, managing director of the Japan Construc- 
tion Industry Federation, believes the market for public works con- 
struction still has room for massive growth. One reason for this is the 
government's announcement of a € 1,000 trillion target for spending 
on new infrastructure projects in 1986-2000. 

A second point is that the market for rehabilitation of existing in- 


- frastructure remains untapped. Infrastructure replacement accounts 


for 35% of construction industry investment in some European 
countries but has scarcely begun in Japan. This is despite the fact that 
much of Japan’s existing infrastructure, including its heavily used 
urban highway system, is beginning to show signs of wear and tear. 
The rapid growth of Japan’s economy and a gradually improving 
fiscal situation suggest that the government should have more 
money to spend on infrastructure development in the next 15 years 
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than during the early 1980s, when spending was reduced for several 
years running. The problem, according to Iwata, is a critical shortage 
of labour. The industry needs about 100,000 additional workers to 
keep up with present demand, with the worst shortages in skilled 
occupations like electrical construction. 

A small part of the labour shortage is being made up by illegal for- 
eign workers from countries such as the Philippines, Pakistan and 
Bangladesh. But the 10,000 or so foreigners working on Japanese 
construction sites are mainly unskilled and are employed on sites 
well away from the centres of big cities. 

To overcome the labour shortage Japan may have to legalise the 
use of foreign construction workers who could then be trained in the 
skills the industry needs. Changes in the immigration laws are now 
likely, but Japan still has no intention of allowing unskilled or semi- 
skilled workers to settle permanently. Instead, the government will 
try to work out a way of importing foreign labour for use on specific 
projects lasting one or two years. Such workers would probably be 
trained in their home countries before coming to Japan in schools set 
up by some of the big Japanese construction companies. 

The second big dilemma for Japan on the construction industry 
front is how to cope with continuing foreign demands for better ac- 
cess to the domestic market. Japan reached agreement with th 3 
in May 1988 on a scheme under which US companies would t 
lowed to tender for 14 selected public works projects without going 
through the complex procedures required for listing as an approved 
contractor. Since the agreement was signed, two US companies 
have won public works contracts and two more have been awarded 
jobs in the private sector while another four have been granted con- 
struction licences. 

This has apparently not been enough to satisfy the US that 
the market is fully open. At public hearings in March by the US 
Trade Representative's Office, complaints about the closed nature 
of the Japanese market were voiced by congressmen and by repre- 
sentatives of the US International Engineering and Construction 
Industry Council. The US seems particularly concerned about the 
imbalance between the value of orders won by US companies in 
Japan and by Japanese companies in the US (about US$2.2 billion a 
year). 

According to Iwata the US has failed to note that some 6096 of Ja- 
panese construction orders in the US are development-related: in 
other words the orders originated from development projects being 
undertaken with Japanese finance. Another 30% of contracts are 
claimed to be placed by Japanese companies building factories in the 
US. The remaining 10% consisted of orders placed by domestic US 
developers, but only 3% of the total comes from the p  : 
sector. The US demand for reciprocal access to Japanese p 
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á a Lae the region, was the increasingly tight labour market. Daily wages for 
.— levels of about NT$1,600 (US$59). 


a rate, pocketing the rest. 












_ Japanese construction industry spokesmen question the com- 
petitiveness of the US companies at the "dirty" end of the business 
_— actual construction. But the Americans are said to be strong in 
-construction management and design. US architects are penetrating 


^.  theJapanese market faster than construction companies. The design 


"of golf courses is another area where the US is doing well. Champion 

professional golfer Jack Nicklaus is said to have designed some half a 

- dozen golf courses under an arrangement which allows the Japan- 
ese operator to use Nicklaus' name to drum up members. 

. An embarassing point about the construction trade imbalance is 
that US orders account for a much larger share of the Japanese con- 
struction industry's overseas earnings than in the early 1980s when 
the Middle East and Asian markets were flourishing. Japanese com- 
panies now earn around Y750 billion a year outside Japan, com- 
pared with Y 1 trillion in the first half of the 1980s (before yen revalu- 
ation). The US has emerged as the industry's largest source of over- 
seas orders thanks largely to the activities of Japanese real estate de- 
velopers. 

US companies are not the only ones seeking entry to the Japanese 
market. In the past year six South Korean companies have obtained 
7^^7Struction licences. Korean companies have won contracts for two 





TAIWAN 


Contractors 
battle to 
meet demand 


By Cari Goldstein in Taipei 
purred by the meteoric rise of Taiwan's property market over 
S the past two years, the island's building and construction in- 
dustry has been hard pressed to keep up with the demand for 
new office and residential buildings. Although contractors' associa- 
tions in Taipei are seemingly not up to the task of keeping adequate 
istics on building activity levels, national statistics show that, as a 
.... re of gross fixed capital formation, construction rose a healthy 
12% in 1988 over 1987. 
Government efforts to build up Taiwan's woefully inadequate in- 
frastructure have also begun to gain momentum, though progress is 
being slowed in some cases by land acquisition difficulties. Despite 
the problems, domestic and foreign contractors are landing fat con- 
tracts for railway and mass transit construction, along with a host of 
other projects. 
The main downside, in common with several other countries in 


construction labourers have doubled in the past two years to present 


More serious than the rising cost of labour was the difficulty in 
finding sufficient bodies willing to work at any price. By November 
1988, the latest month for which statistics are available, the total 
number of construction workers had dropped to 585,000 from the 
600,000 working at the beginning of the year. 

Consequently, the industry is becoming more reliant on illegal 
guest workers. Most come from Thailand, the Philippines, or even 
Sri Lanka, where pay levels are a fraction of what can be earned in 
Taiwan. This is so even when taking into account the fact that labour 
contractors often pay the foreign workers as little as half the going 


^. Accurate statistics on the number of illegal immigrant workers 


works contacts accordingly lacks foundation, Iwata claims. 


s J viv aa y — ————————  — TAA an aAa ne h h —————————————————————————P P EE EE 


South Korean consulate buildings in provincial cities (in both 
in joint ventures with Japanese partners) and for a number 
rean community schools. The Koreans, says Iwata, seem 
ready to study the market than their US counterparts. Lack o 
ence in earthquake proofing is a Korean weakness, but Korean 
panies have a cost advantage derived from cheaper materials 
cement and structural steel. These normally cost 20-3075 less tha: 
panese construction materials. E 
Free entry for foreign labour might give the Koreans an 
ble edge in the Japanese market, since Korean construction 
are paid around one-third as much as Japanese workers. 5| 
panese construction workers can expect to earn € 15-16,000 
normal times but in the past few months workers with scarce 
have been able to demand as much as Y30,000 a day. oe 
The Japanese construction market is expected to becom 
ally more international over the next few years, with local com 
facing competition from the US and Europe at the “soft” end of tt 
market and from Asian countries and possibly China at the la por 
intensive end. But there seems little doubt that there will be room f 
all. So long as the economy continues to grow at 4-5% a year the: 
will be both the demand and the cash needed to support a rapie 
growing construction sector. 
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are not available, but industry sources estimate that some 20,000 are 
working in the construction industry, while another 100,000 or so 
are working in factories or as domestic staff for affluent Taiwanese. 

Government officials are casting about for ways to stem the in- 

_ flow, but have so far been frustrated by the practical difficulties in- 
volved in tracing people who enter legally with tourist visas and 
then drop out of sight. The problem is compounded by the reported- 
ly widespread payoffs by employers and labour contractors to local 
officials to persuade them to turn a blind eye to the obvious presence 
of large numbers of foreign workers in factories and building sites 
across the island. 

Increasingly, imported workers are not confined to unskilled 
trades. Shortages of skilled personnel in related fields are a growing 
worry. Taiwan's three leading consulting engineering companies — 
Sinotech Engineering Consultants, CTCI Corp. and CEC Corp. — 
are preparing to hire Filipino civil and environmental engineers, as 
the volume of business outstrips their ability to find qualified staff 
locally. 

One marked trend in Taiwan's building and construction trend is 
the growing demand for higher, more technologically advanced 

. buildings, especially in the office sector. Property values have risen 
explosively since the last quarter of 1986, following a recession that 
lasted a full five years. Since the turnaround, land prices have 
doubled and even tripled in the more desirable sections of 
Taipei, Kaohsiung, and other urban centres. This makes it impera- 
tive for developers to achieve maximum return from a given build- 
ing site. 

At the same time, Taiwan's business community is becoming 
more sophisticated and conscious of the benefits to a company's 

.. image that a fancy new headquarters building may bring. Foreign 
companies are also flocking to Taipei. No longer viewed simply as 
an export base, Taiwan's affluent, 20 million-strong domestic mar- 
ketis drawing an increasing number of European, American, Japan- 
ese and Hongkong-based firms. These companies are generally not 
satisfied with the drab, uniform office buildings of modest quality 
that until recently formed the basis of Taipei's stock of commercial 
accommodation. 
aipei remains a relatively low-rise city. The newly completed 
World Trade Centre, at 34 storeys, took the highest-building 
honours from Taiwan Power Corp.'s older 28-storey head- 

. . quarters. As a result, local builders lack the experience and expertise 
required to build skyscrapers. This is creating an opening for foreign 
— especially Japanese — construction companies. 

| Kumigai Gumi is building a 40-storey structure for Shinkong In- 

| surance opposite the central railway station in Taipei, while Taisei 
Construction is to build a proposed 82-storey hotel and office tower 

. in Kaohsiung for Tuntex, a diversified Taipei-based textiles, real es- 
tate and retailing group. Other high buildings are being planned. 

Japanese construction giants have participated in Taiwan infra- 

P structure projects on an international tender basis since the mid- 
| 1960s. But it was only two years ago that the government revised 
. regulations to allow foreign construction companies to establish 
. . wholly owned local subsidiaries and bid for private sector projects. 
... Already five have done so, while another five continue to operate 
through joint ventures with local builders. 

. The Japanese are following a cautious strategy, however. "We're 

. . concerned that if we grew too fast it could arouse some resentment 
among local people," said the chief executive for one leading build- 
er. Their market share is still small — probably not more than 5% — 
but industry observers expect it to grow rapidly, especially if, as ex- 
, the government allows new (or foreign) contractors to 
graduate to the list of companies qualified to bid on the largest build- 
ing projects within two years, instead of the present six years. 
Technical expertise gives the foreign companies their sharpest 
__ edge. Modern skyscrapers require sophisticated mechanical, 
| electrical and temperature control systems beyond the capacity of 
- local builders. Overseas, trends have moved in the direction of semi- 
or fully automated buildings — the so-called "intelligent" structure 
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— and this is gradually becoming apparent in Taiwan as well. 

The building and construction industry is underpinned by mas- 
sive government infrastructure projects’ now getting under way. 
For the fiscal year ending in June 1989, the government has allot- 
ted NT$124.32 billion, up from NT$111 billion in 1988. In the 
next five years, a further NT$264 billion is to be spent. These are the 
so-called “14 Big Projects,” successors to the 10 projects of the 
1970s. (The Taiwan authorities, like their counterparts on the 
Chinese mainland, like to put numbers to grand projects and 
campaigns.) 

The 14 run the gamut from a new mass transit system for Taipei 
to a second north-south freeway, flood control dykes for the Taipei 
area, a thermal power plant in Taichung, a hydropower project in 
Taiwan’s Central Mountains, two new rail lines, plus an expansion 
of the state-owned China Steel Corp. and a new naptha cracker for 
Chinese Petroleum Corp. 

The lion’s share of these contracts is being taken by the two gov- 
ernment-run construction companies that together dominate the in- 
dustry in Taiwan: Ret-ser Engineering Agency (RSEA) and BES En- 
gineering Corp. (BES). RSEA, which comes under the aegis of the Voc- 
ational Assistance Commission for Retired Servicemen, last year had 
turnover of NT$23 billion, some 20% of which came from over-^-- 
contracts, while BES revenues amounted to NT$8.88 billion. 

Among the 14 projects, RSEA has taken big pieces of the Taipei 
Underground Railway Project, an NT$20 billion undertaking to 
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eliminate ground-level rail lines that bisect Taipei and cause massive 
daily traffic jams. RSEA is also building much of the NT$21 billion 
South-link Railway, a 98-km rail line across the southern extremity of 
Taiwan's rugged Central Mountains, as well as the Minghu 
pumped-storage power project. 

BES is sharing in the work on the Underground Railway and Ming- 
hu projects, and has also taken the early contracts on the northern 
section of the second north-south freeway, slated to cost NT$58 bil- 
lion by the time of its scheduled completion in the mid-1990s. Both 
RSEA and BES are expected to do much of the work on the mass transit 
system for Taipei as well. 

This dominance of public infrastructure tender process by state- 
run firms has become an issue of intense dissatisfaction among the 
handful of larger private contractors, like Continental Engineering 
Corp., New Asia Construction and Development, and Fu Tsu Con- 
struction. They complain of being denied the right to tender on pro- 
jects — and then being told they lack experience to handle big jobs. 

Among the largest of the 14 projects is the Taipei Mass Rapid 
Transit System, the first phase of which will cost some NT$91 billion. 
After more than 10 years of discussion and delay, construction of 
two lines (a heavy rail line from Taipei northward 22.8 km to Tamsui 
and a medium capacity line of 10 km from the new zoo in Mucha to 
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the Sungshan airport in the eastern part of Taipei) has finally begun 
in earnest. 

Some foreign companies are pulling down big contracts. Matra 
Transport of France signed a NT$7.8 billion contract last year to be- 
come the prime contractor for the Mucha medium capacity line. 
The contract covered the design and installation of vehicle control, 
power supply, and signalling systems, as well as the procurement of 
48 cars. 

American Transit Consultants, a consortium of US transport 
companies, has just finished its first two-year, NT$1 billion contract 
for project management and basic system design, and is now em- 
barking on a second, enlarged contract worth NT$3 billion for 
another two years. An NT$5 billion contract for 132 cars for the three 
heavy rail lines is to be granted by the end of May. Political pressure 
from Washington stemming from the continuing high trade deficit 
the US suffers in its trade with Taiwan has resulted in Taipei adopt- 
ing a "buy American" policy when it comes to most big-ticket items. 
The mass transit rolling stock will be no exception. 

Progress on almost all of the 14 projects has been painfully slow. 
The main stumbling block, besides bureaucratic rivalries and indeci- 
sion, has been the glacial pace of land acquisition. On the mass 
*^"sit system, for instance, only 15% of the land for the northern 

asui line has been purchased after a solid two years of effort. 

For the second north-south freeway, progress has been even 
slower. Construction was supposed to begin in 1987, but the failure 
to acquire land around the suburban portals of the new road system 
(before it enters large stretches of undeveloped land already control- 
led by the government or the military) has meant that work has only 
just begun on the most northerly stretch. 

The problem is partly the result of Taiwan's inefficient and un- 
wieldly legal system, under which eminent domain actions can take 
ages to be resolved. The crux of the issue, however, is the rapid ap- 
preciation of land values in most urban and suburban areas. The 
government offers at best the officially appraised value of a piece of 
property plus 40%. But in most cases this is still substantially below 
the actual market value. Or the land owner may often simply prefer 
to wait for an expected further rise in the land's value. 


ly taken steps to cool the property market. The main tack was 
to limit banks' ability to make property-related loans, both by 
reducing from 80% to 50% the maximum portion of a property-re- 
lated purchase that could be provided; the second was to warn 
banks that real estate loans would be more carefully scrutinised by 
itors; and a third was to raise banks' reserve requirements, thus 

-. Acing the amount of money available for lending. 

The effect on prices has been limited so far, but is expected to lead 
to some declines in property values, especially in Kaohsiung and 
Taichung, along with parts of Taipei. This will affect developers 
more than construction companies, however, and there may be 
some bankruptcies among the more highly leveraged firms. 

Pure construction companies are more affected by rising labour 
and material costs. The inflation of material costs has lifted the price 
of an average office building from NT$22,000 a ping (about 3.3m?) 
two years ago to NT$28,000 now. The price of domestically made 


T his is only one of the reasons why the government has recent- 


concrete, which accounts for about 75% of total consumption, has | 


risen by about 2076 over the last year. One reason for this is new limi- 
tations on the supply of the rock aggregate which is mixed with ce- 
ment. For environmental reasons the government has recently pro- 
hibited quarrying operations in river beds in northern Taiwan. Ce- 
ment imports are largely from Indonesia. 

Steel reinforced bars are almost entirely supplied by domestic 
sources, but much else is imported. Imported supplies include some 
80% of cladding materials, such as marble and granite facades 
(Taiwan's own marble is too soft to be used on building exteriors.) 
Especially for the higher-quality office and residential buildings, 
clients generally specify that flooring materials, wallpaper, lavatory 
equipment, as well as mechanical and electrical systems, be im- 
ported. * 
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CHINA 


Squeeze goes 
on — up 
to a point 


By Brian Wallace 
I n an attempt to rein in its overheated economy, China is crack- 





ing down on capital construction, but the intense desire and 

abundant resources at all levels to build more for local needs will 
make the squeeze extremely difficult. Many believe the central gov- 
ernment will not succeed in reducing national fixed-asset invest- 
ment by 2076 to Rmb 238 billion (US$63.94 billion) as it has proposed 
to do this year. However, the crackdown will be a setback for the 
building industry which has been enjoying doubt-digit growth an- 
nually in the past decade and which has provided millions of jobs, 
mainly for surplus rural workers. 

The objective of the retrenchment is to bring China's official infla- 
tion rate of 18.5% in 1988 under control. By cutting back investment, 
there will be less demand for essential raw materials, energy and 
transport. Peking has also assured foreign investors that joint-ven- 
ture projects already contracted would not be affected and that most 
key and infrastructure projects would be maintained. The target of 
the crackdown, Peking said, would be non-productive building pro- 
jects such as office blocks, auditoriums, some residential blocks, re- 
creational facilities and hotels. 

China's building industry has undergone a sea change over the 
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last decade. In the past, most projects were incus financed and 
built with the approval of Peking. With decentralisation, provincial, 
municipal and county governments have more retained profits and 
other income to finance more projects. In 1987, budgetary invest- 
ment accounted for only 1176 of total fixed-asset investment, while 
self-raised funds accounted for more than half. 

There is a rush to build more after decades of economic stagna- 
tion. Local governments want new office buildings, factories want 
new workshops, and workers want new houses for their families. 

In theory, projects exceeding a certain size have to be approved 
by the State Planning Commission. In practice, local authorities have 
many ways to bypass the strictest rules to push through their pet 
projects. The result has been an investment boom. According to 
press reports, China needs to increase existing investment expendi- 
ture three times to complete all planned projects or those under way. 

Between 1981-87, China's total fixed-asset investment (capital 


. construction and technical transformation) increased from Rmb 96.1 


ES 


aims to export US$1.5 billion worth of build- 


creased from 55,627 to 87,474, the bulk of 


billion to Rmb 364 billion. In 1987, state units accounted for almost 
two-thirds of all such investment, with Rmb 134.3 billion in capital 
construction. Total housing floor space completed also had grown 
from 863 million m? to 1.42 billion m? — an annual growth rate of 
9.576 from 1981-87. 

In the same period, the number of construction enterprises in- 


-which were rural construction teams. In 
_ 1987, these enterprises employed 18.73 mil- 
lion workers, of whom 8.28 million were pri- 
vately employed rural workers. 

The building materials industry also 
grew rapidly. At end-1988, the industry 
had 220,000 enterprises, employed 13 
milion workers and produced Rmb 60 
billion worth of building materials. China 


ing materials by 1990 and US$4 billion by 


2000. 
W terprises, the contract responsibil- 
ity system was applied to 119,000 
projects last year. The system, designed 
to provide incentives to workers and 
management with higher retained profits, 
helped raise the per capita productivity of 
the state-owned building industry by 1.8% 
in 1988. 

The year 1988 was another boom one for the industry. Capital 
construction investment in the public sector reached Rmb 154.3 bil- 
lion, 14.9% more than the previous year. Of this, energy-related de- 
partments accounted for Rmb 37.1 billion; raw materials Rmb 20.6 


ithin state-owned construction en- 





billion; transport and telecommunications Rmb 21.8 billion; light 


industry and textiles Rmb 6.2 billion; agriculture Rmb 7.1 billion 
and cultural, educational and medical investments Rmb 9.4 bil- 
lion. 

. Since the squeeze began last September, thousands of projects 
have been suspended or cancelled because the state stopped provid- 
ing the necessary raw materials, electricity and construction licences. 

The People's Construction Bank of China also stops funding what 
the state regards as unnecessary projects. The State Council said in 
mid-February that no new construction projects were allowed to 
start until end-July this year. Exceptions are projects related to farm- 
ing, forestry, education, chemical fertilisers and export-oriented pro- 
duction and housing projects. 

In March, Premier Li Peng announced that 18,000 projects worth 
Rmb 65 billion had been suspended by end-February. Most were 
state projects directly under the State Council's control. There is as 
yet no effective mechanism to restrain investment funded by locally 
raised money. 

The cutback has created unemployment in recent months. In Pe- 
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king, more than 100,000 peasants have been retrenched and are re- 
turning to the countryside. In Guangdong, 600-800,000 building 
workers will be made redundant in 1989 and 1990. Economists pre- 
dict that some 6 million construction workers may have to go back to 
their rural homes as more projects are shelved. Local governments 
said work teams would be discharged in a planned way, taking into 
account the contractual rights of workers, and would be encouraged 
to bid for non-construction projects such as afforestation. To absorb 
some unemployed, local governments also intend to expand the ex- 
port of building materials, technology and labour services and con- 
tract for more projects abroad. 

The new austerity programme is not expected to hit the residen- 
tial housing sector which is still suffering from under-development. 
Total investment in this sector increased at an average annual rate of 
20% from 1981-87. Floor space of completed buildings grew from 694 
million nv to 1.069 billion m2, an average annual growth of 9%. 

Despite the substantial investment in housing — Rmb 82.7 billion 
in 1987 — there is still a severe shortage. More money is essential if 
the government is to meet its plan to increase the living space of each 
urban resident from the present 6.1 m? to 8 m? by 2000. 

For years the government has been looking at ways to boost in- 
vestment in the residential sector with non-government fur4« 
Making apartments available for sale is seen as the major reform 





aita iloks, Anti official cutback, private cuni. 


tiative and since 1987 various localities have experimented with this 
concept. 

Yantai in Shandong province has been a pioneer in housing re- 
form. By dramatically increasing the nominal rents paid by most 
people, the Yantai city council is forcing residents to consider the 
value of their existing apartments. As a result, those who cannot af- 
ford higher rents trade their big units for smaller ones. This redis- 
tribution according to personal need and ability to pay is revitalising 
Yantai's housing industry by injecting private funds and increasing 
demand for better quality and more diversified housing. 

In Wuhan, housing cooperatives raise finance from members 
and are able to build and sell apartments at two-thirds the price of 
similar commercial apartments. 

By selling apartments directly to individuals or through sub- 
sidised purchases by work units, large sums can be raised to reinvest 
in housing projects without waiting for access to the shrinking gov- 
ernment pot. By buying their own apartments, people can invest 
their considerable combined household savings in fixed assets 
rather than spending it on consumer durables. 

Where purchase prices have been subsidised, sales have been 
brisk. However, where apartments are sold at the real market rates, 
many people have been reluctant to buy. The price is simply out the 
reach of the ordinary worker. J 
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O&K subsidiaries or representations in Algeria (Saoula), Australia (Sydney/NSW), Austria (Vienna), 

Belgium (Leuven), Brazil (São Paulo), Canada (Winterburn/Alta, Ville St. Laurent/Que, Acton/Ont), 

PR China (Beijing), Denmark (Copenhagen), England (Watford), France (St-Ouen-l'Aumone), India (Madres), 

Irak (Baghdad), Italy (Desio), Netherlands (Amsterdam), Norway (Oslo), Singapore, South Africa (Kew-Johannesburg), Spain (Madrid), 

^ hp? peal’ Cus ! via/NY) and more than 200 agencies throughout the world. 














: pdating passbooks is one of the most time-consuming front office procedures 
in retail banking. > So the Hongkong and Shanghai Banking Corporation decided to 
provide their customers with the means to "do it themselves" in a matter of seconds. 
> In the course of 1989, hundreds of "customer-friendly" self-service passbook 
terminals, developed by Philips, will be installed in HongkongBank branches 
throughout Hong Kong. » It is part of a unique customer service programme that will 
eventually extend to all overseas branches where passbook savings accounts are 
offered. > The Bank also chose our background music, audio systems, business 


telephony and portable radio for its high-tech, high-rise headquarters in Hong Kong, 


YOU CAN BANK ON PHILIPS FOR 


BANCO DE CREDITO, LIMA - PERU. ARCHITECT: ARQUITECTONICA 
ERNARDO FORT-BRESCIA/LAURINDA SPEAR. PHOTO: TIMOTHY HURSLEY. 
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CUSTOMER-FRIENDLY TECHNOLOGY. 





and our cash dispensers and ATM's for many of its branches. BP In South Americe 
too, customers and staff alike can bank on Philips technology. We designed all th 
general, decorative and special lighting for the magnificent headquarters of Banco d 
Credito in Lima, Peru. œ We also installed a conference system for the boardroom an 
a background music network, featuring “selective zone” paging and public addres 
throughout the entire building. PP You will find Philips customer-friendly technolog 


used by leading banks, building societies and insurance companies the world over. M 
A 


J PHILIPS. THE SURE SIGN OF EXPERTISE WORLDWIDI 


PHILIPS CORPORATE MARKETING COMMUNICATIONS, EINDHOVEN, THE NETHERLANDS. 


PHILIPS 





PHILIP! 








Udine - Carnia - Tarvisio Motorway 
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TRADITION CONTINUING “7 "o 
INTO THE FUTURE Organization manpower experience 


The essential prerequisites for engine- 
ering and construction work are: past 
achievement; creative, organizational 
and management skills; the ability to 
satisfy different requirements and to 
handle contracts; experience in the 
fields of the transfer of know-how, 
counter trade and financial engineering 
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THAILAND 


No sign of 
a slowdown 
in spending 


By Paul Handley in Bangkok 
p robably the happiest businessmen in Thailand are suppliers 





to the construction industry. A construction boom that began 

in the second half of 1987 shows no sign of ebbing in the next 
three years, and materials suppliers can hardly keep pace with de- 
mand. 

In 1988, according to preliminary figures from the National Eco- 
namic and Social Development Board, construction was the second 

est-growing sector, expanding 13.7% at constant (1972) prices. 
1ne economy grew at more than 10% on the back of a massive flow 
of investment into manufacturing. This in turn translated into a sud- 
den surge in demand for office, factory, industrial estate and resi- 
dential space. 

Reassuringly, too, construction work has come from a wide 
range of sources and has a firm economic base. Half of the demand 
is from government financed, or Cui cerei i piae fi- 
nanced infrastructure projects. Because of 
the urgent need for these roads, ports and 
airport expansions, along with the solid gov- 
ernment ability to pay for them, there is little 
likelihood of a major spending slowdown, 
even after 1992. 

The private-driven half of the construc- 
tion boom is underwritten by a hotel, factory 
and office space shortage in Bangkok and, to 
a lesser extent, up country. Including both 
projects on paper and those under construc- 
tion, real estate experts Richard Ellis say de- 
mand in these sectors will remain firm 
through 1992. Beyond that it is difficult to 

lict how strong economic growth will 
ind hence demand for space. 

The strength of the third facet to the 
private sector construction boom is less 
certain over the long run — condominium 
apartment buildings and long rows of three 
to four storey shophouses springing up 
in many parts of the country. Thai Famers Bank in a recent study 
counted 220 multi-storey condominium projects planned for 
completion by 1992. Half are in Bangkok, the rest scattered 
on the northeast and northwest coastlines of the Gulf of Thai- 
land. 

Spending on these condominium projects, if only half take off as 
many observers expect, could be as much as Baht 40 billion (US$1.56 
billion), a strong drive in itself for contractors and suppliers. The 
prices of cement and steel rods have rocketed, and investors in the 
local securities market find construction materials a solid invest- 
ment. 

The driving force for Thai construction is infrastructure develop- 
ment. Foremost are road and port projects: in March the contract for 
the government-planned, private invested 42-km second Bangkok 
expressway was signed. This Baht 27 million, five-year project is the 
largest, and is handled mostly by the local construction giant Ch. 
Karnchang and Japan's Kumagai Gumi in its Thai market debut. 

Another private Bangkok project is a Baht 8 billion elevated addi- 
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tion to the main on dis centre route, mired in politics and still 


awaiting final go-ahead. 

Added to this is as much as US$2 billion to be spent by the gov- 
ernment over the next four to five years on highway and railway 
routes. These mostly will radiate from Bangkok, or constitute bypas- 
ses to the city for commecial traffic going to the ports. 

Under negotiation, and expected to be under construction in 


1990, is a 34-km elevated rapid transit system for Bangkok, with a _ 


Baht 40 billion price tag. The government will hold 25% equity, but . 


most of the investment will be private. A consortium of Lavalin of 
Canada with Ch. Karnchang, Mitsubishi Heavy Industries and 
Sino-Thai Engineering and Construction is thrashing out details 
with the government. | 

Petrochemical plants costing US$2 billion, half to be completed 
by the end of this year and the rest over the next five years are being 
built on the eastern seaboard. In the same area two ports, a major 
container/bulk terminal at Laem Chabang and a more 
fuels/bulk handling facility at Map Ta Phut, are under way. Both will 
provide Italthai Development and its Japanese partners (who won 
both contracts after top bidder Hyundai was disqualified) steady 
work over the next five years. The Japanese are funding both ports 
under their soft loan programme. 

Other major government investments cover water projects, 
housing in poorer Bangkok areas and airport improvement, adding 
to the strong demand for contractors. 

From the private sector, Bangkok should see a 50% increase in of- 
fice space in 1988-92, according to Richard Ellis. This means tens of 
new skyscrapers, some of which are coupled to retail space, which is 
also in short supply. 

There are also at least a dozen high-class hotel projects on the 
way in Bangkok, and dozens more at resorts 
around the country. This work should slow 
down by 1993, when an oversupply might 
be forecast for office, retail and hotel space in 
certain areas. 

In addition to all the apartment towers 
going up, extensive housing estates catering 
to a wealthier, larger middle class are mus- 


steam in about three years. 
With all this building, it would be ex- 
pected that contractors are coining money, 


sector they are hampered by slow, bureau- 
cratic payment procedures and inflexible 
contracts when it comes to rapidly rising 
construction materials prices. Bank of Thai- 
land reports that inflation in the construc- 
tion materials sector topped 10% last 
year, despite stiff controls on cement prices 
which left them virtually unchanged in the period. 

The real rise has come from steel rods, which the Thai Contrac- 
tors Association (TCA) says have risen since late 1987 from Baht 8- 
9,000 a tonne to Baht 13,000 now. Much of the steel has to be im- 
ported, and though the government in 1988 slashed import duties to 


protect contractors, TCA says there is a net 27% tax on the imports 


that should be cut again. 

Another difficulty for contractors is one hitting all industrial sec- 
tors — a shortage of skilled labour. This is delaying projects, though 
some point out that the delay could have the positive effect of fores- 
talling a severe glut potential in certain market sectors. Those who 
start building, according to TCA, have to pay a good steel bender 
Baht 200 a day, compared to Baht 120 a day at the beginning of 1988. 

This has also contributed to the fact that, despite all the work, 
there has not been a big jump in the number of contractors. There 
are not enough people with proven track records to start up new op- 
erations, competitive and with solid financial backing. 

The net affect, according to TCA, is that the structural cost of build- 
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hrooming around Bangkok and on the east- _ 
ern seaboard. This could also run out of | 


but they complain that in the government - 
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ings has risen dramatically. Two years ago it was for a con- 
dominium-type building roughly Baht 5-6,000 a m2; one year ago 
about Baht 8,000 a m2; wh now Baht 10,000 a m2. 

A major shift among contractors in the past two to three years, 
however, has been the domination of the industry by Japanese con- 
tractors. Having arrived in Thailand on the back of Japanese aid and 
soft loan funding to infrastructure projects, the contractors are build- 
ing everything they can get their hands on, from office towers, high- 
ways and ports to middle-class housing estates, golf courses and 
swimming pools. 

TCA estimates that some 50 Japanese contractors now have pro- 
jects, and another 35 have representatives here bidding on them. For 
Japanese aid projects, the Japanese can work on their own, but for 
others they have to operate as a Thai-Japanese joint venture, at least 
nominally 51% Thai-controlled. 

The Japanese have been competitive for several reasons — those 
working on aid-related projects can divert idle manpower and 
equipment to commercial projects, with the equipment often having 
been imported duty-free. 





SOUTH 


Big projects 
keep the 


outlook rosy 


By Pete Yoo in Seoul 


| verall, 1988 was a good year for the South Korean construc- 
() tion industry. Local builders enjoyed brisk business as the 
demand for housing, commercial and industrial construction 
continued to soar. At the same time, the industry was fortunate to be 
spared the labour strife which plagued many other sectors. The fu- 
ture looks even rosier for builders as South Korea sets off on ambiti- 
ous housing, infrastructure and industrialisation programmes. 

As export growth slows, economic planners are counting on 
domestic expansion to spur the economy. Construction is an obvi- 
ous way to prime domestic demand. The money is there, since the 
budget has been in surplus for the past several years. Moreover, the 
political will is also present: President Roh Tae Woo has promised to 
spend generously on infrastructure and housing. 

The construction boom was signalled by a 25% increase in build- 
ing permits in 1988, when the total floor space for which local build- 
ers obtained government permits reached 59.77 million m?. The 
boom is concentrated around the capital, with Seoul and the adja- 
cent Kyunggi province accounting for 28.397 million m2, nearly half 
the national total. 

By use, housing construction topped the list with 29.136 million 
nv (48.7% of total construction space), followed by commercial con- 
struction with 16.328 million m? (27.3%), and industrial construction 
with 9.413 million m? (15.7%). 

The government completed several major construction projects 
llast year, among them the 26,629-unit Mokdong Apartment Com- 
E on the western edge of Seoul near Kimpo International Airport. 

onstruction of the 36,909-unit, Won 895.9 billion (US$1.35 billion) 
Sanggye Apartment Complex is nearing completion on the northern 
outskirts of Seoul. 

Kimpo International Airport was expanded last year to include 
a second international terminal and another runway at a cost of Won 
225.9 billion. Kimhae International Airport, near Pusan, is being 
expanded, and the Ministry of Transportation is evaluating po- 
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More importantly, their financial support is so strong, due to the 
relationship of the home companies with their banks, that they can 
always substantially underbid the Thai competitors, who are not 
considered nearly as bankable. Thus every major Thai contractor, 
save one, is working with Japanese firms in join ventures, and not 
publicly complaining. 

Meanwhile, the construction materials industry is soaring on all 
this demand. Domestic cement sales were up 18.8% in 1988, after a 
22% spurt in 1987. According to Thavee Butsuntorn, senior vice-pre- 
sident of Siam Cement Co., sales should rise another 15% this year. 
All three cement producers, Siam Cement (controllling about 65% of 
the market), Siam City Cement and Jalaprathan Cement, are intro- 
ducing greater capacity this year. 

Exact figures are not available, but according to rough Siam Ce- 
ment estimates, steel rod use was up more than 20% in 1988, roof 
tiles were also up more than 20%, and other materials 20-40%. 
Growth rates in those sectors should be similar in 1989. Zinc ingots 
supplied to the industry solely by Padaeng Industry Co. "n 
grow 13% this year to.64,000 tonnes, estimates say. 


tential sites in South Cholla for the region's first international airy 

Another large infrastructure project completed in 1988 was F 
chon Dam, South Korea's third highest and fifth-largest. It took tour 
years and cost Won 256 billion. In further developments, two other 
dams of similar size are being built in Imhae, North Kyungsang, and 
Juam, South Cholla. 

Perhaps South Korea's most spectacular project is the lavish New 
Lotte World, which is nearing completion in the affluent Kangnam 
area of Seoul. This mammoth commercial-entertainment complex 
houses a luxury hotel, two department stores, a shopping centre, a 
sports plaza and an entertainment park encircled by a monorail sys- 
tem. The three-year, Won 600 billion project was undertaken single- 
handedly by the Lotte Construction Co., which ranks only ninth 
among the nation's builders. 

Most of the private-sector construction in South Korea is still self- 
financed, as tight credit conditions and conservative managements 
lead lending institutions to favour well-established companies with 
lots of collateral to cover the loans. It is no surprise that the construc- 
tion industry is dominated by well-financed companies with plenty 
of in-house capital; nine of South Korea's top 10 private construction 
companies are owned by big business conglomerates. 

Most of these conglomerates have been hit by the double blows 
of labour strikes and currency appreciation. The construction indus- 
try has escaped both threats so far. Construction companies 
actually benefit from currency appreciation, as the price of impc 
raw materials such as wood falls. It is anyone's guess whether labour 
strife will spread to the construction industry, but so far there have 
been no reports of strikes in the industry. 
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BO 145-288 CBR S.. R 
Source: Ministry of Construction ? 
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uilders, however, are watching the labour unrest at the Pohang 
Iron and Steel Co. in North Kyungsang with growing concern. 
Unions at 12 of the 26 subcontractors of this giant steel producer are 
threatening to strike simultaneously if the management fails to meet 
their demands. 

Most likely to lead the construction boom is housing. President 
Roh looks set to carry through his election pledge to provide sub- 
stantially more low-income rental housing and more middle-class 
houses and apartments. The government expects that 2 million 
housing units, including 600,000 rental apartments for low-income 
households, will be built in 1988-92. In 1989, 360,000 new units, rep- 
resenting a 14% increase on 1988's 317,000, are expected to be built 
— 210,000 in the private sector and 150,000 in the public sector. 

South Korea has had a serious housing shortage since the Korean 
war. Spending on housing construction has ranged from 5-676 of 
GNP for most of the 1980s. The housing-supply rate, which mea- 
sures the number of housing units as a percentage of South Korea's 
households, fell from 76.8% in 1978 to 69.4% last year. Moreover, 
the housing-supply rate in urban areas is only 59.2%, which means 
that more than a third of urban households are either doubling 
up or living in quarters that the government does not consider to be 
~~ er dwelling units. The kim chi pots visible on the roofs of many 

mercial buildings in Seoul are evidence of the number of office 
building attendants who sleep 
in converted storerooms in New housing units 
these buildings. uM COP EMBED CE 

If 2 million new units are . 
built by 1992, it would raise the 
housing-supply rate to 72.976. 
But many industry experts warn 
that if this goal is to be achieved, 
the government must take two 
steps to further stimulate private 
sector housing construction. 

First, raise the Won 1.34 mil- 
lion a pyong (3.3 m2) price control 
on new apartments in Seoul and 
Pusan which has been in effect 
since the early 1980s as part of 
the anti-inflation drive. Second, 
keep land prices down or devise 
a plan to provide sites to build- 
ers at below-market prices. 
Land prices, which soared 

. "ein 1987 and 27% in 1988, have been forming up to 78% of the 
construction cost of some urban housing projects. 

To simultaneously decontrol construction prices and hold down 
land prices is a delicate balancing act. Although the rising price of 
land has been a top priority for much of the past year, there has been 
little in slowing real estate speculation. The political conse- 
quences of unchecked speculation could be severe. 

As the average disposable income of South Koreans continues its 
steep climb, the housing shortage is becoming a prominent source of 
discontent and frustration, particularly among middle- and low-in- 
come families, who see their dreams of home ownership. Many 
people have benefited from the boom in property values, but the 
benefits have been distributed unevenly and are a source of rising 
discontent. 

Further contributing to the construction boom will be the govern- 
ment's long list of large-scale infrastructure projects. The centrepiece 
of long-term infrastructure development is the government's plan to 
spend Won 634.7 billion this year and Won 9.626 trillion by 2011 to 
develop the west coast in preparation for an anticipated boom in 
trade with China. 

Spearheading this plan is the first phase of the Kunsan-Chan- 

g Wide Industrial Base, the ground for which was broken in 
North Cholla last February. The project calls for the reclamation of 
6.9 km? of tidal land off Kunsan at a cost of Won 160 billion. When 
completed in 1992, the industrial complex will house vehicle, 
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Other major west coast industrialisation projects include the 
Yochon Petrochemical Industrial Complex in South Cholla, due for 
completion in 1991, and the Taebul Industrial Complex, also in 


South Cholla. Ground-breaking at the Taebul site is set for later this - 


year and the project is due to be completed in 1996. 

Work on the 280-km Taegu-Chunchon expressway is scheduled 
to begin this summer, and plans for a 505-km west coast expressway 
are under study by the Construction Ministry. Also under consider- 
ation are another Seoul-Inchon expressway and an expressway 
down the centre of the country. 

The Construction Ministry says that the government will pave 
830 km of roads this year at a cost of Won 596 billion to raise the per- 
centage of paved national roads from the present 8376 to 8776. The 
Ministry is aiming for 100% pavement by 1992. | 

Two of the most exciting — and expensive — infrastructure pro- 
jects are high-speed railway lines. The Ministry of Transportion has 


plans to build two high-speed railways linking Seoul with Pusan - 


and the east coast by 1998 at a cost of about Won 3.5 trillion. If built, 
the Seoul-Pusan line is expected to cut travel time between the coun- 
try’s two largest cities to under two hours, with trains running at 
more than 200 km/h. The minis- 
try is weighing the merits of 
such railways in France, West 
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costs, however, cast doubt on. 
whether the projects will go 
ahead. 


for infrastructure development — 
goes on and on, but a good deal 
of it appears fanciful. The pro- 


san-Changhang Wide Industrial 
Base, for example, calls for the - 
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reclamation of 127.42 km? of . 
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land, or 17 times more than the — 
8 BW first phase. The government — 
go w 9r w* says that by 2010, 15,000 km? of 4 
cree: Minit of Consinetion ^ West coast tidal land will be re- 
=. ae eee daimmed — or 15% of South : 
Korea's present area. 
What is certain is that South Korea's planners are determined to 


start spen 
now that the country's economic success seems assured. 

In the area of construction technology, no breakthroughs or 
major new techniques were developed in the past few years. Ac- 
cording to an official at the Construction Association of Korea, how- 
ever, construction for the Olympic Games, as well as overseas con- 
struction projects, significantly improved the construction 
techniques of domestic builders. 

Another development favourable to the nation's construction 
technology has been the government's adoption of the Korea Insti- 
tute of Construction Technology, established in 1983 by a group of 
private builders, as an official government-funded research agency. 


One Institute official claimed that the workmanship, craftman- - 


ship, and civil engineering technique levels of South Korean build- 
ers now have caught up with those of builders from the most ad- 


g lavishly on housing and infrastructure development, - 


vanced countries. But, in architecture, planning, computer aided de- 
sign and high-technology projects such as super-highrises, under- 
water tunnels and nuclear power plants, he conceded, there was still 


a 5-10 year gap. 

Despite this gap, South Korean builders are likely to be in the 
black for the next few years, building houses, apartments, highrises, 
industrial parks and infrastructures projects as the country’s econ- 
omy outgrows its dependence on manufacturing-export industries: 
and turns to domestic development. a 
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: py Nick Seaward in Kuala Lumpur 


fter being the poor man of the Malaysian economy for the 
past three years, the construction sector is expected to outper- 
. Ma form all other sectors except for manufacturing and the 
tilities in 1989. The reason for this sudden turnaround is an up- 
urge in demand for low-to-medium cost housing last year and the 
- implementation of several large infrastructural projects in 1989 — 
. notably the north-south highway and the peninsular gas pipeline. 

| ^ Growth is forecast at 8.5% in constant prices this year, compared 
__ With a shrinkage of —14% as recently as 1986. The best indication of 
he turnaround in the fortunes of the construction sector is the sud- 
en shortage of building materials — steel reinforcing bars, cement 
and timber. On 7 April, the Ministry of Trade and Industry — which 
regulates the building materials market — announced a 2176 in- 
crease in the price of steel bars and billets. 

.. There are fears in some quarters, however, that recovery is not 
ufficiently complete for the sector to absorb such increases. In an 
- immediate response, for instance, the Master Builders Association 
- of Malaysia accused suppliers of forming a cartel to squeeze the con- 
_ struction industry and proposed a boycott in retaliation. 

_ Association executive director Kong Yee Peng warned that the 
_ steel price increase could force many developers to abandon hous- 
me projects that had only marginal profitability at the previous price. 
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low profile 

total ban on the construction of new high-rise office blocks in 
e centre of Kuala Lumpur, which was imposed by City Hall last 
year, has placed a long-term question-mark over the future of 
one important sector of the construction industry. Apart from 
e low-rise shopping malls and a couple of hotels now going 
' in the Golden Triangle, major high plot-ratio projects in the 
pital are conspicuously absent and are likely to remain so until 
w hybrid 70:30 residential/retail centres favoured by City 
get going. 
is is not for want of suitable sites. Kuala Lumpur has huge 
prime land which have been lying idle since the reces- 
ed the life out of the property market in 1985. Many of 
e owned by the Urban Development Authority (UDA), 
xked down old buildings indiscriminately in its en- 
» putup more office blocks. 
yat Singapore has woken up to the effect such destruc- 
s had on tourism, however, UDA is more willing to listen to 
eas of such conservationists as the Heritage Society to pre- 
'e the character of the remaining parts of old Kuala Lumpur. 
So far, however, a private construction company — Harta 
= has led the way in urban preservation, demonstrating to 
adustry that renovation of existing properties can be profita- 
2 larta Bumi was ERP ONEDE for the era of the 














While many have iain this dreit, there is no apie that 
Malaysia can ill afford to see another round of housing develop- 
ments being abandoned. It has been officially estimated that 240 
housing projects worth M$3.3 billion (US$1.2 billion) are moribund, 
their developers left stranded by the 1986-87 recession. 

The association has issued several calls in recent months for the 
lifting of import bans on steel and cement to help meet demand and 
reduce upward pressure on prices, while at the same time it has 
urged the government to prevent the export of ungraded timber to 
ensure a constant supply for the domestic market. 

One immediate consequence of the steel price rise has been an in- 
crease in the price of new houses. A standard M$25,000 low-cost 
home has now gone up by M$200 to reflect the higher materials cost, 
but housing developers believe that the actual cost of building sucha 
home has risen by some M$1,000-1,500. 

This is bad news for Malaysia's ill-fated low-cost housing pro- 
gramme, which was initiated with much fanfare in 1986 with the aim 
of building 80,000 such houses a year for a three-year period. The 
central bank reports that by the end of 1988, only 16,104 houses had 
been completed and 17,799 were in various stages of construction. 
Ground clearance and site work was under way for 114,917 more. 

The central bank said the main reasons for the failure of the ~~~ 
gramme — which was supposed to have added two points to 
GDP growth a year — have been "poor location or the abandonment 
of projects by inexperienced developers." However, it is also true 
that much of the problem has stemmed from projects being coordi- 
nated at the state level, resulting in a fragmented approach. 

To try to rekindle some interest in this sector, the banking au- 
thorities laid down a two-year lending guideline on housing loan 
commitments in March 1988, requiring banks and finance com- 
panies to finance the purchase of at least 100,000 newly contructed 
houses priced at M$100,000 each or less. At least 60,000 of these have 
to be in the M$25,000 low-cost category. 

Banks have needed no prodding to lend money to the major in- 
frastructural projects. The North-South Highway's concession com- 

pany, Projek Lubuhraya Utara-Selatan Bhd (PLUS), has recently an- 
nounced a 36% oversubscription by Malaysian banks for its 15-year 


former Central Market building in 1986 and its iransfoniation 
into a shopping centre with a strong emphasis on arts and crafts. 
The result has been a success and the complex is now a major 
tourist draw in the heart of the old commercial district. 

In January, Harta Bumi announced a M$10 million (US$3.63 
million) second stage to the development, involving the saving 
four turn-of-the-century shophouses nearby and the construc 
tion of new buildings at the rear to the same scale. Phase Three 
will involve the reconstruction of shophouses knocked down by 
UDA to make way for a carpark some years ag | 

Harta Bumi director Sharif Lough Abdullah told the REVIEW : 
that he hopes the three phases will provide | the fidens for an 
urban preservation area along Jalan Hang Kasturi, which has on 
of the few remaining complete rows of old steph houses. 

City Hall has responded by designating the roa strians- 
only area but the problem remains. with. th restoratior the | 
shophouses, which are subject to rent control and therefore can- 
not be leased out at rates which would. recover any coe ad 

investment. a: 

The law, it seems, is taking its imë to each up 
for urban preservation. Tenants of rent controlled 
fectively any building built before 1942), for ins 
evicted if the building has been designated unc V nent - 
order, but such an order can be obtained only if talo or major de 
molition i is inv olved. There | are ae no tax rebates or incen ives. 
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M$2.5 billion syndicated term loan. In addition, it has received offers 
of finance totalling US$350 million from offshore banks and US$850 
million in concessionary loans from the French and Taiwanese gov- 
ernments and a consortium of Japanese banks. 

The ease with which the project has attracted local, ringgit-de- 
nominated, financing has prompted PLUS to shorten the construc- 
tion period from seven years to five as it now faces a minimal for- 
eign-exchange variation risk. Two sections of the new Klang valley 
expressway are expected to be operational by November 1990 and 
work has already started on a 61-km section in northern Johor, with 
completion scheduled for 1992. 

The knock-on effect of the 900-km North-South Highway project 
is much wider than its basic M$3.4 billion price tag implies. One con- 





PHILIPPINES 


Unexpected 
"oom just 
keeps going 


By Rigoberto Tiglao in Manila 


eveloper Manuel Villar describes the Philippine construction 

boom as "a second wind we had not expected," adding that 

the boom so far appears to be on its way towards defying the 
two-year expansion periods of the past. 

Indeed, the construction industry spearheaded the country's 
6.7% economic growth in 1988, with its real growth rate of 12.8% 
outstripping the manufacturing sector's 8.7%. The surge continued 
in the first quarter of 1989 at such a pace that the government in 
March had to halve import duties on cement to stabilise its price, 
which had been soaring because of huge construction project de- 
mand. 

The release of pent-up demand — suppressed since 1983 because 
of the political and economic instability during the final years of the 
Ferdinand Marcos regime that led wealthy Filipinos to stash their 

gs — as well as the success of the government of President 

zon Aquino in imposing some political stability explains the 
construction recovery. Depressed prices of real estate and construc- 
tion materials as well as low interest rates after the 1986 uprising had 
made the industry an attractive one. This, 
together with expectations of an infla- 
tionary period during which real estate 
would be the best hedge, has siphoned sub- 
stantial investment into building and con- 
struction. 

Developer Villar has another explana- 
tion: businessmen in the region have 
learned from the Taiwan experience in 
the mid-1970s, which he says shows that 
investors daring enough to invest in build- 
ing and construction during a period of un- 
certain political stability usually make a kill- 
ing. 

Indeed, much of the investment in resi- 
dential and office condominiums and com- 
mercial centres — now the cutting edge of 
the construction expansion in metropolitan 
Manila — is from Hongkong-based, 
Taiwanese and Singaporean businessmen 
in joint ventures with Filipino capital. One of 
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struction supplies company, Hume Industries, has just launched a 
M$350 million hostile takeover bid for ailing Multi-Purpose Hold- 
ings on the basis of a M$500 million contract from PLUS for the supply » 
of road building materials over the highway's five-year construction 
period. 
Employment in the construction sector rose marginally in 1988 to 
356,400, accounting for just under 6% of Malaysia's total workforce. 
Apart from the surge in public works projects, a pick-up in industrial. 
buildings — as opposed to commercial buildings — contributed toa 
7.4% increase in non-residential construction starts in 1988. Com- - 
mercial building remained very slow, with the only projects under - 
way in Kuala Lumpur, for instance, being those which started be- - 
fore 1987. " 


the largest building projects in Makati (the country's financial 
centre), the soon-to-be completed 43-storey Pacific Plaza, is 
being undertaken by an affiliate of the Hongkong-based, Indone- - 
sian-financed First Pacific group. The building is owned by a 
company with the Republic of Nauru as one of the major part- 
ners. 

Singaporean investments are through Robert Kuok's Shangri-La | 
group, which plans to build two hotels in Makati and one in Cebu . 
City in joint ventures with the Manila-based Ayala group. A third - 
hotel will be built in Mandaluyong municipality near Makati in a 
joint venture with the Alfredo Ramos group. The rush of erstwhile 
Taiwan-based capital into the construction industry is reflected in 
the purchase by the Chinese-Filipino Tan Yu group for a record P3 
billion (US$140.5 million) of a huge tract of reclaimed land in Manila — 
Bay that will be the site of the AsiaWorld commercial and residential | 
centre. 

Analysts also see Taiwan capital as mainly responsible for the rise - 
of 35 condominium projects in Manila's Chinatown area, previously 
a run-down part of the city where Chinese-Filipinos still do busi- 
ness, but which they left in the mid-1970s to live in plush subdivi- - 
sions elsewhere. 

Not to be outdone, top Philippine corporations — controlled — 
either by the rising élite of Chinese-Filipino businessmen as well as | 
by the old Spanish magnates — have moved heavily into building 
and construction. The Ayala Corp., controlled by Jaime Zobel de - 
Ayala, spun off the listed Ayala Property Ventures to undertake its 
projects in Manila and Cebu. Its major projects are a plush subdivi- 
sion in Paranaque to replicate the success of its Ayala Alabang and 
Ayala Heights subdivisions and the P200 million One Salcedo Place 
condominium in Makati. | 

Cousin Enrique Zobel de Ayala, who some years ago broke with 
Jaime and sold his Ayala interests, has ridden high on the construc- 
tion boom, having a few years back bought ago a number of previ- 

à; ously mothballed cement plants. 

The Alfredo Ramos group — con- 
sidered in Manila as a close associat 
of Chinese-Filipino business inier 
— has launched the Philippines Realty 
and Holdings Corp. to undertake a con- 
dominium project with the Shangri-La 
Group. The Ramos group was previously 
involved in a bookstore chain and some 
publishing houses, along with oil explora- 
tion. 

Two Chinese-Filipino business rivals — 
the retail magnate Henry Sy and the food in- 
dustry-based John Gokongwei — are in 
fierce competition to set up their shop- 
ping plazas close to each other. Construc- 
tion is going full blast on Sy's P1.5 billior 
SM Mega-Mall and Gokongweis P2.$ 
billion Galleria. Both commercial “ou 
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are in the Ortigas-EDSA area, previously 
home only to the headquarters of ili 
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is developing the plush Palla- 
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Electric Co. and, more recently, 
San Miguel Corp. The Ortigas- 
EDSA area is set to become the next 
major business centre after 
Makati. 

Construction of the Asian De- 
velopment Bank headquarters in 
this area by the South Korean 
Hyundai group has been the 
catalyst, with at least six con- 
dominiums, five commercial 
complexes, and a hotel now being 
built. Several new Ortigas-EDSA 
projects are also linked to Taiwan 
and Hongkong investors. The 
Fil-Estate Realty Corp., which 


dium condominium in Shaw 
Boulevard, is said to be active 
men. 

The construction boom apparently has been such that it has at- 
tracted companies which previously had no experience in the indus- 
try. Even former Marcos crony Jose Y. Campos has set up a group of 
firms in joint ventures with Chinese-Filipino capital with funding of 
P475 million to undertake subdivision development. 

A Spanish-Filipino-owned real estate company — the Araneta- 
controlled Progressive Development Corp. which owns prime com- 
mercial land in Quezon City — is building a 25-storey condominium 
project in Cubao, Quezon City's commercial centre. 

The construction expansion has not been limited to Metro Mani- 
la. The store wars in Cebu are a three-party fight that includes not 
only Gokongwei and Sy but the Cebu-based Gaisano group, which 
is constructing a 7-ha, P400-million White Gold City mall, rivalling 


in tapping Chinese business- 
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Village house: slow development. 


DN Ld 


| 
` -SU 
P Laer 
Sd oN 





Sy's 13-ha, P1 billion Shoemart 
complex. A 169-ha property under 
reclamation is being eyed by busi- 
nessmen as Cebu’s next commer- 
cial centre, shifting emphasis 
from the congested Colon area. 

In Davao City, commercial 
centre of Mindanao island, the 
construction surge has not merely 
been due to overall economic ex- 
pansion. The gold rush in nearby 
areas had prompted both residen- 
tial and institutional construction 
projects, pushing up residential 
and commercial real estate prices 
by as much as 50%. 

Government infrastructure 
projects have not — relatively — 
seen the spectacular growth rate of the private sector. Government 
construction’s real gross value added grew last year at only 7.3%, 
against the private sector's 14.4%. This was due to the fact that in- 
frastructure agencies were able to undertake projects represer ' 
only less than half of the P18.1 billion infrastructure budget bec 
of delays in the release of funds as well as the unstable peace-and- 
order situation in rural project sites. However, with a cabinet-level 
task force in place to solve administrative bottlenecks, the govern- 
ment is planning a major step-up in infrastructure projects. 

Infrastructure projects of the five major government agencies 
(public works and highways, local water utilities, transportation and 
communications, ports, electrification and irrigation) have been 
programmed to cost P24.4 billion this year, up from 1988's P1.25 bil- 
lion. New projects will account for P15.6 billion. Major projects ex- 
pected to be on-stream this year inclue the Angat Dam optimisation 
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project, balding of a major dam 
- in Tarlac province, the rehabilita- 
tion of Manila’s port, and the con- 
version of a port in Batangas pro- 
vince as an international port to 
back up Manila. 

Industry analysts are divided 
over whether the country’s con- 
struction expansion can be main- 
tained. Rogelio Lombos, presi- 
dent of the Philippine Construc- 
tors Association is optimistic: 
“All of us [in the industry] are 
very bullish,” he says, pointing 
out that the Philippine Assistance 
Programme (which will involve 
an increase in foreign aid to the 
country) will provide more im- 
petus to the construction industry. He notes however that the gov- 
ernment's plans to acquiesce to labour unions' demands for an in- 
crease in the minimum wage “will really hurt" the industry. In a 
similar vein, the government's Construction Industry Authority 

) executive director Alice Tiongson says that the construction 
poom will continue at least in the next two years, “as long as there's 
no political instability." 

Words of caution, however, have already been expressed out- 
side the industry. The economic analysis department of the Ayala- 
controlled Bank of the Philippine Islands has pointed out that va- 
rious factors could result in a construction slowdown. One of these 
has been the soaring cost of development, estimated to have risen 
11% last year, which would discourage new investment. 

Prices of construction materials — cement, steel and wood pro- 
ducts — have gone up by as much as 15% in the case of reinforcing 





AUSTRALIA 


Cutbacks as 
interest 
ates soar 


By Florence Chong in Sydney 


ydney developer City Freeholds has shelved its A$350 million 

(US$280 million) office block in Sydney's central business dis- 

trict in reaction to prevailing high interest rates and prospects 
of oversupply of office space in Australia's most populous city. 

City Freeholds is the first private developer of a major project to 
announce its decision to abandon plans to develop a 36-level office 
tower, work on which was due to begin in July. Several other big 
projects also face an uncertain future. Leading project financiers 
have no doubt that at least three projects with a combined value of 
well over A$1 billion mooted for the city will not now proceed. The 
rise in interest rates has meant that projects which might have been 
viable when the early feasibility studies were made last year are now 
marginal, or not viable. 

The higher interest rates have come at a time when the Austra- 
lian construction industry is already preparing for a slowdown in 
high-rise office construction. The market has enjoyed an unpre- 
cedented boom in the past five to six years, but with overbuilding 
looming in both Sydney and Melbourne, the cities which provided 
the main building impetus, the cycle is turning down. 
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P6,000 m? in 1987 to as high as 
P30,000 in a year. Another factor 
has been the uptrend in lending 
rates of banks which have been 


was well on its way, lending rates 
were 9*6, falling from the 17.576 
average in 1986. However, by 
1988 average rates had risen to - 
16% and are now 18-19%. The . 


steel. Real estate prices have risen — 
to overvalued levels, with prices - 
in Manila's Chinatown district of — 
Manila for instance, leaping from _ 


the main funding source for the — 
industry. In 1987 when the boom . 


sales arms of condominium de- — 


velopers have furthermore noted 1 
a tapering off of demand for con- — 
dominiums, and believe the condominium market may be saturated. — 


A major source of financing for the construction boom has been 
off-shore money, either held by Filipinos abroad or by foreign firms. 
What the industry fears now is that practically all the Filipino-held - 
money previously stashed abroad which could be expected to be 


brought back to Manila has already been invested in condominiums 


and commercial centres. Indeed, many of the condominium de- 
velopers have raised funds for their projects by pre-selling the units. 
Ultimately, it the Philippines’ overall economic development 


which will determine the fate of the construction industry. Manila - 


still faces a debt problem, and its failure to solve its foreign-exchange - 
crisis this year could stop the industry dead with a shooting-up of in- 
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terest and inflation rates. "Construction i is usually the industry that 


takes off in an economic recovery," CIA executive director Tongan 
notes, “but it also is the first to crash in a recession.” 


According to the Australian Federation of Construction Contrac- 
tors (AFCC) the non-residential sector — including hotels, shops, fac- 
tories, offices and other business premises — peaked in 1987-88 with. 
some A$12.69 billion in turnover. It had risen steadily from A$6.49 — 
billion in 1982-83 — a period when interest rates were as high as they - 


a = 


are today (present prime rates have hit 19%). Larry King, the AFCC’s © 


director of national affairs, says the AFCC is forecasting a gradual slide - 


to A$12.52 billion this financial year, falling further to A$12.14 billion 
next fiscal year. The non-residential sector provides more than 70% 
of construction work in Australia. i 

The compensating factor is that turnover in the engineering con- - 
struction sector is expected to pick up from a low this year of A$4.69 - 
billion to A$5.22 billion next year, building up to A$5.32 billion by 
1991-92. 

King told the REVIEW that from AFCC’s perspective the overall 
level of construction activity in Australia this year will be A$17.22 bil- 
lion, a fall of only 0.1% in real terms compared with the previous 
year. He says the levelling off in the non-residential sector has pro- 
vided two years of stability. (The industry has been — and remains 
— plagued by sharply rising costs for labour and building materials.) 

For the past 15 years, says King, government diture on 
public works as a proportion of GDP has declined. "Tt hit the low 
point in six years in 1987-88 with some A$4.5 billion spent. Our fo 
cast for the next four years shows a slight increase for each year. The 
significance of this is that it is a reversal of a trend." 

Although the industry has said that the government is win 
down its public works programme, King says this is not enti 
true. It has, for example, replaced the Bicentennial Roads Program- 
me — which ended last year with the celebration of the nation's 
200th birthday — with the Australian Centennial Roads Program- 
me, which came into being this January. 

The new programme, says King, will take over where the Bicen 
tennial Roads Programme left off. The plan is to extend nationa 
highways and also to create a new category of so-called roads o 
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"economic significance" linking ports and airports and mining 
towns, along with new link roads from central business districts and 
key commercial and industrial centres. The Federal government has 
budgeted A$1.25 billion each year for the life of the five-year pro- 
gramme. 

The strengthening of the public sector will be aided by a pick-up 
in the development of infrastructure, especially in the mining and 
industrial sectors. Significantly, these projects are financed by the 
private sector, and not out of the public purse. The Sydney Harbour 
Tunnel, costing A$480 million (on a fixed-price contract) was in- 
itiated by Australian company Transfield and Japan's Kumagai 
Gumi, financed by an innovative package stitched up by Westpac 
Bank, using 30-year inflation-indexed bonds. 

Now this funding approach has been successful, the New South 
Wales (NSW) Liberal Party government is thinking of commission- 
ing the building of three freeways, likely to cost A$200 million, by 
private developers on much the same basis as the Transfield- 
Kumagai Gumi Sydney tunnel consortium. 

Another two major private-sector projects initiated largely by Ja- 
panese investors and construction companies are the Darwin to 
Alice Springs railway and the Very Fast Train project linking Sydney 
and Melbourne via Canberra. The two projects will together cost 
more than A$4.65 billion. Both are being supported by Kumagai 


BUILDING AND CONSTRUCTION 


The growth in the Australian market is, however, not seen to be 

quick enough for some of the country's largest building material 
suppliers and manufacturers. Looking several years ahead, sections 
of the industry say they cannot see any large infrastructure develop- 
ments of the same magnitude as the North West Shelf. This is a 
reason why the AFCC has lobbied strongly for the building of a sec- 
ond airport in NSW to relieve the load on Sydney's overcrowd- 
ed Kingsford Smith. It also supports the Federal government's 
plan for the development of a third runway at the existing Sydney 
airport. 
Another possible area of future work being canvassed by the 
AFCC involves uranium enruchment plants — a field fraught with 
danger and a potentially explosive issue with environmental lobby 
groups. 

Australia's leading building materials supplier CSR last year 
bought the Florida-based Rinker Material Corp. for US$515 million, 
and has indicated that it would be prepared to make a further pur- 
chase of similar size. Geoff Kells, executive general manager of the 
group's construction materials division, says CSR would use its 
Rinker investment to broaden its ready-mixed concrete operations 
on the US east coast. 

Speaking at CSR’s annual investment presentation in mid-^ 
Kells said the company would also start a series of small acquisiti 
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Railway terminus, Alice Springs: Japa 
Gumi and involve leading Australian companies such as BHP and El- 
ders IXL. 

The 900-km Darwin-Alice Springs railway could be the first to 
start. It is planned to finance the railway by floating bonds on the in- 
ternational money market. The project is being pushed by Japan's 
EIE group. Indeed, Japanese contractors, in particular Kumagai 
Gumi, have been responsible for many of the privately financed in- 
frastructure projects, such as the Perisher Valley Skitube in the NSW 
snowfields, in Australia in the past five years. 


ther key projects include the A$7 billion North West Shelf 

scheme off the coast of Western Australia which is generat- 

ing around A$1.2 billion worth of construction work each 
year. Also in Western Australia, construction of the Mt. Channar 
iron ore mine, a joint venture between CRA and the Chinese Metal- 
lurgical Import and Export Corp., is planned at an estimated cost of 
A$250 million. It is also planned to build a A$50 million extension to 
the Lady Bountiful gold mine in Western Australia. 

Other plans include the A$400 million upgrading of an oil refin- 
ery owned by Shell in Geelong, Victoria. In Queensland, a phos- 
phate mine costing A$300 million is planned, and there is talk of a 
A$500 hydroelectric power station. 

King says there is a strong likelihood that Koogara uranium 
mine in the Kakadu national park in the Northern Territory may 
get the green light. If so, it will provide some A$200 million worth of 
work. 


nese plan for new link to Darwin. 
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on the west coast of the US, and was anxious to expand its plaster- 
board activities in Europe, particularly in France, where severé' 
erations were available. The company believes that a slowdov 

the construction industry at home would lead to a weakening of de- 
mand for concrete and quarry products, as well as a flattening out in 
demand for concrete and ashphalt. 

The buoyancy in the construction sector in the past five years and 
the resultant profitability has helped many manufacturers to build 
up cash reserves. In the past year Australia's biggest building pro- 
duct manufacturers have spend some A$2 billion to consolidate and 
expand their positions in a highly competitive market estimated to 
be worth at least A$10 billion in the coming 12 months. Between 
them they have carved up the assets of groups such as Bell Re- 
sources, Humes and ACI. 

Traditionally, Australian contractors have looked to Southeast 
Asia for work, and groups such as Leighton have a high profile in 
Asia. With the economic upturn in countries such as Malaysia and 
Indonesia following the rise in world commodity prices, there is an 
expectation that the level of infrastructural and other works will in- 
crease in the region. 

The Federal government is aggressively helping Australian com- 
panies to tender for overseas jobs. It has started to offer soft loans at 
interest rates as low as 2% to help clinch contracts. Australian con- 
sultants and contractors are bidding for more than A$3 billion worth 
of work, up to 70% of which is in the Asia-Pacific region. The success 
rate is 10-1576. LI 
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Swissair customer portrait 21: Grace, model in Hong Kong, by Alberto Venzago. 
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Film maker Itami brings satire to the screen 








By Nick Bornoff in Tokyo 





cclaimed abroad and showered 
with awards at home, The Family 
Game is a comedy about a cynical 
young tutor goading a shy high 
school boy through “examination hell.” 
Mocking the monolithic education system 
and the sacrosanct middle-class Japanese 
family, it marked a small but highly signi- 
ficant revolution in Japanese culture. In a 
country which has long regarded sarcasm as 
the nadir of wit, anew vogue for ridicule sig- 
nifies the erosion of a traditional taboo. 

The parody boom really began in 1982 
with Nakamura Genjiís Weekend Shuffle, 
which lashed out at the discreet charm of 





against the grain of an ancestor-worship- 
ping Shinto tradition. But then Itami consid- 
ers it “a film for the living.” 

Surprisingly, Itami says he sees himself 
essentially as an exponent of Nihonjin-ron, a 
commentator focusing on the Japanese. A 
Nihhonjin-ronist is given to extolling the 
"unique" virtues of Japan; Itami is one in the 
true sense of the word, a satirist of the 
unique blend of rampant materialism and 
traditional passivity in Japan. 

Tampopo, which he calls the first “Noodle 
Western,” is improbably plotted along the 
lines of Shane. It finds a trucker hero helping 
a woman turn a seedy noodle dive into a 
paragon of success. Along the way, social 


unscrupulous eviction techniques. Itami's 
goons populate the stairways of desired 
condos with derelicts, patrol corridors with 
braces of slavering Dobermanns and drill in- 
tolerable decibels through hapless tenants’ 
walls. A developer fronting as a leader of a 
religious cult, the film’s villain evades taxes 
by casting his spoils as “religious artefacts” 
in solid gold. 

Itami's films wage war on greed -- 1 
materialism. “I want them to be likem s 
I hold up to let the Japanese see them- 
selves," he explains. "Sometimes this can be 
a nightmare." An ugly ring of truth makes 
Taxing Woman 2 more chilling than funny. 

Little fish pay taxes and the corrupt and 





Scenes from Itami's Tampopo and A Taxing Woman: mirrors on society. 


suburban Japan. Then Kinji Fukasaku, an 
eminent director of yakuza (gangster) movie 
dassics, jumped aboard in 1984 with the 
lauded The March of Kamata, a send-up of 
both the Japanese film industry and the tele- 
vision soap opera. 

The genre’s unchallenged king, how- 
ever, is independent producer/director Juzo 
Itami, internationally renowned for tickl- 
ing ribs with such mundane subjects as 
food, taxation and death. The son of an emi- 
nent silent film director, Itami waited to the 
age of 50 to make a spectacular debut in 1984 
with a film exploding both traditional taboos 
and box offices: The Funeral. 

In the film, a crusty old man’s demise 
sees a family up against revered institutions 
disguising material greed as pietism and 
ceremony. While Itami went on a hilarious 
on-screen rampage through hospital, wake 
and crematorium, his depiction of the be- 
reaved was compassionate. Many detrac- 
tors were nonetheless unamused by his dis- 


change is implied through ironical depic- 
tions of eating habits and the dog-eats-dog 
conditions of Japanese society. 

The heroine here, as in all his films, is his 
wife Nobuko Miyamoto. He has also cast 
her as the dreaded Marusa no Onna (A Taxing 
Woman), by now a pop culture heroine emu- 
lated in ads and television commentary. The 
term Marusa applies to revenue inspectors’ 
special investigations to nail the growing 
legions of tax dodgers. Simultaneously 
epitomising the Japanese work ethic and the 
rising corporate woman, she works with 
missionary zeal, sinking her officious fangs 
and claws into a quaking tax-evading élite. 

In Taxing Woman 2, a construction boom 
finds tenants bulldozed away from areas 
marked for new condominiums. To dodge 
heavy land taxes, powerful developers filter 
purchases through Jiage-ya, small-time real 
estate operators, who receive up-front pur- 
chase and construction loans from banks. 

As Itami's film implies, many Jiage-ya are 
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exploitative big ones are better equipped to 
dodge them. The pattern is universal, but in 
a society traditionally abhorring confronta- 
tion, few complain about injustices and 
even fewer fight back. Itami's tax comedies 
are so legally detailed (his wife even spent 
weeks researching in a Tokyo district tax of- 
fice) that many Japanese read them as a 
guide to taxation. But Itami doubts whether 
his messages sink in: "Rights are one of the 
most difficult concepts for the Japanese to 
grasp. They come to terms more easily with 
duties and obligations. 

"People here don't want food for 
thought anymore; they're happier with 
mindless mass-media fare. Most of the 
biggest movie hits in recent years are worth- 
less as cinema," says Itami. He cites a cur- 
rent rash of cutesy animal films and for- 
mulaic youth vehicles: the spawn of produc- 
tion ties between film majors and pulp pub- 
lishing houses, television stations and 
advertising agencies. “Scattering advance 
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tickets like confetti and plugged through the 
media, these films generate billions of yen 
before they even hit the screen," he says. 
Could the parody boom go the same 
way? Currently popular is a compendium 
film called Bakayaroo! (Stupid Fool). The film is 
made up of four skits in which traditional 
diffidence gives way to assertiveness. De- 
mure girls cut dominating but ultimately 
feeble boyfriends down to size; a retiring 
cabbie gets back at his obnoxious passen- 
rs. 
Forced to learn English when his com- 
pany internationalises, a downtrodden 
salaryman finally hurls fluent four-lettered 
English abuse at a boorish American execu- 
tive. The recipient is impressed: "That's the 
kind of Japanese I've always wanted to 
meet." This is apparently the kind of Japan- 
ese that the Japanese want to meet too, for 


the other protagonists greet this aggressive 
outburst with thunderous applause. 

However, the film is presented as just 
another glossy, fashionable youth vehicle. 
The jokes get lost along the way and the 
new role models advocated in the script are 
insipidly and safely watered down. 

“It seems that the Japanese,” Itami re- 
flects, “just don’t like thinking at all. They’re 
like suckling babies. Infants feel only plea- 
sure and displeasure according to fulfilment 
or denial at their mother’s breast.” Affluence 
seems to have lulled many Japanese to 
sleep. “Those who grew up during the 
1960s entered a kind of cultural vaccum. 
They simply aren’t aware of what goes on 
outside Japan; they see themselves as the 
navel of the universe.” 

One film, Gokiburitachi no Tasogare 
(Twilight of the Cockroaches), even equates Ja- 
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Guru of the afterlife gives preview tours 


Ersatz heaven 


By William Wetherall in Tokyo 


schatology and pop art have married 
E in Japan, and the honeymoon is 
heaven for 66-year-old Japanese actor 
turned afterlife guru Tetsuro Tamba. But 
judging from his latest creation, Daireikai 
(Great Spirit World), a full-length film depict- 
ing what happens to the spirits of people 
who die in Japan, Tamba has never read Let- 
ters from the Earth by that American master of 
subversive humour, Mark Twain. 
Heaven is boring, Satan says in letters 
g written by Twain, because there is no 
s X nd everyone must sing, play 
the harp, and mix together in social 
equality and racial harmony. But 
worse, "there are no exercises for the 
intellect, nothing for it to live upon." 
Satan's mind would quickly at- 
rophy in Tamba's dull spirit world. 
According to one of Tamba's 42 
books on the subject, heaven is about 
1,000 km directly above the Earth and 
rotates with it. "When Japanese die, 
they naturally go to a Japanesque 
place," Tamba assures his ethnically 
conscious followers. "But," he adds 
as though to lure the internationally 
spirited, "because there is no concept 
of time or space throughout the spirit 
world, anyone who wants to go 
[from the Japanese village] to the 
American village can be there in an 
instant." 
Tamba promises nothing less 
than everlasting youth and beauty 
for the good people on Earth. Visions 
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Age 


of his heavens and hells vary with the artist, 
but most illustrated books show youthful, 
even erotic spirits rising from the death beds 
of the wrinkled elderly, usually women, the 
middle-aged variety of which constituted 
most of the audience in the theatre showing 
his film. 

The film is a preview tour through the 
kinds of spirit worlds that await us all. A bus 
full of good, ordinary, and bad Japanese col- 
lides with a car in which an American 
womanisriding with a Japanese man and his 
dog. The bus careens into a ravine and many 
passengers are killed. The woman is killed, 
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School of the future in Tamba’s heaven. 
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panese youth with house pests. Depicting a 
war between man and roach, Hiroaki 
Yoshida’s film amusingly blends live action 
with animation. His youthful targets replace 
food for thought with gourmet cuisine and 
bask complacently in the assumption that 
the world loves Japan. The roaches’ feast on 
table scraps in a bachelor’s apartment ab- 
ruptly ends; the insecticide holocaust is just 
around the corner. 

These days, directors swimming deeper 
waters either wind up seeking finance 
abroad or sinking into oblivion. As an inde- 
pendent producer, Itami must make com- 
promises: losses on one production seri- 
ously jeopardise the next. “What is hardest 
is to find a balance between reaching the 
widest possible public and putting across 
what you really want to say.” The answer, 
of course, lies in laughter. ^ 


the man is thrown into the river, and the dog 
drowns when he jumps into the rapids to be 
with the floating body of his master and both 
plunge over a high waterfall. 

The spirits of all the dead levitate to the 
first part of Tamba's spirit world, a kind of 
purgatory where the dead meet their ances- 
tors and the spirits of others they had 
known in the human world. It is here that 
one's past catches up and decides one's fu- 
ture. The good go to heaven, the bad go to 
hell, and the ordinary have to run a few ob- 
stacle courses before their fate is sealed. 

People who were blind or lame in this 
world can see or walk in the next. The 
American woman becomes miraculously 
fluent in Japanese after her transmigration. 
The Japanese man finds the American 
woman, who seems to have gone to Japan- 
ese heaven because she had admired Japan- 
ese paper umbrellas. 

While straying into what narrator Tamba 
calls “the forest of lingering sexual desire," 
the man and woman are attacked by a 
lustful mob, and the woman is ab- 
ducted. The man, played by Tamba's 
son, continues to wander through the 
different spirit worlds until he finds 
the woman living in an idyllic Japan- 
ese village where she makes paper 
umbrellas, sings folk songs, and be- 
lieves that her remote ancestors were 
Japanese. 

One day the American woman 
and other village maidens go into the 
mountains, open their umbrellas, 


| "A 4 & leap into a canyon, and glide back to 
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the human world. The Japanese man 
tries to emulate the woman but falls to 
hell, not for having done wrong, but 
because he is the movie's tour guide. 
Hell is full of the living dead who 
broke moral laws in the human 
world. There is a special forest for the 


suicide, which Tamba considers one 
of the greatest of sins. He has bor- 


spirits of people who committed — 
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rowed this disdain for suicide straight from 
orthodox Buddhism, which teaches that a 
person should brave life to its natural end, 
and that wilful escape merely worsens one's 
karma. 

Hell is not a divine punishment, but 
something that one invites upon oneself, 
Tamba teaches rather than preaches, for he 
does not wish to call his moral system a reli- 
gion. He simply believes that being kind and 
doing good means happiness in the human 
world. 

Twain's Satan would appreciate Tamba's 
heaven to the extent that it allows sexual en- 
joyment for married couples who want it. 
Sex, like food and drink, is not essential in 
j; paradise, though, while in hell all the appe- 


tites continue to cause perpetual rivalry be- 
tween people as well as misery. 

Unlike Tamba's sexually graphic books, 
the family-rated film limits heavenly love to 
holding hands and hugging. His most re- 
cent books, though, are for sale in theatre 
lobbies, along with five video tapes and five 
audio cassettes of his popular lectures. 

The entrepreneur has promised the con- 
struction of Reikai rando (Spirit world land), a 
Disneyland-style amusement park where 
the paying faithful and curious can see 
holograms of themselves floating above 
their own bodies, and then board a cable car 
that begins in purgatory, swings through 
hell and heaven, and ends back to earth at 
Tamba's souvenir stands. 





PAKISTAN 


Music programme pits mullahs against government 


Pop star wars 


By Ahmed Rashid in Lahore 


akistan’s state-controlled television 
P network has become a convenient 
target in the tussle between the gov- 
ernment of Prime Minister Benazir Bhutto 
and Islamic fundamentalists over the role of 
Islam in everyday life. At the centre of the 
feud are programmes which showcase pop 
stars and cater to Pakistan's young people. 
` Within days of Bhutto assuming office on 
2 December, mullahs (religi- 
ous leaders) and the opposi- 
tion launched a campaign of 
condemnation against Music 
89, the first pop music pro- 
gramme ever broadcast on 
Pakistani television. The 
musical revue has found an 
instant audience since its 
debut, offering a steady 
mix of local bands singing 
Urdu pop songs and folk 
groups performing ethnic 
and traditional songs. Until 
Music 89, most local pop 
stars had not performed on 
television. 

But mullahs and opposi- 
tion leaders who belong to 
Islamic parties were outraged, and flood- 
ed newspaper offices with derogatory 
letters claiming that Pakistan's youth was 
being perverted and that Islam was in 
danger. 

The subsequent furore over Salman 
Rushdie's novel The Satanic Verses, which 
erupted in Pakistan when five people were 
killed in a demonstration against the Ameri- 
can Centre in Islamabad in February, has in- 
tensified the attacks by religious conserva- 





Hassan fuels feud. 


tives on any form of modern youth culture 
on television. However, Pakistan Televi- 
sion's (PTV) new managing director Aslam 
Azhar has not backed down, and the station 
continues to give young people a carefully 
selected form of modern entertainment — 
something they did not have when former 
president Zia-ul Haq was in power. 

Nazia Hassan, Pakistan's biggest pop 
star, has become the lightning rod in the 
storm over Music 89. The 23-year-old Has- 
san is credited with introduc- 
ing Urdu pop music to the 
world. She had her first hit, 
which she sang with her 
brother Zoheb Hassan, 
when she was only 14. Since 
then, she has had five al- 
bums that have topped the 
charts in Southeast Asia. 

She is single and spends 
much of her time with her 
family in London, where she 
has completed a law degree, 
rides around in a Rolls-Royce 
and is known for her outspo- 
ken views on popular cul- 
ture. 

While her stable of fans 
grew, she was never popular 
with the mullahs during Zia’s tenure, largely 
because she sang with her brother and 
swayed to the music. Female pop fans 
shown on Music 89 swaying to music also 
were considered outrageous by the mullahs. 
(Aslam Azhar tactfully resolved the issue 
the next time by handing all the girls large 
Pakistani flags to hold onto while they 
swayed. No mullah could question female 
enthusiasm for the Pakistan flag.) 

Hassan now has been given her own 
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Tamba, who polished his English as an 
interpreter for Gen. MacArthur's Occu- 
pation forces in Japan after World War II, 
has appeared in non-Japanese action films 
like The Seventh Dawn and You Only Live 
Twice. He shows off his English at the begin- 
ning of Great Spirit World, in a scene in which 
he plays himself joking with foreign experts 
on the afterlife. 

Tamba has found a profitable way to re- 
mind his compatriots, as Santa Claus does 
children, that they had better be good and 
better not cry. Despite Tamba's easy smile, 
the ruggedly handsome, movie and TV star 
seems to be dead serious about life. If God 
ever banishes him from heaven, it will not be 
for good satire, but for bad parody. E] 


music and talk show programme on PTV, 
which will be aired by the end of April and 
will almost certainly send PTV ratings ^^^7- 
ing. "Young people are tired of g 
preached to. They are fed up with the lack of 
amenities for expression and the cultural 
sterility of the past. They relate to my songs 
because I am from their age group," she said 
in a recent interview. 

In her recent television appearances, 
Hassan hardly strikes a pose as a mini- 
skirted femme fatale of pop music. She 
wears little make up and is covered from her 
head to her toes in the traditional shalwar- 
kameez (pant suit) of Pakistani women. 

She said she intends to include articulate 
young guests on her talk show who would 
never normally get an airing on television, 
and introduce young singers. She promised 
that the dangers of campus violence and 
drugs would be discussed. Hassan believes 
that no matter how prudent sheis, the show 
is bound to produce another storm of pro- 
test from the religious establishment. 

Since the Rushdie affair, which has led to 
an attack by religious conservatives on s- 
pects of modernism and Western infht D 
even popular culture has been drawn into 
the political arena, she said. "Everything in 
Pakistan, even the way you sing a song is 
highly politicised now," said Hassan, echo- 
ing the views of many artists. 

The Pakistani public, both deeply religi- 
ous and comfortable with a secular way of 
life, is also divided on the impact and role of 
Western popular culture. Moreover, popu- 
lar culture is now making huge dents in the 
rural areas. Tractor drivers in rural Punjab 
have traditional folk music blaring from their 
cassette recorders, but Hassan's pop songs 
also are immensely popular. 

So far the government has not attempted 
to intervene directly in this debate. Rather, 
the government's television and radio policy 
is to allow a free-for-all in musical tastes. For 
conservative Muslims, this is an anti-religi- 
ous and offensive policy. For many artists 
and many of those who watch television 
or listen to the radio, it is a welcome 
change. Š 
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Improve your 
exports with a 
little import. 


Successful marketing of your pro- 


duct internationally requires a 
successful package. 


And behind every successful . 


package, there's a cost-effective 
packaging line where precision- 
engineered machines do the 
work efficiently. 
We know because we're 
the 270 member companies 
of PMMI — the Packaging 
Machinery Manufacturers 
Institute in the United States. 
We design, build, and sell 
packaging machinery that's 
tough, dependable, and flexible. 
Our machines can handle 
any product, regardless of size, 
shape, weight or ultimate use. 
Today, with the dollar more 
reasonably priced, our machines 


are a bigger value than ever. Our 
international sales are up 70% 
over last year. 

So when you're looking for 
production solutions to your next 
packaging challenge, think of us. 
We're the American packaging 
machinery industry. 

You can reach us with a 
single letter stating your require- 
ment briefly. Those of us who 
can help will contact you 
directly. 

Or you can find us in our 


new 319-page “PMMI Packaging 
Machinery Directory.’ To order, 
please include US $15 for inter- 
national shipping. 

Agent and distributor in- 
quiries also welcomed. 
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At a loss for words 





Literature and Liberation: Five Essays 
from Southeast Asia edited by Edwin 
Thumboo. Solidarity Publishing House, Manila, 
P60 (LIS$2.85). 


This book's misleading title has a dated 
air to it; the autobiographical essays say 
more about an increasingly out-of-place 
generation of writers than about "libera- 
tion." It has little justification for its existence 
other than the contributors' bonhomie at a 
writers' conference back in September 1985 
and a Toyota Foundation publishing sub- 
sidy. For all that, the slim volume (153 
pages) does have something to say. 

One of the strongest themes is a lament 
for creative English usage in Southeast Asia. 
A former Malaysian citizen now living in 
Australia; Ee Tiong Hong writes bluntly 
about the dishonesty and stultification dis- 
cerned in contemporary Malaysia's "Malay 
cultural hegemony.” Ee deplores the 
"dearth of creative writing in English" and 
notes that a century and a half of British colo- 
nial rule in Malaya had not produced any 
writer in English “who could have set the 
nation on fire." Neither, he says, had any 
immigrant language; nor, "despite the suc- 
cessful politics of the Malay writers," had 
Malay. “Malay had interesting pos- 
sibilities," he writes somewhat airily, "but it 
would take some nerve for a non-Malay to 
lead it out of its feudal origin." 

Recalling with undisguised nostalgia his 
tutelage into rigorous English usage, Ee 
notes wistfully that his was the last genera- 
tion to have been educated entirely in Eng- 
lish. "Many of us who write today in English 
feel we are holding on to ropes of sand," 
writes Filipino F. Sionil José, "that we may 
become irrelevant and extinct, unread by 
our people just as our literature in Spanish is 
entombed." 

Other contributors describe the rigour of 
colonial tongues. Ee even remembers the 
beauty of another colonisers tongue: 
"Those two years [in Japanese school] were 
not wasted," he writes, recalling fondly va- 
rious Japanese children's songs and even 
haiku verse. 

Of the occupation, Mochtar Lubis re- 
members only brutality, the Japanese's 
"empty lies," and their ruthlesnesss in 
exploiting Indonesia's resources. Lubis’ 
essay clanks heavily with boilerplate 
phrases. The man who wrote the intensely 
evocative Senja Di Jakarta (Twilight in Jakarta) 
finds it necessary to “opt for the emancipa- 
tion of our downtrodden, exploited and 
poor masses,” asking at the same time about 
a “role” for literature “in the transformation 
of cultural values [to] make the world safer 
for all living beings on this earth.” 





In contrast to this grandiloquence, Sionil 
José seems concerned with the Philippines’ 
cultural aimlessness. “How many times 
have we been awed by our [Asian] neigh- 
bours, by their granite monuments and 
fabulous ruins?” he laments. “Go find us a 
temple, we often tell our archaeologists, half 
in fun, but in our heart of hearts with wish- 
ful longing . . . we know these monuments 
are not there, that we have to build them 
ourselves.” At another point he notes: “We 
[Filipinos] have no moorings to break away 
from. It seems fitting that the first apparent 
‘native’ writer, Francisco Balagtas, felt it 
necessary to set his 18th-century allegorical 
romance in Albania, of all places.” 

In yet another contrast, Sulak Sivaraksa’s 
essay presents a chronology of Thai pam- 
phleteering; much too much space goes into 
fighting old quarrels, however, as he rakes 
over details about which non-Thais know 
nothing. More oddly, Sivaraksa plunges 
into “liberation” of a rather more transcen- 


British Penang: unlettered in the colonial tongue. 
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dental variety. He calls for "a shift of values 
from self-assertion and competition to coop- 
eration and social justice, from expansion to 
conservation, from material acquisition to 
inner growth...” and soon. 

But the baffling piece by Singapore's 
Edwin Thumboo dwarfs even these mean- 
derings. For a start he is an almost impenetr- 
able writer. Try this: "A continuum of ac- 
rolect, mesolect and basilect.” When not 
thrashing about in these obscurities, Thum- 
boo's essay reads like a government broad- 
sheet: "Honest government is a necessity, 
not a luxury," he intones. He reprints some 
of his jejune earlier verse: 


Depart White Man . . . 
You whored on milk and honey 
Tried our spirit, spent our muscle . . . 


Stirring stuff, Thumboo implies, when 
measured against today's more prosaic 
times in which "the aesthetic side of t 
Singaporeans has yet to develop." B 

While intriguing in parts, Literature and 
Liberation is thus surprisingly unfocused. It 
does an injustice to those of its contributors 
who know how to write. The Toyota Foun- 
dation should scout for another editor next 
time. m James Clad 








Beyond the conventional view 





Shackles by Armijn Pane. Translated by John 
McGlynn. Lontar Foundation, Jakarta. 
US$7.35. 

It is always refreshing to escape the 
popularly held view that Indonesian society 
is as complex as it is diverse; that outsiders, 
particularly Westerners, can never hope to 
understand the country without a deep 
knowledge of its culture. Many Indonesians 
project this opacity as a shield against too 
much scrutiny. It is a trait detectable in other 
countries of the region too. 

This myth of incomprehensibility is 
slowly fading with the current publishing 
fad for Asian literature in translation. John 
McGlynn's excellent translation of Armijn 
Pane's Shackles (Belunggu in Indonesian) is a 
good example of works that deepen our un- 
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derstanding of Indonesian life. The pub- 
lisher, Lontar Foundation, is a non-profit or- 
ganisation based in Indonesia whose aims 
are to foster a greater appreciation of In- 
donesian literature and culture by support- 
ing the works of authors and translators. 
There are about five more works currently 
being translated. So far all the titles are being 
supported by patrons. 

This, Pane's only novel, first appeared in 
1940. The North Sumatran author died in 
1970. In both style and content the book is 
regarded as a milestone in Indonesian litera- 
ture. William Frederick in his introduction 
echoes other critics in describing Shackles as 
"an easily recognised watershed dividing 
genuinely modern Indonesian literature 
from everything preceding it." 

The novel is aptly described as one in 
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One thing's certain, if success was 
worth achieving, it's worth safe- 
guarding. And, in today's uncertain 
conditions, that may be a full-time 
career in itself. 

Can you afford the time to assess 
how political and economic trends 
are likely to affect the value of any 
assets you hold overseas? To research 
and evaluate new and potentially 
rewarding forms of investment? Or 
to plan your affairs in the most tax- 
efficient way available? 


Happily, if you can't, there is a 
practical alternative. It's called 
International Private Banking from 
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which the Western reader may feel involved 
— it is "not buried in obscurist depths of In- 
donesian culture but a human story with 
universal appeal." Partly autobiographical, 
it is the story of a well-respected but unhap- 
pily married physician, Dr Sukartono. Es- 
caping the pressures of his domestic and 
professional life, he finds solace in the arms 
of a former prostitute and popular singer. 

The real depth to this novel, though, lies 
in the way the author explores the feelings 
of his characters as they play out this all too 
familiar and predictable scenario. This is also 
where the reader senses how revolutionary 
the book must have been for its time — and 
to some extent still is. 

In the first place, the singer-cum-woman 
of ill-repute, Rohayah, is endowed with all 
the qualities of a well-educated lady of so- 
ciety. By contrast, the doctor's wife is pro- 
jected as something of a flirt; “I have the 
right to my own individual pleasures and 
d S," she says. Far from feeling guilty 
aw. What he is doing, Dr Sukartono more 
realistically indulges in a rationalisation 
process that is palpably human rather 


than bound by cultural or social mores. 

Even in translation, the astonishing di- 
rectness of language and clarity of thought 
are at times breathtaking — all the more so 
when one considers that the novel would 
have raised eyebrows in the Europe or 
America of 1940. 

Beyond the purely human story, there 
are levels to be plumbed in this book for 
those interested in Indonesian nationalism 
and the struggle for independence. Fre- 
derick alludes to the book’s anti-idealistic 
themes that would have been lost on the 
fiery nationalists of the day. Indeed, one of 
the most striking characters is the disil- 
lusioned nationalist Hartono, who asks the 
doctor what he can prescribe for “lost hopes 
and dreams.” 

Yet it is often these attempts at home- 
spun political science, reflecting no doubt a 
common intellectual pursuit of the time, that 
render this book dated: “If you can under- 
stand mathematics and its secrets, you can 
understand people,” writes Hartono to Dr 
Sukartono. For the historian there are some, 
though not many, vignettes on the 
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The Middleman and Other Stories by 
Bharati Mukherjee, Grove Press, New York. 
US$15.95. 





phosis” — which evolve from the encoun- 
ters of Asian immigrants and Anglo-Saxon 
Americans. The people in her stories are 
Asians from India by way of Uganda, 
Trinidad, or Canada; Amerasians from 
Saigon; escapees from Afghanistan; expat- 
rates from the Philippines; and elsewhere. 

ese fine-tuned stories reflect Mukher- 
jee s own experience of migration. She was 
born in Calcutta in 1940, emigrated to 
Canada, and after 14 years there moved to 
the US. Winner of the US' prestigious Na- 
tional Book Critics Circle 1988 award for fic- 
tion, Mukherjee now teaches writing at Col- 
umbia University. 

That her characters view the countries 
they have left behind as culturally oppress- 
ed, socially deficient, or technologically 
backward will probably reinforce a few more 
ethnocentric Americans in their attachment 
to the old notion of the US as a welcoming 
haven for the dispossessed. In her best 
stories, though, Mukherjee's irony, wit and 
acuteness of observation work to pierce the 
conventional myths of the old world's en- 
counter with the new. 

In at least four of the eight stories, the 
sexual encounters of women and men — 
whether it is an Anglo-Saxon male with an 
Asian female, or a Western-educated Asian 
woman with an Asian man from the home 
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country — seem to epitomise, for Mukher- 
jee, the conflicting cultural indices and mor- 
als of East and West. 

In A Wife's Story, for instance, the charac- 
ters take their cues and vent their passions 
around their sensual appetities. The wife, 
Mrs Bhatt, is enrolled in a special education 
course in New York City 
while her husband is manag- 
ing a factory near Bombay. 
Two oceans away from her 
spouse, Mrs Bhatt has found 
a Hungarian boyfriend. But 
when her husband comes to 
New York to visit, she duti- 
fully accompanies him, 
watching him devour “piz- 
zas, burgers, McNuggets.” 
Nothing dims his delight 
with the flourishing con- 
sumer culture of the West. 
On the last night, before her 
husband leaves, Mrs Bhatt 
surveys her naked body in a 
mirror, thinking: “I am free, 
afloat, watching somebody 
else.” She has already severed clan ties, 
moved her psyche from the old country to 
the new, and become free as an individual, 
the author suggests. But at what price, this 
reader wonders. 

In another story along the same lines, 
Jasmine, a young Indian Trinidadian, ends 
up working as a domestic for an American 
molecular biologist and his wife, a perform- 
ing artist. One evening, when the wife is on 
a road tour, the husband seduces this 
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nationalist movement. More interesting, 
perhaps, are the descriptions of old Batavia, 
as Jakarta was known under the Dutch. 

The doctor and his wife attend a bazaar 
with all the trappings of a European village 
féte. Their home is situated in the leafy sub- 
urb of Weltevreden, now called Menteng. 
At one point, the author describes a singing 
contest in a market area known as Gambir, 
a place now erased from the face of modern 
Jakarta: “The streets around Gambir had 
been transformed into luminescent rivers. 
Small food stalls stood everywhere, their 
kerosene lanterns glowing brightly. 
Peddlers milled among the crowd hawking 
their wares: everyone pressing forward, try- 
ing to get closer to the floodlit building of 
Gambir market.” 

Although marred by a few printing er- 
rors, McGlynn’s translation is remarkable 
for the way it never prompts the reader to 
ask if anything is being lost by reading the 
book in English. There is a glossary at the 
back, though symptomatic of the time the 
book was written, most of the words are 
Dutch. a Michael Vatikiotis 


"flower of Trinidad." The author describes 
Jasmine as viewing herself as a "bright, 
pretty girl with no visa, no papers, and no 
birth certificate. No nothing other than what 
she wanted to invent and tell. She was a girl 
rushing wildly into the future." 

In Orbiting, Rindy, the daughter of sec- 
ond-generation Italian Americans, invites 
her current boyfriend, Roashan, to 
Thanksgiving dinner. The father mistakes 
Afghanistan for Ethiopia, telling Roashan: 
“We saw your famine camps 
on TV. Well you won't 
starve this afternoon." At 
dinner Roashan talks of 
Kabul and his arrest, causing 
discomfort, even embarrass- 
ment, to those who have 
never been exposed to 
"Third World passion." But 
Immigrant Transformation 
looms: he will become 
American yet — the story 
ends with Rindy looking at 
him lovingly and thinking: “I 
will give him citizenship if he 
asks . . . I shall teach him 
how to walk like an Ameri- 
can... how to fill up a room 
as Dad does instead of melt- 
ing and blending but sticking out in the Af- 
ghan way." 

In a New York Times essay, Mukherjee 
says of recent immigrants to the US that 
"they have all shed past lives and lan- 
guages, and have travelled half the world in 
every direction to come here and begin 
again . . .” Her characters envisage Ameri- 
can territory as their launching pad, with 
themselves shuttling towards a future with- 
out memories. m Russell Leong 
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South Korean workers turn against foreign-owned banks 








By Mark Clifford in Seoul 

outh Korean unions, which have 
been mounting a strong nationalist 
attack on foreign firms in the past 
year, have made foreign banks a 
target in this spring's labour offensive. In the 
most recent incident on 21-22 April, three 
Citicorp managers — twoofthem Americans 
— were held hostage for 27 hours by union 
activists at the bank's Diners Club offices. 

The unions' earlier campaigns against 
foreign companies have scored several 
major victories. They successfully unionised 
IBM and Motorola, the first time either US 
multinational has recognised independent 
unions anywhere in the world. And they 
staged bitter, sometimes violent, actions 
against two electronics companies which 
closed their plants and withdrew from the 
country. 

While Citicorp says the labour situation 
will not reduce its commitment to South 
Korea, other bankers warn that spiralling 
wages may force them to cut 
back their activities. 

Many foreign banks in 
South Korea are squeezed 
between the government 
and labour. Their traditional 
lending business, which was 
lucrative during the 1970s 
and early 1980s, has dried up 
as South Korea's current-ac- 
count surplus has swelled. 
But the conservative Minis- 
try of Finance has continued 
to keep a tight grip on the 
banking system, limiting the 
banks' ability to develop 
new, more profitable won- ^ 
based business lines, suchas  — 
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products. 

Against that backdrop, bankers have told 
each other that they must hold tough 
against the unions. But the unions have 
been successful in winning pay rises of 20- 
50% in each of the past two years. 

Lloyds Bank, which was targeted by the 
association of foreign bank unions, has just 
agreed to a pace-setting 47.4% increase for 
the year. The union had originally asked for 
165%. 

A Citicorp sampling found that its South 
Korean employees were the highest-paid in 
Asia after Japan (and just behind those in 
Australia), and well ahead of Hongkong, 


Singapore and Taiwan. Its employees in 
Seoul average US$18,000 a year; including 
benefits and severance pay entitlement, the 
figure climbs to US$24,000. 

Yet high wages seem no deterrent to 
union activity. Employees at Mitsubishi 
Bank, some of whom earn more than Won 2 
million (US$3,030) a month, have filed 
notice of a labour dispute, which is a man- 
datory step before a strike can officially 
begin. 

Local commercial banks have largely 
been spared union activity, though their 
wage scales are only about 66-75% of 
those of foreign banks. The unions are 
targeting the foreign organisations because 
they are seen as wage leaders, whose 
salary levels will affect those in the industry 
generally. 

Another reason for the union militancy at 
the banks are the shrinking job opportuni- 
ties for employees of the foreign banks and 
the obstacles to Koreans moving to the top 
of foreign organisations. But much of the 
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movement draws its strength from the in- 
creasingly xenophobic nationalism in South 
Korea. 

Union activists have found nationalism 
to be a good organising tool. For example, a 
floor-to-ceiling poster stretches 20 ft across 
the rear wall of the Seoul office of Barclays 
Bank, depicting a group of Koreans driving 
off Barclays’ corporate eagle. 

Another poster shows a Korean beating 
a British table tennis player. Daily singing of 
the South Korean national anthem is com- 
mon at foreign banks involved in labour dis- 
putes. 
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Labour’s love lost 


Four foreign bank branch manager 
have left South Korea in the past yea 
because of their inability to handle th 
confrontation with their unions. At tw: 
of those banks, the departure of the mar 
ager was a condition of the labour settle 
ment. 
Foreign banks are unhappy that th 
country's mediation process has not worke 
well for them. And they are worried abou 
union demands for control over personne 
decisions. One union demanded ther t 
approve the reassignment of expatria... „~I 
sonnel who were being moved so that thi 
bank would not cut its presence in Soutl 
Korea. 
British bankers are laying thi 
groundwork for intervention by thi 
Bank of England. If the government doe: 
not set out clear labour laws, and appl; 
them to foreign firms, they say that th 
London representative of the Bank of Kore; 
(the central bank) is likely to be “invited” t 
tea at the Bank of England to discuss th 
banking situation in Seoul 

* Both labour and financial re 
form issues are likely to be or 
the agenda. 


ther governments are 
also taking notice o 
the labour situation 
The US Embassy re 
cently expressed concern ahm 
the manager of a joint-v. 
life insurance company, ), 
being held hostage briefly by 
workers. 

Foreign manufacturing 
companies face a different set o! 
problems. Some have decided 
to cease operations in South 
Korea because higher laboui 
costs mean they are no longer 
competitive. Two US firms, Tandy Corp. 
and Pico Electronics, provoked worker 
protests when they closed suddenly, 
leaving wages and severance entitlements 
unpaid. 

While Tandy says that arrangements for 
the outstanding payments have been made, 
workers from the company’s plant in the 
Masan export zone seized a Tandy affiliate’s 
office in Seoul. They held the Korean former 
manager of the plant, Lee Chang Ku, hos- 
tage for several days before he escaped. 
While Lee was being held, union president 
Kim Jung Im said: “We are holding him as a 
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bargaining chip. We think that it is the only 
chance we have to negotiate with US man- 
agement." 

Women workers spread paint thinner 
around the Seoul office and threatened to ig- 
nite it and commit suicide, if their demands 
were not met. They say that they do not 
want the back wages but instead want to 
negotiate with Tandy to return to the coun- 
try. Union acitivists say that Tandy should 
continue its operations in South Korea, even 
at a loss, to repay the profits it has made in 
the country since it opened its plant in 
1972. 

"The profits they made for the past 17 
years should be returned to us," says union 
president Kim Jung Im. “What I don’t un- 
derstand is that we were never consulted 
[before the decision was made to close the 
factory ]." 

Union activists are threatening that un- 
less the sitution is solved with help from the 

'overnment, anti-Americanism will in- 
~~e. "If we don't have any response to 
our justified appeal, then we will fight 
against America," says Tandy's Kim. 

Labour activists dismiss the suggestion 
that foreign investment might slow because 
of labour costs or militant unionism. "The 
[South] Korean economy has a very big po- 
tential for foreign companies," says Lee 
Byoung Hoon, vice-president of IBM's labour 
union and the secretary of the coordinating 
council of foreign-invested company trade 
unions, which was formed in April. "Who- 
ever wants profits will come here." 

Most of the union activists at the foreign- 
invested firms, like many at South Korean 
companies, are under 30. Their nationalism 
is not to be taken lightly. They came of age in 
the waning years of Park Chung Hee's pre- 
sidency, which ended with his assassination 
in 1979, or in Chun Doo Hwan’s Fifth Re- 
public. 

It was a time of great economic ac- 

lishment, when South Korea moved 
into the ranks of the developed nations. In 
the past 10 years almost anything has 
seemed possible for South Korea. Many of 
the country's policies were geared towards 
national self-development with a minimum 
of foreign help, an uncanny parallel to 
North Korea's juche (self-reliance) phi- 
losophy. 

So it is little surprise that many of the 
more politically minded of the younger gen- 
eration think of foreign companies as 
exploitative. Moreover, given the country's 
success it is also understandable that they 
imagine foreign companies will come to 
South Korea regardless of their demands. 

Working for foreign companies, once a 
sign of prestige, is now a source of embar- 
rassment. Or so claim some foreign bank 
workers, who say that they deserve higher 
pay because they must endure the "pain 
and humiliation" of working in a foreign 
firm and the stress of conducting business in 
English. Li 
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China’s austerity programme hits foreign ventures 





By Elien Salem in Hongkong 


hina's austerity programme has bit- 
C ten hard on the economy of Guang- 


dong in South China, producing 
acute liquidity problems for foreign-invest- 
ed ventures and local firms, and 
foreshadowing a major contraction of the 
province's foreign trade. 

Over the past month, the depth of the 
cash crisis is clearly shown in the local mar- 
ket exchange rate for China's currency, the 
renminbi — the scramble for cash has seen it 
appreciate against the US dollar from 
US$1:Rmb 7, to US$1:Rmb 5.8 in Canton 
(the official exchange rate is US$1:Rmb 
3.72). 

Throughout Guangdong, most foreign 
joint-venture companies, state-owned firms 
or smaller collectives are strapped for ren- 
minbi while awash with foreign exchange. 
This cash crunch is a result of Peking’s ef- 
forts to reign in China’s overheated econ- 
omy and spiralling inflation by cutting 
loans and overdraft facilities extended by the 
state-run banks. 

Several joint ventures have told the 
REVIEW that their overdraft facilities for ren- 
minbi working capital loans — which are, in 
theory, guaranteed up to 60% of equity 
under most joint-venture agreements — 
have been withdrawn or sharply cut. At the 
same time, the local partners — mostly state 
or municipal bodies — are not plowing back 
their renminbi dividends into the ventures 
as in the past. Instead, they insist on di- 
vidend payouts. 

To overcome the shortfall, some joint 
ventures are issuing their own interest-bear- 
ing notes to local staff with rates of 14-15%. 
(As of 1 February, interest rates on one-year 
term deposits with banks were set at 
11.34%.) Chinese-owned enterprises and 
provincial departments are using similar tac- 
tics, too. 

More harmful, in the short run, is that 
the cash shortage is causing the province's 
foreign trade to slow down. The secretary of 
the Canton communist party committee, 
Zhu Senlin, has appealed to the State Coun- 
cil to "leave one side of the net open." He 
said that foreign-trade turnover for the first 
two months of 1989 had dropped by an esti- 
mated 20-3070 compared with the same 
period last year. The Guangdong Institute of 
Foreign Trade predicts that exports will be 
30% below last year's US$7.4 billion. 

Zhu said working-capital funds were 
short for foreign trade enterprises, stocks 
were running down — at present, foreign 


FAR EASTERN ECONOMIC REVIEW 





No money in the bank 


trade corporations are short Rmb 100 million 
in the funds they need to procure goods. In 
addition, foreign firms in Canton will have 
even less access to bank credit than last year, 
which was less than they needed. 

Even harder hit by the cash shortage are 
Chinese-owned local industries. Canton's 
vice-mayor, Lei Yu, said bluntly: “The city's 
current financial situation is grim, and it is 
essential to do everything possible to ex- 
pand the sources of capital and seek invig- 
oration within austerity.” 

The Guangdong People’s Bank sees a 
need — which is not expected to be met — 
for an increase in credit of about Rmb 20 bil- 
lion to fund normal foreign trade and com- 
mercial transactions. In part, the need for 
credit is based on a projection that industrial 
growth will remain at about 20% despite Pe- 
king’s desire to limit it to 8.5%. 

In addition, huge sums are needed from 
the banking system to fund Guangdong’s 
1989 purchase of sugar, fruit and grain from 
other provinces; to replenish stocks in the 
state-owned raw material warehouses; and 
for many essential provincial projects, the 





Canton port: trade falls. 


Mi Ls 
x 


A 


approvals of which were postponed late last 
year because of the fund shortage. 

The cash crisis can only worsen, as for- 
eign joint ventures and local enterprises 
move outside the official banking system toi 
raise needed capital and circumvent auster- 
ity measures by issuing their own interest- 
bearing notes. A Hongkong economist has 
suggested that these sort of fund-raising, 
transactions will increase sharply in the 
coming months. 

As the shortage worsens, interest rates 
Offered by enterprises will rise even further, 
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bringing out from under the mattress the 
huge sums of hoarded cash which nation- 
wide is estimated to be around Rmb 180 mil- 
lion. This process will exacerbate the liquid- 
ity shortage in the official banking system. In 
fact, an alternative banking system is emerg- 
ing. 

Fear of using the banking system is also 
aroused by a recently enacted provision that 
all large transactions between enterprises 
must be handled through banks, not in 
cash, so that the state will be better able to 
track enterprises’ dealings. This regulatory 
move has already resulted in a big rise in 
cash and barter dealings, as firms seek to 
evade state surveillance. 

Cash leakage from the banking system is 
also shown in the fall in saving-account de- 
posits in Guangdong last year, as individu- 
als spent heavily in anticipation of rising in- 
flation or simply hoarded money. But these 
funds outside the banking system will do lit- 
tle to remedy the crisis facing Guangdong. 
Already, the province has been forced to call 
a halt to several key construction projects. 
For example, the Gaoyao-Maoming railway, 
due for completion next year, has not yet re- 
ceived approved funding — it is currently 
Rmb 82 million in debt. 

The cash crunch also foreshadows bank- 
ruptcy and rising unemployment. In fact, 
say economists, there have already been a 
number of unreported bankruptcies which 
have been alluded to in an article on the wor- 
sening employment situation in Canton 
published by the China News Service. 

Official unemployment in Canton is ex- 
pected to top 100,000 this year, but this does 
not include the many who have flooded into 
the city in recent months in search of jobs as 
austerity measures elsewhere have led to 
the collapse of rural industries. As many as 
2.5 million people have been reported enter- 
ing Canton since late last year. And planned 
retrenchments — "optimisation of the la- 
bour combination" — at about 80% of 
municipal enterprises will throw more job 
seekers on the market. 

Guangdong's special economic zones 
(SEZs) are also feeling the pinch. In Shen- 
zhen SEZ, for example, wages and bonuses 
last year increased by 60% over 1987 while 
overall purchasing power surged by 14196 
— far higher than the 54% increase in indus- 
trial output in 1988. Shenzhen also had an 
. influx of 280,000 job seekers which has put 
_ pressure on food supply and undermined 
price control. 

Austerity cuts have caused a shortage in 
loan capital for the SEZs, too, which is affect- 
ing production. Zhuhai SEZ is estimated to 
be lacking Rmb 600 million in capital and 
US$180 million in foreign exchange. Since 
last October, Shenzhen has been short of 
loan capital and bank savings have plum- 
meted. In part, this is due to the recently im- 
plemented state policy of taking 80% of the 
foreign exchange generated by the zones' 
enterprises. m" 
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Taiwan 's leading exporter has changing strategies 


Mills and money 


By Jonathan Moore in Taipei 


aiwan's Far Eastern Textile Group, 
T one of the island's largest exporters, 

is undertaking a metamorphosis that 
reflects the aspirations of many Taiwan 
companies as they face a harsher economic 
environment which has slashed trading pro- 
fits. 

The emphasis is on diversification into 
different markets, on upgrading production 
facilities, and on establishing beachheads 
from which to attack European and North 
American markets, while at the same time 
maintaining profit levels. 

In making the leap, the group has the ad- 
vantages of a rejuvenated and increasingly 
sophisticated management, and a financial 
security that is allowing it to take advantage 
of the ills from which the rest of the 
Taiwanese textile sector is suffering. But 
whether it can realise its aspirations as a fully 
diversified international conglomerate re- 
mains uncertain. 

It has already come a long way. The com- 
pany has grown from humble beginnings as 
a family owned knitting factory in Shanghai 
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Textile factory: diversification. 


before 1949 to become a diversified group of 
more than 25 active companies — among 
them three of Taiwan's major listed com- 
panies. 

It has maintained strong ties with the rul- 
ing mainland elite, and is believed to have 
benefited substantially from them over the 
years. 

The group's flagship company, Far East- 
ern Textile (FET), is Taiwan's biggest textile 
manufacturer and exporter — exports ac- 
counted for half its NT$20 billion (US$738 
million) sales last year. It is linked to the 
group's other two listed companies — Far 
Eastern Department Stores (FEDS) and Asia 
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Cement Co. (ACC) — by a complicated web 
of cross-holdings. 

The group's sales reached US$2 billion in 
sales in 1988. The retailing operation made 
NT$915 million profits on revenue of NT$9.2 
billion in 1988 and Acc earned NT$3.12 bil- 
lion on revenue of NT$8 billion. 

The group also has a securities house, 
two construction companies, and an 11-ves- 
sel shipping company. Its overseas interests 
include garment factories in the Philippines 
and Singapore, cement plants in Hongkong 
and Singapore, and a plastic bottle manufac- 
turing plant in Hongkong. The grou D 
has sales and marketing branches in Fau v» ..ii 
and Los Angeles. 

Analysts regard FET as financially very 
strong. Its debt:equity ratio hovers at 
around 1.2-1.5 from year to year — an aver- 
age level of gearing by Taiwan standards for 
an export company. FET is easily Taiwan's 
most active issuer of corporate bonds, with 
some NT$5.2 billion outstanding. 

"Far Eastern is one of the few business 
groups in Taiwan that knows how to use fi- 
nancial leverage," said one stock analyst. 
"They know how to invest it and they earn 
very high returns." 

Yet for all its size and success, these are 
challenging times for a Taiwanese exporter, 
and the group is no exception. It has several 
strategies for dealing with the changing en- 
vironment and a continuing rejuvenation of 
its management is helping the group to im- 
plement them. 

The shakeup in the traditional, Ch’--->- 
style firm started when US-educated]  ;- 
las Hsu succeeded his father, Y. Z. Hsu, as 
FET president in 1979. The elder Hsu is still 
group chairman and approves major deci- 
sions. 

The changes are important to a company 
that is moving beyond its base as a diver- 
sified manufacturing group built with the 
help of cheap labour and a booming local 
economy to one that can maintain that suc- 
cess and keep growing in a radically altered 
investment environment. 

Douglas Hsu has given priority to hiring 
younger, US-educated managers, with an 
eye towards matching FET's fast growth and 
readiness to go overseas with internationally 
minded talent. 

A top manager expressed the point: "We 
should look seriously into [that] area where 
we feel there is a shortage of talented man- 
power, because . . . our personnel develop- 
ment has not been in proportion to our 
growth." 

In Taiwan, FET is finding that its size and 
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. fits of NT$4.08 billion on rev- 
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vertically integrated structure allow it to cut 
costs and compensate for increased over- 
seas competition, higher raw materials 
costs, protectionism and the NT dollar's ap- 
preciation. 

Those diminished operating profits have 
been recovered over the past two years by 
way of large-scale, and lucrative, financial 
engineering. Overall financial management 
of the group is considered sophisticated by 
Taiwan standards. As a result, in 1988, 
while FET's operating income 
slipped by 55%, non-operating 
income rose by 150%, helping 
net profitability rise 15% over 
the year. In 1988, FET had pro- 


enues of NT$20.08 billion, but 


$ v, 
f 


Hsu. “Whereas in our case, with shrinking 
numbers of other producers, it may not be 
so bad for us to take over part of their market 
share.” 

Nevertheless, the textile company, 
whose main products are polyester and cot- 
ton yarn and fabric, is diversifying, and try- 
ing to shift from a former concentration of 
95% in textiles down to 65% to make room 
for more industrial application products. 
The diversification comes in two main areas. 
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In part, this is simply a mat- 
ti good sense, and in part it is an ac- 
c ing anomaly, since subsidiaries’ pro- 
fits accrue to that portion of the income state- 
ment, said financial vice-president Cham- 
pion Lee, and FET’s major subsidiaries all 
make profits. 

Stock analysts in Taipei point out that the 
complicated triangular cross-holdings be- 
tween the group's three listed companies 
provide ample opportunity to maximise 
inter-group investment transactions, which 
could be aided by the group's investment 
arm, the Oriental Investment Co. 

FETS huge reliance on extraordinary 
earnings raises questions about the group's 
commitment to its traditional textile base. 
FET directly exports half its products, and its 
indirect exports make its overall depen- 
dence on export markets even higher. The 
labour-intensive garment sector of FETs 
business is likely to suffer from loss of com- 
petitiveness. 

Rut the company maintains it is commit- 
t textile production and is bullish about 
its prospects, especially since, as Taiwan's 
biggest producer, it is in a position to move 
into markets left vacant by the demise of 
smaller textile companies. 

FET asserts that solid, long-term purchas- 
ing relationships and the company's vertical 
structure will provide a shield against the 
harder times it faces. Despite rising raw 
materials costs, especially in ethylene glycol 
— à key ingredient in polyester production 
— which slashed FET’s operating profit from 
NT$2.78 billion in 1987 to NT$1.26 billion 
last year, the company still considers itself to 
be in a strong position to increase textile 
capacity. 

FET has spent some 15-20% of earnings 
on capital expenditures for the past five 
years, said Lee. The result is plants equip- 
ped with modern European-made looms 
and spinning equipment which have 
helped cut FET production costs. 

“A lot of the weaker ones who are not 
risking investment will suffer," said Douglas 
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First, there is a shift into manufacturing non- 
textiles products made from polyester, such 
as tirecord, plastic packaging, plastic bottles 
and injection mould plastics. FET's chemical 
fibre division now churns out 1,000 tonnes 
of polyester filament and yarn a day. 
Second, the firm is starting a string of 
joint ventures with European firms that are 
aimed at manufacturing higher technology 
industrial products. One joint-venture idea 
anticipates a demand in Taiwan for in- 
creased sales of environmental protection 
equipment — a proposed plant with Lurgi 
of West Germany to make pollution control 


equipment. Also, when Taiwan liberalises 
banking licences later this year, FETG will es- 
tablish a bank. 

The group has several large real-estate 
projects under way, the biggest and most 
high profile of which is the construction of a 
twin tower high rise on prime land in Taipei. 
The NT$10 billion project will house the 
group's offices, a department store (FEDS' 
11th branch), and a group-owned hotel, as 
well as rental space. The 43-storey complex 
wil be Taiwan's first sky- 
scraper. 

For all that, FET has yet to 
make a substantial investment 
outside its Taiwan's borders, 
though it has been actively 
looking to buy a company in a 
field related to the textile indus- 
try or marketing. 

As one manager said: "The 
EC countries will become a 
single bloc from 1992, and also the US and 
Canada will become one bloc. We have to 
plan something to cope with the new situa- 
tion. The best thing is to have an offshore in- 
vestment.” 

The group has found it difficult to buy 
into major overseas companies. In 1987, it 
bid unsuccessfully for two plants of 
Celanese Corp., a US polyester pro- 
ducer. The company bid just under US$200 
million, Lee said but ^we underestimated 
the projected profitability, and we were 
simply outbid. But we plan to keep on 
looking." a 
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POLICIES 


A planner quits 


By Paul Handley in Bangkok 


noh Unakul, who many have seen as 
my the conservative conscience of Thai 

economic policy for nearly a decade, 
has resigned from his position as secretary- 
general of the National Economic and Social 
Development Board (NESDB), the nation's 
top planning agency. Snoh’s resignation, ef- 
fective from 30 September, underlines how 
the NESDB’s wings have been clipped in the 
eight months of Chatichai Choonhavan’s 
government. 

The NESDB had the power to review big 
capital projects, and acted as secretary and 
agenda-setter for many inter-agency bodies, 
such as the economic cabinet. This gave it 
considerable economic power. During the 
Prem government of 1980-88, Snoh, 58, led 
the NESDB in vetting major projects — and 
shot down many that were either blatant 
money-spinners for politicians, or merely ill- 
advised. Abroad, the former central bank 
governor represented the cautious planning 
that has earned Thailand widespread re- 
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spect and has produced few of the dinosaur 
projects seen in its Asean neighbours. 

But many politicians Snoh angered are 
now in office. The new government has felt 
that the NESDB, with its links to senior civil 
servants, served as a brake on development. 

Senior politicians specifically charge that 
the NESDB and allied technocrats were fis- 
cally over-cautious, with the result that they 
left Thailand without the infrastructure 
needed to cope with all the investment of 
the past two years. 

Under Chatichai, the economic cabinet 
rarely meets and the NESDB has lost its 
secretarial role in several bodies. Snoh said 
the NESDB is to focus only on long-range 
Strategic planning, and the mechanics of 
inter-agency coordination will stay within 
the prime minister’s office. 

Snoh’s successor could be his top deputy 
and long-time promoter of privatisation, 
Phisit Pakkasem. Phisit, more a high- 
growth promoter than a Snoh-like conserva- 
tive, appears to accept the government's 
central policies. a 
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BUSINESS AFFAIRS 


foreigner has crossed another of 
those psychological barriers de- 
signed to hinder business with the 
Japanese. The purchase in early 

April of a 20% stake in a car parts affiliate of 

Toyota by Texan oilman T. Boone Pickens 

breaks new ground because it is the first 

time a gaijin has bought such a big stake in a 

Japanese company without telling its direc- 

tors. Foreigners have acquired large share 

blocks of Japanese companies in the past, 
but always with the consent of the other 
substantial stakeholders. 

When Pickens breezed through Tokyo a 
| couple of weeks later on his first visit to 
^ Japan, he failed to explain what his objec- 
-| tives were in buying into Koito Manufactur- 
ing. He attacked General Motors for its re- 
| cent purchase of Hughes Aircraft, but appa- 
. | rently failed to see any problem in an Ameri- 
| can oilman raiding a Japanese headlight pro- 
| ducer. Pickens says he is thinking of run- 
| ning for governor of Texas next year, so a 
k _ poke in the eye of the US' biggest economic 
-| rival could go down well with the voters 
back home. 

- . Like Commodore Perry and his black 

| ships demanding Japan open its markets 

| 136 years ago, Pickens’ foray has wide im- 

| plications for every foreigner wishing to buy 
a piece of Japan. Whatever the outcome, the 

Tokyo stockmarket will never again seem 

like the impregnable fortress many outsid- 

ers had imagined. 

- . Beyond Koto, the message Pickens gave 
to his Japanese audience was this: national 
economies are becoming more closely integ- 
rated with each other. What the US capital 
market does today, others will surely do to- 
morrow. Hostile takeover bids have spread 

- across the Atlantic to Europe. There is no 
reason why the same thing should not hap- 
pen in Japan. It will become inevitable when 
shares are eventually traded around the 

. world 24 hours a day. 

As a champion of shareholders' rights, 

- this corporate raider has certainly touched a 

_ raw nerve in Japan. His timing could not 
have been better, for four reasons: 

_ > If most shareholders are unimportant in 

_ the US, then they are invisible in Japan — 

excluding the top two or three owners. 
Thugs are hired to attend corporate annual 
general meetings to ensure that investors re- 
main docile. 
> Perhaps 70% of all shares on issue in 
Japan are locked up in friendly hands. Pic- 
kens believes there will be a growing, per- 
ception in Japan that this is unfair, with the 
result that investors will lose confidence in 
the operation of the stockmarket. 
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»> Dividend yields, which Pickens believes 
are too low in the US (on average they are 
3.7%), are chickenfeed in Japan (0.5%) and 
getting smaller by the year. 

> The separation of ownership from con- 
trol has made some Japanese managers ar- 
rogant. Company perks and corruption in 
big business are growing — both among the 
likes of Recruit and such behemoths as Nip- 
pon Telegraph and Telephone. 

If there is a great deal of truth in what Pic- 
kens is saying, why has the Japanese stock- 
market not begun to evolve along US lines? 
The short answer is that in Japan finance re- 
mains the servant of industry, whereas in 
the US, the opposite is the case. Only in the 
US can a junk-bond inventor like Michael 
Milken earn an annual salary of US$550 mil- 
lion. 

Ever since the Meiji Restoration, a strong 
Japan has meant having competitive indus- 
try. Even now, the Japanese have no inten- 
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tion of joining a “post-industrial society" 
and as long as the country is not a front-rank 
military power, a strong industry will 
remain the foundation of Japan’s national 


security. 

The result for Japan is that the stock- 
market exists for the benefit of companies in 
the guise of their employees, not for share- 
holders. No market in the world does a bet- 
ter job of channelling people’s savings into 
the avaricious maw of big business. Simply 
listing a company’s shares on the Tokyo 
Stock Exchange (TSE) is enough to send its 
price soaring. In Japan, a new issue of equity 
causes the price of already-listed shares to 
rise. In other countries, the price would fall. 
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Commodore Pickens’ black ship — 


Share prices are kept high by maximising 
demand and restraining supply. The 
number of new companies obtaining a quo- | 
tation is restricted by tight listing require- | 
ments. A successful domestic applicant 
must have shown a continuously rising pre- 
tax profit in each of the previous three busi- 
ness years; have shareholders’ equity of at 
least ¥1 billion (US$7.6 million); and scatter 
a small proportion of equity as widely as 
possible. As a result, the number of TSE- 
listed companies has only risen by 10% in 
the past 10 years. On the demand side, 
capital gains are taxed lightly and there 
are few other channels for investme 1 
what remains a highly regulated finial 
market. 

To appreciate the balance of power in 
Japan’s corporate world, consider the status 
of the life insurance companies. They are 
forbidden from distributing capital gains to 
their policyholders, yet since they own 13% 
of all Japanese stock, they should be able to 
demand and receive higher dividends from 
listed companies. Nothing of the sort. 

Every year, their association publishes a 
list of companies which fail to meet the 
promised ratio of dividend payout to net 
profit. They threaten to refuse to subscribe 
to future public offerings from those com- 
panies. Yet the offending companies’ share 
price does not suffer and the pay-out ratio 
continues to fall. It is now 29% for all listed 
companies, compared with 53% for the top 
400 US firms. 

The gradual liberalisation of Japan's fi- 
nancial markets will inevitably chang > 
role of the stock exchange. Investor 1 
find more alternatives to shares than they 
have at the moment. Japan’s over-the- 
counter stockmarket will eventually grow 
out of its scandal-tainted adolescence. New 
instruments like futures and options will 
make it much more difficult to keep share 
prices going up indefinitely. 

And what about shareholders? While Ja- 
panese shares continue to head for the sky, 
do not expect them to rally to the cause of 
T. Boone Pickens in the same way many have 
done in the US. Japanese stock investors 
may be ignored, but they are still getting a 
better deal than in any other country. If you 
include the capital gain with the dividend 
yield, the annual return on equity in Japan 
has averaged 21% over the past 10 years, 
compared with 12% in the US. As long as Ja- 
panese firms continue to make good invest- 
ments with the money they raise on the 
stockmarket, their share prices will rise and 
the virtuous circle will go on revolving. 

u Nigel Holloway 
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sen- 
-ger jets, Taiwan is hoping to cash in on this 
-lucrative market by becoming a major pro- 
ducer of component parts. 
If plans being formulated by govern 
| ment-sponsored aviation consultants are 
approved, a range of financial and resource 
incentives, including tax exemptions and 
technology transfers, will be given to attract 
hi »chnology and related manufacturing 
companies. Because making aircraft is a 
complex big business and Taiwan's econ- 
omy is dominated by small- and medium- 
sized firms, a large-sized private aerospace 
company is being put forward to provide a 
central aviation manufacturing base to over- 
.come diseconomies of small-scale compo- 
“nent makers. 
. . Interest among Taiwan industrialists is 
- considerable, if tentative. Few know much 
about aircraft beyond flying in them. A con- 
ference to promote the aviation industry in 
early April attracted more than 300 local 
firms, induding such heavyweights as 
Tatung, one of Taiwan's leading electrical 
companies, Chen-Tech Industries, and 
the Industrial Technology Research 
Institute. 
^ Foreign firms such as Airbus Industrie, 
| Rolls Royce and British Aerospace also at- 
1 tended, eager to explore the possibilities of 
' gi‘ atracting to take advantage of sub- 
si. lly lower Taiwan labour costs. 
Advocates of the aviation industry say 
that given the increasingly sophisticated 
level of Taiwan’s industries, especially in the 















automotive and electronics sectors, only 


| small improvements in technical capabilities 
| would be needed for these firms to produce 


aircraft parts such as actuators, electrical s 


connectors, tyres and transmitters. 
To break into the market, cooperation 


with established European and US aircraft - 


makers, and co-production offset arrange- 
ments with aircraft purchases, is being 
sought. Last November, the Taiwan carrier 
China Airlines agreed to buy aircraft and en- 
gines from Boeing, McDonnell Douglas and 
Pratt & Witney, in exchange for offset con- 
tracts worth US$340 million. Negotiations 
are under way with McDonnell Douglas for 
roduction of wings for the super- 
ed MD11. 
nother carrot being dangled is NT$7.39 





tracts by the Taiwan military-run Aerospace 








billion (US$274 million) worth of subcon- - 


build a domestic aviation industry — 


Industry Development Centre (AIDC) for 
components for Taiwan's indigenously de- 
signed fighter (IDF). The IDF will be the 
mainstay of Taiwan’s air force into the next 
century. 

If these enticements generate sufficient 
momentum, the turnover of the Taiwan av- 
iation industry could be US$4 billion a year 
by 2000, or 176 of the international aviation 
trade, says aviation consultant George 
Shen. 

There are, however, major obstacles. An 
important ingredient in the successful deve- 
lopment of civil aviation in other countries 
has been the close integration between the 
military and civilian sectors, especially in re- 
search and development. In Taiwan, while 
the military has been able to produce an air- 
craft as sophisticated as the IDF (with signi- 
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anies), the civilian industry is nearly 








ment of aviation in Taiwan, he 
towards the military with little 
by civilians," says a a 
Tzeng. P | of 






















chase of expensive testing equipment. T 
lessons of ADCs first project, the A 
trainer, is instructive, said Tzeng — only 
US$10 million of subcontracts went to civi- 
lian firms. b 

Other barriers include the rising cost of 
labour and the appreciation of the New. — 
Taiwan dollar, which may encourage for- B 
eign manufacturers to look to other South- 
east Asian countries as cheaper alternatives. — 

The goal of these first initial steps is to 
build up a fully fledged domestic aviation- — 
manufacturing base capable of assembling: __ 
complete aircraft. Most experts agree that 
Taiwan's best strategy would be to co-pro- 
duce an airliner internationally, rather than ^ 
go it alone. 8 — 





Indian tax law change unsettles money markets 


Brought to 


By Jayanta Sarkar in Calcutta - 


its worst liquidity crunch of recent times 

in March because of the implementation 
of a uniform tax-accounting year with 
the close of the fiscal year 1988-89, on 31 
March. 

There was a scramble for funds as busi- 
nesses sought to balance their books. Banks 
scouted around desperately for short-term 
deposits; companies pressed hard to re- 
cover outstanding dues to dress up their 
profit-and-loss accounts; government de- 
partments with unspent budget alloca- 
tions drew heavy cheques — all of which 
pushed short-term interest rates as high 
as 40%, 

By mid-April, the overheated money 
market had cooled and interest rates eased. 
But the traumas have led backroom cor- 
porate planners to rethink strategies in order 


[== monetary system went through 


_to forestall a recurrence next year. 


The liquidity crunch was a result of 
amendments to the Income Tax Act in early 
1988 which required all companies to submit 
returns for tax assessment for the year end- 
ing 31 March 1989. These changes were in- 
spired by the government's desire to 
streamline India’s corporate sector and to 





account —— 


| REVIEW 





plug some of the common loopholes that 
companies have exploited to evade taxes. i 

Indian companies have previously en- 
joyed total liberty in choosing their account- 
ing year, and they have been notorious for _ 
changing the length of their accounting year 
to artificially inflate or deflate earnings, pro- 
fits and performance. Since the Revenue De- 
partment is not computerised, cross-check- — 
ing entries in the accounts of linked come 
panies has been nearly impossible. The 
switchover to a uniform tax year will clear 
up some of the maze of corporate accoun 
ing, curbing some ingenious tax g T 
such as the use of inter-company tra 
which are not easily cross-verified, p 
larly when the companies follow differe 
accounting years. d 

However, the new tax-accounting 1 
gime has been unsettling for the banks. / 
long as banks were closing their accounts t 
one date and most of their clients on o 
dates, banks had often sought short-te 
deposits to see them through the year-end 
period, particularly deposits from big. 

























panies. For some banks, deposits during t 
last fortnight of the year would be high 
than for the previous 50 weeks. > 

Not so this year. With banks, comp 
and government departments all closi 
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their financial year on the same day, banks 
were not only unable to obtain these extra 
funds but also faced heavy withdrawals 
from customers who had to meet tax dues, 
sending the money market into a frenzy. 
Such a huge spurt of withdrawals is even 
more upsetting to commercial banks be- 
cause over half their deposits are im- 
pounded by the central bank as an anti-in- 
flationary measure, and cannot be tapped or 
loaned. 

Despite the introduction of a uniform ac- 
counting year for tax purposes, companies 
can still continue to maintain separate ac- 
counting years for tax and for corporate re- 
porting for declaring profits and dividends. 
Corporate circles are worried that the gov- 


ernment might now move to impose a uni- 
form accounting year. Reportedly, the In- 
dustry Ministry is not convinced of the need 
to change the Companies Act to achieve 
this, unlike the Finance Ministry which is 
known to be quite keen. For the moment 
that means that companies may choose to 
keep two sets of accounts, and juggle their 
incomes and costs between the tax year and 
the accounting year. 

Dut it seems likely that as a consequence 
of the tax law changes companies, with few 
exceptions, will adopt uniform tax and ac- 
counting years. About 95% of them have al- 
ready made the change. This means that 
this year many companies will have to 
stretch or shorten their accounting year — 
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Container lines agree to end damaging rate war 








By Michael Westlake in Bangkok — 


ecent moves by container shipping 

lines plying routes between Asia and 

the US suggest that a damaging rate 
war may be coming to an end, heralding a 
return of economic sanity for the liner com- 
panies — and price increases for shippers. 

An agreement between a group of lines 
to cut capacity on North Pacific routes by 
about 10% is seen as a sign that the operators 
want to stop cutting prices to hold their 
share of a market long burdened by over- 
capacity. 

The capacity cuts — whose allocation is 
governed by formulae and exemptions so 
complex as to make the end result more 
cosmetic than real — were decided by the 
Trans-Pacific Discussion Agreement (TDA), a 
grouping of 13 major container shipping 
lines with capacity on the 
routes totalling about 2.9 mil- 
lion 20-ft equivalent units. 

But more important than 
the cuts, the shipping com- 
panies were prepared to take 
unified action to curtail the cut- 
throat competition which has 
. depressed rates by as much as 
4076. Furthermore, the rebates 
lines have offered on published 
shipping rates have angered 

US officials. 

Perhaps oddly for a country 
which preaches the virtues of 
deregulated markets, the US 
insists that deviations from 
published tariffs are illegal. In 
the rest of the world, rebates 
commonly take such forms as 
volume discounts. 
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Hongkong container terminal: return to sanity. 


Pacific truce 


Hongkong-based Orient Overseas Con- 
tainer Line has been a recent victim of the US 
attitude — without admitting guilt, it has 
paid the US Government US$2.55 million to 
settle charges that it granted illegal rebates 
on US-Pacific Rim trade routes, a record 
amount for such charges. But US shipping 
lines have been hit in the past — Sea-Land 
was fined US$4 million in the 1970s, and the 
now-defunct US Lines was also penalised. 
Other lines are said to be under investiga- 
tion. 

Shipping men say US accounting stand- 
ards allow non-US firms greater opportun- 
ity to hide rebates in their accounts. Outside 
the US these rebates are regarded as a rela- 
tively standard business tool, because for- 
eign companies do not usually have US 
cargo collection and distribution networks to 
compete with those operated by US lines. 
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some will have a 22-month year, others nine 
months. 

Those companies which have not done 
so are mostly agribusiness-related firms, 
some which prefer to take a wait-and-see 
stance, and some affiliates of multinationals 
which maintain an accounting year to coin- 
cide with their parent company. 

A probable outcome of the uniform tax 
year will be amalgamations and mergers. In- 
dian conglomerates often set up a string of 
small subsidiaries with different accounting 
years. As the tax advantages of such a prac- 
tice no longer apply, there could now be a 
reverse trend towards combining the small 
firms or turning them into divisions of big- 
ger stablemates. i 


So, if a line cannot compete on service, 
competing on price is the obvious alterna- 
tive. 

But because of a general trend to s 
door-to-door service, foreign carriers .....e 
improved their US distribution networks, 
and the gap in service quality is narrowing, 
liner operators say. Pricing policies therefore 
have less to do with the level of service and 
more to do with capacity problems. 

Some shipping men were cynical about 
the 10% cut, claiming that with an estimated 
30% overcapacity on eastbound routes, the 
cut still leaves 20% surplus tonnage crossing 
the ocean. 

But the move indicates a mood in favour 
of stability. Nine of the TDA’s members are 
also active members of the Asia North 
America Eastbound Rate Agreement 
(Anera), which sets shipping rates across 
the Pacific to the US. But the grouping's 
rates have undergone frequent adjustments 
over the past two years, with two increases 
in 1987 and 1988 followed by decreases last 
October of 36.6% to an average rate of 
US$2,249 a 40-ft equivalent unit (FEU) ta the 
US West Coast and of 28% to an a: e 
US$3,544 a FEU to the East Coast. 

Only two months later came the an- 
nouncement of increases, effec- 
tive from March this year, of 
16.7% and 10.6% respectively. 
Meanwhile, various Anera 
members were announcing so- 
called independent actions — 
special tariffs filed in advance 
which legitimately undercut 
the grouping's official rates. 

With independent actions 
— now apparently waning — 
making nonsense of published 
rates, and the published rates 
changing so frequently too, 
pricing of goods became a dif- 
ficult exercise. So even though 
the rates truce will mean higher 
shipping costs, the longer-term 
stability it offers is likely to be 
welcomed by exporters and im- 
porters. * 
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Video blossoming for PCs 


o appreciate why the US is so 
agitated about the possibility of 
missing the opportunity to parti- 
cipate in the market for high- 
definition television, take a look at what 
is happening to the personal computer (PC). 
Once with dull-as-ditchwater displays of 
letters and figures, the PC has begun to 
blossom into a multi-media machine cap- 
able of producing full-motion colour video 
and stereo sound as well as text and 
graphics. In other words, TV sets and PCs are 
merging. 
™ie technology enabling this metamor- 
s is the compact disc (CD). The flexibil- 
ity of the CD format allows it to store digitally 
information other than music. In 1983, the 
inventors of the CD — Philips and Sony — 
laid down a format known as CD read-only 
memory (CD-ROM) for this very purpose. 
CD-ROMs can store data in vast quantities: 


| a disc holds up to 250,000 pages of text, the 





| start — there are still fewer than 600 








| ROM: the New Papyrus, Gates two 
| years ago outlined two paths for CD- 
| ROM to proliferate. One was as a 


equivalent of 500 good-sized books or 1,000 
ordinary floppy disks. Thanks to the popu- 
larity of the audio format, CDs can now be 
churned out for less than US$2 a copy. This 
makes them potentially the cheapest 
form of publication ever. 

Despite its enormous promise, 
though, CD-ROM has got off to a slow 


titles available. Most are reference 
works such as databases, dic- 
tionaries, encyclopedias, legal case 
histories and telephone directories. 
However, the rapid drop in the price 
c . hardware presages a take off. 
1e of the format's ardent sup- 
porters is Bill Gates, president of 
software producer Microsoft. In CD- 


peripheral device for existing PCs, 
simply to read reference books stored 
on CD-ROM. 

The other would be "the heart of 
a new 'viewer device" more like 
a household stereo audio or television 


| system than a computer. The viewer, 


Gates predicted, “will consist of a CD-ROM 
player, a screen and a pointing device — 
that's all." 

At Microsofts fourth annual CD-ROM 
conference in April, held in California, 
Japanese computer maker Fujitsu attract- 
ed much attention with its new system 
called Towns, consisting of a CD-ROM 
player, a screen and a pointing device or 
"mouse." 

For Fujitsu, however, CD-ROM is more à 
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handy gimmick to give it an edge in an exist- 
ing market than an attempt to create a new 
one. In Japan, NEC has more or less shut 
Fujitsu out of the Japanese PC business. This 
is doubly galling, first because Fujitsu prides 
itself on being Japan's leading computer 
maker; and secondly because the Japanese 
PC market is growing 20% a year, almost 
twice as fast as the big machines that are 
Fujitsu's speciality. 

That Fujitsu attaches a lot of importance 
to Towns (the name a tip-of-the-hat to 
Charles Townes, a Massachusetts Institute 
of Technology professor who won the 
Nobel prize for his work on lasers, indis- 
pensable for CD technology) can be seen 
from the lavish US$24 million promotional 
campaign to push the system in Japan. The 
target market, says Yoichi Aoki, a manager 
in Fujitsu's personal systems division, is the 
home. 

The only machine to have cracked the 
home market has been Nintendo's success- 
ful Family Computer, a simple game 
machine that sells for around US$120. Sig- 
nificantly, Towns' most popular software 





Sony CD player: vast storage. 


package so far has been Afterburner, an 
adapted arcade video game. 

The question is, will graduates of the 
Family Computer be prepared to pay 
US$3,200 for the fancy graphics and stereo 
sound offered by the Fujitsu system? Even 
more so since December, when arch-rival 
NEC began selling a CD-ROM player to add on 
to its PCs for under US$500. 

Technological gadgetry may sell 
machines in Japan — Fujitsu’s goal is 
to shift 100,000 units a year — but in 
the US, availability of software tends 
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to be the PC market's driving force. 

To date, the development of CD-ROM 
software has been hampered by several fac- 
tors. One is the challenge that developers 
face in integrating audio, video and control 
software into a seamless whole. 

Another is that until recently, there 
has been no way for developers to see 
what their work looks like without actual- 
ly pressing a disc. But making a master CD 
is expensive — about US$2,500 — and time 
consuming. However, improved develop- 
ment tools are beginning to emerge, and 
system makers like Fujitsu have set up 
centres to teach programmers how to use 
them. 

The initial vision behind CD-ROM was that 
it would be able to display still pictures and 
graphics, together with a limited amount of 
animation. 

Researchers now, however, have come 
up with increasingly ingenious methods of 
image compression. This enables CDs to | 
handle full-motion video, too. Most ad- 
vanced is a system developed by the US firm 
RCA called digital video interactive 
(DVI), which can squeeze over an 
hour of video playing time onto a 5- 
in. disc. 

Last year, DVI technology was 
sold to chipmaker Intel. At last 
month's CD-ROM conference, Intel an- 
nounced that it had reached an | 


porate DVI into IBM's new PS/2 line of | 
personal computers. 
What sort of software will such 


tive. At the conference, both Micro- 
soft and Sony showed catalogues 
that enable the viewer to stop the pro- |. 
gramme and ask for a video demon- 
stration of individual products. 

More advanced are educational 
packages such as one developed by 
the Bank Street College of Education 
in New York, which offers an 
exploratory video tour round ancient 
Mayan ruins in Mexico. The tour allows 
children to browse around the site itself and 
the surrounding rain forest (complete with 
insect sound effects), calling up a disk- 
stored "museum" for information about 
things they see. 

Backed by IBM and Microsoft, Intel envis- — 
ages that by 1992 there will be a DVI proces- ; 
sor on every desktop. Also, because they do 
away with the need for a keyboard, Intel is : 
betting that DVI systems will attract people 
who are still too frightened of computers to ` 
use them. m Bob Johnstone - 


agreement to work with IBM to incor- | 


sytems run? The key word is interac- | 
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By N. Balakrishnan in Hongkong 


he winds of economic growth in Asia 

seem to be shifting southwards this 
i year and could remain there at least 
_ another year. As the newly industrialised 
L economies of Northeast Asia cool after the 
E 














. rapid growth of the past three years, In- 
. donesia, Thailand, Malaysia, the Philip- 
pines and Singapore are expected to fare 
rather better — achieving either better or 
only slightly reduced growth rates in 1989. 
» . The Southeast Asian nations are in the 
middle of a growth cycle, while Northeast 
— Asia is at the end of one. While the com- 
. modity-producing countries have benefited 
from cheap currencies which make their 
. manufactured goods competitive and has 
. attracted investment, Northeast Asia is see- 
. ing its competitiveness decline in the face of 
: hefty wage rises and appreciating curren- 
. aes. 
Both Northeast and Southeast Asia are 
. . expected to slow in 1989, the sole exception 
. being Indonesia, whose economy, coming 
— from a lower base, is expected to accelerate. 
-. Growth rates in both Northeast and South- 
. east Asian economies are expected to con- 
. verge at about 6-7% by 1990 as the Northeast 
_ Asian economies decelerate faster than their 
Southeast Asian rivals. 
— A Consensus forecasts see the newly in- 
 dustrialised Northeast Asian economies 
_ slowing from an average GDP growth rate of 
. about 9% in 1988 to some 7% in 1989 and 
about 6% in 1990. Southeast Asian 
. economies grew at an average 8% in 1988, 
. are expected to slow to about 6.5% in 1989 
and converge with the Northeast Asian 
. growth rates of 6% by 1990. South- 
. east Asian economies will suffer less 
.— from the slowdown in 1989 because 
. their economies will not be descend- 
ing from overheated heights like 
. Northeast Asia. 
. . In some cases the factors slowing 
.. Northeast economies, such as their 
appreciating currencies, are con- 
_ tributing to the growth of the South- 
— east Asian economies. For example, 
= US and Japanese industrialists (or for 
that matter South Korean and 
_ Taiwan industrialists), are investing 
in Southeast Asia to benefit from 
lower labour costs there. But other 
. factors, such as rising commodity 
. prices, are endemic or internally gen- 
erated, and benefit Southeast Asia 
uniquely. 
|... The current situation is unlike the 
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Shifts in advantages tip the balance in Asia 


"The south will rise 


disinflationary global economic environ- 
ment of 1986-88, when commodity prices 
were in the doldrums, and Taiwan and 
South Korea’s still cheap currencies allowed 
them to export manufactures to the boom- 
ing industrial economies. South Korea had 
GDP growth rates of above 11% in 1986, 1987 
and 1988 while Taiwan had growth rates 
above 11% in 1986 and 1987 and of around 
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7% in 1988. Commodity-producing Ma- 
laysia had 1.2% growth in 1986 and 5.2% in 
1987, which increased to 7.8% in 1988. 

Southeast Asian economies, with higher 
commodity earnings, and cheaper curren- 
cies, are benefiting from a change in the ba- 
lance of regional comparative advantage. 
However, with the exception of Singapore, 
which as an urban city state is a special case, 
these economies are still pygmies in terms of 
industrialisation, volume of manufactured 
exports and the quality of their human re- 
soures. 

Neither is the relatively healthier growth 
of the low-wage, commodity-producing 
economies of Southeast Asia achieved at the 
expense of Northeast Asia. The northern 
economies, having succeeded superbly in 
the lower end of manufacturing, are moving 
into the more lucrative, but much harder, 
game of higher value added and higher 
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technology manufacturing. Whether they 
succeed in this shift depends partly on how 
successfully they can relocate their more la- 
bour-intensive industries to Southeast Asia 
— generating profits they can use to up- 
grade their domestic facilities. 

Northeast Asia's head-start in industriali- 
sation will favour them for a long time. But 
with the large increase in commodity prices 
and foreign investment last year and the 
consequent increase in domestic demand 
through higher wages, the Southeast Asian 
economies now have enough momentum 
to keep growing for another year or two, 
even if commodity prices and foreign invest- 
ment level off. 

Southeast Asian economies depend 
heavily on trade — though not to the extent 
of their Northern cousins. Singapore, 
whose GDP is only a third of the value of its 
trade, is one exception — it is more depen- 
dent on trade than even Hongkong. 

The US and Japan are either the larg =r 
the second-largest trading partners of these 
countries and both the Northeast and 
Southeast Asian economies have long peg- 
ged their currencies to some extent to the US 
dollar. The importance of trade suggests 
that currency movements have played a de- 
cisive role in shifting economic growth to the 
South. 


declining against the yen, the won 

has risen by about 25% against the US 
dollar while the New Taiwan dollar has 
risen by about 40%. Both South Korea and 
Taiwan have managed to cling on to market 
share by absorbing the higher costs to some 
degree, but it is a tough battle and South 
Korea is already beginning to feel pressure 
on its trade (though its balance of payments 
remains in healthy surplus). 

In the same period the Malaysian dollar, 
for example, has fallen not only by — t 
14% against the US dollar and 54% a, t 
the yen, but also against the won, the NT 
dollar and Singapore dollar — by 2476, 1776 
and 2595 respectively. This made in- 
vesting in Malaysia attractive to 
South Korean, Taiwanese and Sin- 
gaporean companies. 

Indonesia, Thailand and Philip- 
pines have never suffered the prob- 
lems of an appreciating currency. In- 
donesia has devalued its currency 
three times in the past 10 years, by 
34% in 1978, 28% in 1983 and by 31% 
in 1986. The Singapore dollar's rise 
since late 1988 of 5% against the US 
dollar is hardly a cause for concern. 

The attraction to a foreign indus- 
trial investor of a cheap currency 
country with low labour costs can be 
seen most dramatically in Malaysia 
and Thailand. 

In 1988 industrial output in Thai- 
land rose 10.5% after investment of 
US$7.9 billion in 1,454 projects by 


^ ince 1985, when the US dollar started 
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Thai and foreign investors. Most of these 
investors were seeking promotional 
privileges, granted mostly to export- 
oriented undertakings. In 1987 such invest- 
ments totalled US$2.6 billion and were in- 
vested in 625 projects. Japan was the biggest 
investor, but perhaps surprisingly, Taiwan 
was second, investing US$2.1 billion in 
1988. The US was in third place. 

Malaysia's manufacturing output rose by 
15.3% in 1988 and 12.8% in 1987 and for the 
past two years, manufacturing exports have 
exceeded the value of commodity exports. 

The investment in Malaysia from North- 
east Asia has an additional twist. Since 
Malaysian Chinese entrepreneurs are re- 
stricted from investing freely in Malaysia, 
some of the money arriving from Taiwan is 
allegedly recycled domestic capital — which 
perhaps illustrates another way in which the 
regional economies are becoming integrated 
“te legal obstacles. 

irect foreign investment from Singa- 
pore into Malaysia is still limited but because 
of Singapore's tight labour situation, its Eco- 
nomic Development Board (EDB) has recent- 
ly been redirecting potential foreign invest- 
ors to Johor in Malaysia. The EDB even pro- 
vides incentives for existing investors to 
move to Johor, and as a result Johor-Singa- 
pore trade grew by 40% in 1988. 

Taiwan investment in Malaysia in 1988 is 
estimated at US$500 million — this from a 
country of only 20 million people, whose 
foreign investment spree has probably just 
begun. Taiwan has become such a crucial 
source of investment for the Philippines that 
the country is opening an investment office 
in Taipei at the risk of incurring the wrath of 
China. 

Cumulative South Korean investment in 
Southeast Asia at the end of 1988 is esti- 
mated at only US$315 million. South Korea 
lacks the Overseas Chinese network that 
' an has been able to plug into, and is 

cautious about foreign investment in 
general — but most analysts 
agree that the figure is set to in- 
crease quickly. 

South Korean and Taiwan 
involvement in Indonesia is 
not so much in the form of 
investment, but rather through 
trade links designed to reduce 
their dependence on the 
Middle East for energy 
supplies. Both South Korea 
and Taiwan have recently con- 
cluded 20-year contracts to buy 
Indonesian liquefied petro- 
leum gas and liquefied natural 


Northeast Asia's loss... 


% change relative to US$ 


all approved direct investments in Indonesia 
during 1976-88 and more importantly ac- 
counted for 45% of all concessional loans 
granted in 1988. 

Approved foreign investments tripled in 
1988 to US$4.4 billion compared with 
US$1.46 billion in 1987. Non-oil exports 
were estimated to have risen by 35% to 
US$11.54 billion. The recent strength of oil 
prices in the world markets, which has seen 
the price of a barrel of Sumatran Light oil in 
Tokyo climb from US$12 six months ago to 
around US$18.70, should be an unexpected 
bonus for Indonesia as, according to the fi- 
nance minister, every US$1 rise in the price 


Changing export partners 


Growth rate in US$, 1985-88 





Source: Jardine Fleming 


of oil brings in revenue of US$450 million. 

Indonesia has the region’s lowest wages 
— only a third of Thailand’s level — and is 
unlikely to suffer from a labour shortage for 
a very long time, factors which are bound to 
be attractive to foreign investors. But rather 
than acting as a cheap offshore manufactur- 
ing base for Northeast Asian countries, for- 
eign investors see another attraction. 


ket by value of all Asean countries, and 

foreign investors are willing to overlook 
the institutional inefficiencies — cumber- 
some and contradictory bureaucracy and 
corruption — in a way they would not in a 
small domestic market. For the prize is get- 
ting a crack at Indonesia's large market, or its 
abundant natural resources. And foreign in- 


| eee has the largest domestic mar- 
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is Southeast Asia's gain 


vestment itself may curb some Indonesian 
inefficiencies. 

Even some of those who are bullish 
about the economic prospects for mainland 
Southeast Asia are sometimes sceptical 
about the future of the Philippines, pointing 
to its political instability and other social ills. 
But with President Corazon Aquino having 
completed half of her six-year term — and 
survived several coup attempts — the politi- 
cal risk in the Philippines is receding. 

In any case, economic growth is a func- 
tion of investment and Jose Conception Jr 
must be the only minister of trade and 
industry in the region who underestimated 
the amount of foreign investments coming 
into his country by 66%. Conception’s target 
for 1988 was US$500 million, but in the event 
the Board of Investment approved US$1.5 
billion of investments, 160% more than the 
previous year. In 1989, US$1 billion is ex- 
pected from Taiwan alone, and double that 
amount from Japan. 

It was massive Japanese investment in 
1987-88 that primarily transformed Thailand 
into a place that investors and fund mana- 
gers started taking seriously. Now similar 
massive Japanese investment is going into 
Philippines, and if it can reach a deal with its 
foreign creditors that keeps its debt burden 
tolerable, it should maintain a positive 
course, though even by 1991 its debt-service 
ratio is still expected to be about 31%. 

Although geographically a part of South- 
east Asia, Singapore has been lumped to- 
gether with the "miracle" economies of 
Northeast Asia for so long that it is sufficient 
to say that Singapore is now well placed to 
be a prime beneficiary from Indonesian and 
Malaysian growth, having the most ad- 
vanced services sector. 

Despite its appreciating currency and in- 
creased levies, its labour costs are still lower 
than those of Taiwan and South Korea, and 
this still attracts foreign investors. Singa- 
pore's GDP is expected to grow by about 6- 
8% in 1989 after a 11% grow- 
th in 1988 — the best in 15 
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years. 
The increasing investment 
and trade flows between 


Northeast and Southeast Asia 
demonstrate how the regions 
are becoming more dependent 
on each other, and less depen- 
dent on the US. This is not to 
dismiss the still overwhelming 
dependence of most of these 
economies on the US, but eco- 
nomic history shows that 
strong trends, once begun, 


gas. have a way of feeding on them- 
But it is Japan, accounting selves. Merchant bankers Jar- 
for 45% of all Indonesia's ex- dine Fleming, and stockbrokers 


^ ports (53% of oil exports and 
“ 94% of copper exports), which 


James Capel estimate that on 
current trends, Southeast Asia 
will be a larger market for Ja- 
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ECONOMIES 2 


Domestic strengths will cushion any trade contractions 


Local attractions 


hile external factors such as for- 
W eign investment and currency 
movements have been important 
elements in the new-found economic vigour 
of Southeast Asia, such internal factors as 
domestic demand, the reduced role of the 
public sector and the removal of barriers to 
full participation by the domestic private 
sector cannot be overlooked. 

Malaysia has suffered the most from the 
negative effects of its domestic policies. Its fi- 
nancial and equity markets have been far 
more open than those of South Korea and 
Taiwan. Its infrastructure is much more de- 
veloped than that of Thailand and its politi- 
cal system, despite its communal tensions, 
has shown resilience by changing leader- 
ship peacefully three times. 

And as Sanjoy Chowdhury, an eco- 
nomist from Merrill Lynch in Singapore 
says, “Malaysia has more things going for it 
than Thailand to emerge as the next NIC, 
though this fact seems not to be widely rec- 

The only thing that seems to have held 


M : = 









ma ere 


de f= 
^u 


Tourism in Thailand: windfall. 


back Malaysia is its New Economic Policy 
which limited equity ownership by foreign- 
ers and Malaysians of non-Malay origin. But 
the policy has been diluted so much and 
the targets set out in the policy seem to be 
either close to achievement or irrelevant in 
today's economy, that investors can be ex- 
pected to take another look at the surpris- 
ingly large positive aspects of the domestic 
| economy. 
Meanwhile, Malaysia has been benefit- 
ing from being one of the most diversified 
commodity producers in the world, with 


E. for its products on the rise. The IMF 
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Commodity Price Index is forecast to move 
up 4.7% this year after a leap of about 28.3% 
in 1988. 

In Indonesia, the best evidence that for- 
eigners are finally beginning to take seri- 
ously the deregulation of the economy, 
which began in 1987, is the emergence of In- 
donesian country funds this year as equity 
investors jostle to get in on the ground floor 
of the next market that many feel — or are 
being told — is about to take off. 

Tax laws have been simplified and more 
areas of investment have been opened to 
foreigners. The monopoly position of cer- 
tain organisations in the import of strategic 
products has been eased, if not entirely 
eliminated, and tariffs have been reduced. 

As in China, the reforms are not going to 
be easy to reverse without considerable dis- 
location, which the government will not 
want to risk as its long-serving President 
Suharto prepares to retire in 1993. 

As a major producer of rubber, palm oil 
and tin and a major exporter of coffee and 
plywood, Indonesia has also benefited con- 
siderably from firmer commodity prices. 

In the Philippines scepticism greeted the 
government's plan to complete the privati- 
sation of 130 publicly owned companies by 
1991, but it seems likely to happen neverthe- 
less, as 23 such companies had moved into 
the private sector by 1988. 

The government has promised the IMF 
that it will keep its financial house in order 
by collecting about US$3.8 billion in taxes — 
a daunting task as only 1.6 million of the 
country's 59 million people pay taxes. 

Among investors and economic pundits, 
the term "politician" has a bad connotation 
while “technocrats” are supposed to be the 
people who overcome irrational politicians 
to implement rational policies. Such people 
were apprehensive when businessman 
Chatichai Choonhavan took over the helm 
in Thailand; he added to their fears when he 
started to overrule the technocrats who had 
guided policy for years. | 

But many of the infrastructural con- 
straints from which Thailand suffers — pos- 
sibly the biggest brake on the country's 
growth — are the result of the caution of 
technocrats who would not commit to ex- 
penditure in anticipation of growth. 

The situation was made worse by the 
stalemate among politicians who could not 
unite to overrule the bureaucrats. In this 
context, the emergence of the strong-willed 
Chatichai marked a change of vision and de- 
cisiveness from the caution of the techno- 
crats. 
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Another factor that has been a windfall to 
Thailand, along with all the Asean coun- 
tries, is tourism which, though depending 
on foreign spending, relies on local manage- 
ment skills and possession of natural attrac- 
tions to lure the visitors in the first place. 

The whole Asia-Pacific region is cur- 
rently facing the problem of too many 
tourists and insufficient facilities. Tourism 
earns more foreign exchange for Thailand 
than any of its exports and the country re- 
ceives three times as many tourists as India. 
(Singapore, with a population of just 2.5 mil- 
lion, is bracing itself for the arrival of 4 mil- 
lion tourists in 1989.) 

The increased domestic demand has 
boosted economic growth. In 1988 domestic 
demand is estimated to have accounted for 
about 10% of Thailand's economic growth, 
13% of Malaysia's growth, about 7% of Sin- 
gapore's and 5.3% of that in Indonesia. 

Increasing domestic demand shoul? ^ 
vide a buffer against any dramatic 
down in the economies of the Southeast 
Asian countries even if the world economy 
should slow more than expected in 1989 or 
sink into a recession. 

The fact remains, however, that it is 
extemal demand which is the driving 
force of these economies which have 
achieved some of the best economic per- 
formance rates in the world in recent times. 
This external dependence still remains, even 
if these countries have exchanged their al- 
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most total dependence on the US during the 
1970s and the early 1980s for more diver- 
sified dependence on Japan, Taiwan and 
South Korea. . | 
But a big shock to the world trading sys- 
tem or some cataclysmic domestic political 
change can still derail the economic momen- 
tum building up in the region. Neither an in- 
tense external shock nor a big domestic 
shock looks likely. But a few years ago, no- 
body predicted the Northeast Asian 
economies would be having the problems 
they are having now, either. 
u N. Balakrishnan 
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ECONOMIES 3 


y ith a per capita income higher than 
that of South Korea or Taiwan, 

Y with foreign reserves even larger 

per capita than those of Taiwan, and with a 
. proportion of GDP generated by trade higher 
< . even than Hongkong, Singapore has more 
- án common with the industrial states of 
< Northeast Asia than its Southeast Asian 
- neighbours. 
- By being a Northeast Asian-style econ- 
‘omy located in Southeast Asia, Singapore 
. may end up enjoying the best of both 
worlds — exporting manufactures at the 
' time as serving as a financial service 
e for its commodity-producing neigh- 
ours. 

But Singapore simply does not have 
enough people. Its 2.6 million population 
makes Singapore the smallest of the North- 
east or Southeast Asian countries. Worse, its 
population is growing barely at the replace- 
ment rate — the demographics don't look 
good for the future. Its lack of labour and its 
small domestic market are the biggest if not 
the only supply contraints to Singapore's fu- 
ture economic growth. 











Sü gapore is well positioned, but growing older 


small but well sited 


These are long-term worries. More im- 
mediately, after growing a record 11% in 
1988, Singapore is expected to grow by 
about 7% in 1989. Whatever slack may result 
from reduced manufacturing exports to the 
US this year should be taken up by the com- 
ing boom in the construction sector and the 
domestic demand that resulted from last 
year's growth. 

indonesia and Malaysia still need Singa- 
pore for sophisticated services, despite years 
of trying to cut their dependence on Singa- 
pore’s port and financial services. In fact, the 
region is getting more integrated — though 
the volume of Indonesian or Malaysian 
cargo passing through Singapore may be 
falling. 

The real question has always been 
whether Malaysia and Singapore — or for 
that matter Singapore itself — will feel com- 
fortable about Singapore investing its 
enormous surpluses in its neighbours’ 
economies. Considerable progress has been 
made. 

Singapore’s is financing a natural-gas 
pipeline from Peninsular Malaysia that will 





c S Debt still clouds the Philippines’ prospects 
No easy answers 
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| igoberto Tiglao in Manila 


| espite the Philippines continuing 
D debt crisis, the mood in Manila on 
| prospects for economic growth has 
~ _. been very much upbeat. Indeed, apart from 
the debt burden, government reports 
paint a rosy picture which owes much to 
President Corazon Aquino's consolidation 
of political stability. 
. Exports rose 24% last year while in- 
vestments grew 26%. Foreign business, too, 
appears optimistic, clearly evident in the in- 
flow of net-direct foreign investments 
amounting to US$986 million in 1988, up 
from US$206 million a year earlier. 
.. Both private and government eco- 
nomists see the surge in foreign invest- 
. ments as crucial to maintaining economic 
. momentum. 
However, debt-service payments are es- 
timated to total US$3.5 billion a year while 
the current-account deficit will amount to 
U5$1.5 billion a year for the next few years. 
a World Bank country memorandum 
















points out, the low savings rate in the Philip- 
pines means that without new loans and in- 
vestments amounting to US$7 billion up to 
1992, the growth rate will fall from around 
6% last year to 4.2%. 

Low wage rates remain the main attrac- 
tion for foreign investors. The World Bank 
goes as far as to say that this is the country's 
main reason for optimism. A survey by the 
Union Bank of Switzerland last year esti- 
mated annual gross salaries in Manila for 
construction workers at US$1,000, com- 
pared with Singapore, US$8,100, Bangkok, 


US$2,600, Hongkong, US$13,900 and Kuala 


Lumpur, U5$5, 100. 

The attraction of low wage rates has been 
bolstered by the decline in industrial unrest 
in the last year, in part because of a govern- 
ment crackdown on illegal strikes. How- 
ever, two other factors also explain the dam- 
pening of labour militancy: a rise in 
minimum wages in late 1987 and the fact 
that most collective-bargaining agreements 
were still in force. 

Another factor which gives the Philip- 
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but Malaysian industries along the w 
great has become the influence: ing 
on Johor across the Causeway in Ma 
that it is beginning to look more like 
pore than Kuala Lumpur. 
Singapore's investments in Ind 
have not progressed to the same degre 
there are grounds for optimism. The 
thawing of military relations betwe 
three countries is an indication of doser 
nomic ties. : 
Singapore has been slow to react tc 
opportunities abounding in its neighbo 
because, unlike in Taiwan, Singapx 
surpluses are controlled more by the go 
ernment than entrepreneurs. But the go 
ernment is privatising many of the large e 
terprises, and this should make investm at 
easier. | 
As Southeast Asia prospers, Singai 
cannot but prosper as the region's harbo 
banker and investor. And should anything 
go wrong with Southeast Asia, Singa 
can always try to reach out to the in 
trialised countries and its old engines of 
growth, such as the US and Japan, and 
ket its superb manufact : | 
With both manufacturing. wage levels. 
and a currency that are still lower than either 
South Korea or Taiwan, Singapore is also 
well placed to play the Northeast. Asian. 
game, 
growth change again. 




































































should the winds of economic 
nN. Balakishnan 


pines an edge over some Southeast Asian 
neighbours in attracting investments is the 
large group of Chinese-Filipino entrepr 
neurs who have close ties with families | 
Taiwan and Hongkong. : 

Indeed, the backbone of the boom in 
condominium and commercial-building 
construction in Manila has been Taiwan and 
Hongkong capital. 

An unique set of circumstances 
pear to have encouraged in influx of Ov 
seas Chinese capital to the country. Aquino 
— herself a Chinese mestizo — had se 
clear signals that she would strong 
support the Chinese business communit 
as well as Taiwan investments in the! 


And over the past year the promi 
of some Chinese-Filipino and Taiwan E 
nessmen in major corporate dealings 
vestments has had a snowball effe 
tracting other investments. a 

Still, the Achilles heel of the Phili y 
economy is its foreign debt. A lot hangs 
pending agreement for a financin 


commitment first from foreign e 
banks to extend new loans am 


to make the firstn move. ve. Failure. to ge petris 
facility will halt the economy’ sm 
tum. 
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ndonesia s growth depressed by low oil prices 
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f all the Southeast Asian states, In- 
donesia is potentially the most prom- 
' ising. "Every morning," announced 
a recent advertisement in a trade magazine, 
^the sun rises on 175 million potential cus- 
tomers." Indeed, Indonesia's enormous 
.. domestic market makes it one of the biggest 
|* consumer markets of the future. 
|. While current growth rates of about 4-5% 
lag behind those of Thailand, Malaysia and 
.. Singapore, the economy is slowly but stead- 
.. ily emerging from the chaos created by the 
.. collapse of world oil prices in 1986. 
Low oil prices and insufficient develop- 
ment of the non-oil sector continue to de- 
press growth. Along with unstable ex- 
change rates and fluctuating demand for 
traditional exports, Indonesia was unable to 
realise the desired 5% growth rate over the 
past five vears. Real GDP growth in 1987 was 
3.7% and an estimated 4.7% last year. Yet 
the country has many of the advantages that 
have attracted investment to neighbouring 
states. 
Competent economic management and 
. conservative fiscal policies have maintain- 
_ ed international confidence in Indonesia 
_ throughout most of the post oil-boom crisis. 
Its management of a US$35 billion dollar 
. public debt — Asia’s largest — has impress- 
ed the international financial community. 
_ The debt-service ratio is currently about 
38%. While there was much talk of re- 
scheduling the debt at the start of 1988, the 
government has stuck firmly to its policy of 
implementing fiscal reforms, leading some 
describe Indonesia as the World Bank's 
et debtor." 
_ Foreign investment then, has not by and 
ge been affected by the debt figures and 
growth rates. Total approved foreign in- 
tment jumped from US$800 million in 
to US$4.42 billion in 1988 — almost a 
ter of this from Taiwan alone. In- 
esia's major advantages are that it has 
ng the lowest operating and labour 
sin the region. 
abour costs have been kept down — 
wages have stagnated over the past dec- 
According to a recent study by the US 
ernment agency USAID, a 3.1% growth 
employment and 2.3% population 
wth in the period 1971-80 ensured that 
capita incomes increased. For potential 
stors, this combination of low wages 
increasing consumer spending power is 
Ost a perfect scenario. 
he cost of other inputs has also been 
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e biggest market 


kept low — at least until now. Low utility 
costs and a minimal tax burden have been 
traditional advantages. In March, under 
pressure from aid donors who would like to 
see Indonesia generate more domestic rev- 
enue, the government imposed a 10% 
value-added tax on 21 categories of services 
from 1 April. A 25% price rise in electricity 
tariffs is expected to hit industrial consumers 
hardest. However, Indonesia's drive to in- 
crease taxes when elsewhere the burden is 
being lightened, does not seem to be putting 
off investors. 

The deregulation of Indonesia’s “high 
cost” economy has accelerated in the past 
year. Since the mid-1980s, Indonesia has 
been working towards dismantling its im- 
port-substitution industrialisation strategy. 
Foreign investment regulations were eased, 
tariffs and duties have been reduced, licens- 
ing requirements made less complex. The 
government announced a major trade and 
import deregulation package in December 
1987 and in October 1988 a comprehensive 
package of banking reforms. 









The push for reform has helped attract. 
investment, though it is less than clear just - 
how effectively the reforms are being im- 
plemented. Indonesia's rigid adherence toa _ 


belief in the role of the state in the economy 


is fast becoming a burden. 

In broad terms, the government has ac- 
cepted the need for the private sector to play 
a greater role as an engine of growth — a fact 
recognised in the latest five-year develop- 
ment plan that has just been implemented. 
An encouraging sign has been the recent in- 
terest shown in Indonesia’s capital market. 

In the next three months, Jardine Flem- 
ing and the Hongkong-based First Pacific 
group will establish offices in Jakarta to pro- 
vide brokerage service to the country’s 
fledgling stockmarket. “We feel things are 
really moving,” said a First Pacific executive. 
Two investment funds have been set up to 
serve the Jakarta market; sources say much 
of the stock is being bought in Japanese cam- 
panies who have local joint ventures. 

Despite the bureaucracy surrounding uie 
capital markets, the general perception out- 
side the country is that Indonesia's capital 
market is the next bull market in the region. 
The government's hope is that recapitalisa- 
tion of some of the country's more profitable 
business groups will stimulate domestic in- 
vestment after years of apathy. Possible flo- 
tations by groups such as Astra, Dharmala, 
and Bakrie Brothers would help realise this 
ambition. z 
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Thailand remains the investors? favourite 


\ Ithough Thailand might be stretching 


possibly will grow almost as strongly 
in 1989 as it did last year, The factors sustain- 
ing high growth — some people are predict- 
ing 10% GDP growth after an estimated 11% 
in 1988 — are the same: a burst of invest- 
ment in manufacturing; high growth in 
housing and construction; solid tourism in- 
come, and strength in agriculture and food 
processing. 

Of those, manufacturing will lead in 
1989, and 1990 too. Much of the Thai and 
foreign investment plans declared in 1987 
and 1988 will only come on line this vear and 
next. At the same time, though the pace of 
applications for new projects to the Board of 
Investment has subsided slightly, investors 
are still arriving with both export and im- 
port-substitution projects — from Japan and 
East Asia's "four little dragons" (South 
Korea, Taiwan, Hongkong and Singapore). 













reassuringly diverse are Thai export mar- 
kets. Exports to the US market have since 
1984 been in the range of 17-19% of total ex- 
ports; to Japan, 13-15%; to the EC, between 
20% and 25%. What is unclear is the extent 
to which exports to Japan, Hongkong, Sin- 
gapore and Taiwan ultimately depend on 
the US and EC markets. Thailand's still 
strong agricultural base ensures that many 
other areas such as India, China and the 
Middle East are important buyers. 

Any slowdown in growth this year will 
stem from the failure of commodity prices 
and production to rise faster than last year. 
Thailand reaped substantial benefits from 
rising prices for rice, maize, rubber, tin and 
sugar. So far this year prices and production 
have been firm and even rising. Prices for 
processed foods, an increasingly important 
sector, are also rising and could possibly 
keep overall agricultural-sector growth up to 
last years 8.6% rate. — | 
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Another factor fuelling the economy, 
which appears to be sustainable, is portfolio 
investment. Although the supply of listed 
equities is limited, money looking for an out- 
let is finding a home in venture capital, co- 
investment, and real-estate investment 
funds. Numerous official unit trusts are also 
looking for unlisted securities — the 
strength of the local currency is a contribut- 
ing factor. 

Rosy as the picture might appear, there 
are nevertheless factors which could induce 
a slowdown in 1990 or afterward, though it 
is unlikely to be anything other than mild. A 
February World Bank report on the Thai 
economy said that maintaining fiscal health 
is the biggest challenge to keeping up 
growth: “As the experience of the 1980s 
shows, sound macroeconomic balances are 
prerequisite conditions for industrial 
growth.” 

Because of the rapidly accelerating cur- 
r  iccount deficit, due to heavy imports of 
Gpl goods, the government needs to 


bridge the savings-investment gap. So far 
foreign capital has helped maintain stability. 
But as the World Bank argues, foreign direct 
investment carries the possibility of eventual 
repatriation of the investment, which could 
pose the same liquidity problems that arise 
with large foreign debt. The government 
also needs to prod industry into maintaining 
competitiveness by cutting protection and 
boosting the efficiency of the financial mar- 
kets. 

Infrastructure is not likely to be a serious 
deterrent to growth as was earlier feared be- 
cause the government has taken steps in 
many areas to improve bottlenecks, though 
these will continue to slow growth for the 
next three years. On the other hand, invest- 
ment in infrastructure is an important con- 
tributor to GDP growth. 

Finally, a major drag on growth is 
human resources, and this is directly related 
to the need to boost quality-competitiveness 
and develop higher value-added industries, 
needing higher technology levels. Probably 
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Everyone wants to invest in Malaysia 


Demand for growth 


By Nick By Nick Seaward i in Kuala n Kuala Lumpur 


remarkable change has come over the 
Malaysian economy over the past 
two years, rendering it far less `ulner- 
able to a recession in its main export mar- 
kets. External demand was the crucial com- 
ponent to recovery from the 1985-86 reces- 
sion, and at one point exports of manufac- 
ter «vere growing at quarterly rate of 37% 
i 7. But domestic demand has now 
taken over as the driving force behind 
growth. 





The prices of Malaysia's major export : 


commodities — rubber, palm oil, timber, 
cocoa, tin and petroleum — have steadily re- 
covered since 1986, though some have fallen 
from their 1988 highs. Last year's improve- 
ment in commodity prices was largely re- 
sponsible for a 15.576 increase in private sec- 
tor consumption, compared with 2.676 in 
1987, which in turn made a major contribu- 
tion to last year's 8.1% real GDP growth. 

This increase in disposable income has 
had a startling effect. New car registrations 
rose 64.8% after falling for the four preced- 
ing years, and consumer credit rose by 
37.4%, compared with 0.2% in 1987. Private 
sector investment rose 17.976 in real terms in 
1988, compared with 5.7% in 1987; total 
public and private spending rose by 13.2%, 
compared with 1987's 3.6%. 

Foreign investment has poured in, but 
domestic investment is keeping pace as local 
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business responds both to the growth in 
domestic consumption and the liberal reg- 
ulatory regime imposed in 1986. 

Approved local and foreign investment 
proposals for the manufacturing sector in- 
creased from M$3.934 billion (US$1.47 bil- 
lion) in 1987 to M$9.094 billion in 1988. The 
local content was M$1.874 billion and 
M$4.216 billion respectively, of which 
most came from non-bumiputra or non- 
bumiputra-dominated local joint ventures. 
The conventional wisdom that says the 
Chinese are still reluctant to invest is proba- 
bly wrong. 

Furthermore, these figures cover only 





Hugei increase in car oebriHona. 
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a greater limit to business start-ups now is 
the lack of skilled manpower. Wages for en- 
gineers have doubled or tripled and thereis 
still a shortage; factory managers are also not 
to be found. 

A thomy trade problem, potentially, 
could be the use of Thailand by other coun- 
tries, such as Japan, as a base to export to the 
US. Accusations have already been made of 
dumping on the US market of Japanese steel 
and ball bearings produced in Thailand. The 
Thai Government has also been accused of 
subsidising these firms with extremely - 
generous investment incentives. 

In general, however, Thailand appears 
to be well aware of these threats to sustained 
growth. Stabilising fiscal measures are 
under study; some crash programmes in 
manpower development are already under 
way; technology issues are being reviewed; 
and the government and industry are pain- 
fully facing up to trade issues. The only bar- 
riers to resolving these are bureaucratic and 
vested interests. x 


applications for projects involving share- 
holders funds of more than M$2.5 million, 
or employ more than 75 workers. Smaller 
projects, in which locals might be expected 
to be predominant, escape the statistical net. 

The big foreign investors are coming 
from Japan and the NICs. Together they ac- 
counted for 46% of all foreign manufactur- 
ing investment applications last year, or 
M$3.9 billion — four times the figure for 
1987. Despite a scare last year, when 
Malaysia was threatened with the loss of its 
US GSP privileges, Malaysia is still seen as a 
back-door to the main export markets. 

Investors say that Malaysian workers are 
fairly pricey compared with those in Thai- 
land or Indonesia but that they do not need 
a great deal of training, and have a good 
grasp of English, which the Japanese in par- 
ticular consider a big plus. 

Wages are rising, partly because past 
awards are only now being implemented. 
For. example, late last year the government 
finally implemented a 7.376 pay increase for 
civil servants which it originally granted in 
January 1985. In manufacturing, the weight- 
ed average increase in wages last year was 
6.9%, but with 8.1% unemployment last 
year, further rises are expected to be limited. 
The weighted average increase in wages in 
the main sectors of the economy was 4.8% 
in 1988, compared with an increase in the 
consumer price index of 2.776 and the pro- 
ducer price index of 7.4%. 

The government has cut corporate taxes 
by five points to 35% in the 1989 year of - 
assessment. This, combined with a series of 
cuts in the 5% development tax, should see 
Malaysia becoming tax-competitive with its 
neighbours within four years. 

Ironically, the immediate danger facing 
the economy is a rise in inflation — because 
of the depreciating ringgit. a 
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ECONOMIC MONITOR: 


JAPAN 


Signs of a slowdown 


apan's economy flagged perceptibly 
during the first three months of 1989, 
but the government seems unsure 
whether this can be put down wholly 
to the “imperial recession” touched off by 
the death of the Showa Emperor, or 
whether growth has really weakened. 

More serious than signs that the econ- 
omy may have come off the boil are worries 
about the trade surplus. On a customs clear- 
ance basis, Japan's trade surplus grew by 
US$3 billion in 1988, reversing the down- 
ward adjustment which was supposed to 
result from yen revaluation. The surplus 
could grow faster in 1989 if slower domestic 
growth results in slacker demand for im- 

rts. 

Indicators for the economy's perfor- 

mance in the January-March quarter are 
patchy but officials point to various signs 
that demand was slower, particularly in 
February. Personal consumption was down 
2.1% from January and 0.4% from a year 
earlier, reflecting the closure of almost all 
businesses for the emperor's funeral on 24 
February. A sharp fall-off in new car regis- 
trations during the quarter and a steep de- 
cline in housing starts also suggest a slow- 
= down, if only short-lived. 
Car registrations are thought to have 
picked up again after the 1 April introduc- 
tion of a new 6% sales tax on cars, replacing 
a much higher commodity tax. Housing 
starts have fallen in reaction to last year's 
freak housing boom, when the number of 
starts temporarily exceeded the US level. 

Industrial production slumped in Feb- 
ruary. It was 1.7% below January and only 





4.9% ahead of February 1988. But the April 
index is expected to recover sharply to 
around 8% ahead of year-ago levels. Be- 
cause production is basically healthy and 
company profits continue to grow, planned 
investment in new capacity by industry is 
still on a strong upward trend. 

A recent Bank of Japan (BoJ) survey 
shows a 6% rise in the value of investments 
projected for fiscal 1989 by manufacturing, 


"Preliminary — 


and service sectors combined. Manufactur- 
ing alone plans a 9.1% rise in investment, 
though that is less than the 17.9% rise esti- 
mated for fiscal 1988. But investment projec- 
tions are likely to rise as companies harden 
up their plans for the new fiscal year. 

Aside from signs of weakening demand, 
the domestic economy faces two other wor- 
ries. The first is an increasingly serious la- 
bour shortage, with the worst bottlenecks in 
the construction sector. The second problem 
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is that prices have begun rising again after 
two years of stability brought about by cur- 
rency revaluation. The 0.1% year-on-year 
rise in the wholesale price index recorded for 
March was the first in three years. » 

Consumer prices rose 0.5% in March 
from year-ago levels but are expected to 
jump by as much as 3% in April or May, as 
the new 3% general sales tax works its way 
through the distribution system. Officials 
say this is a bigger rise than the government 
expected. The Boj is said to be thinking of 
raising its discount rate from the current 
level of 2.5%, though it might decide to wait 
given the slacker pace of domestic dem 

Decisions on interest rate policy are vw- 
plicated by the fact that Japan seems to be 
heading towards a new crisis in trade rela- 
tions with the US as a result of the widening 
of both the global and the bilateral trade 
surpluses. The monthly customs-cleared US 
dollar surplus jumped to US$8.9 billion in 
February as imports fell from year-ago levels 
in volume terms. A sharp recovery in March 
meant that for the two months combined 
import growth averaged 10%. But this is still 
well below the 13.7% growth rate estimated 
for fiscal 1988. 

Meanwhile, exports have been growing, 
reflecting Japan's stranglehold on world 
markets for sophisticated investment goods 
such as robots and advanced machine tools. 
Officials say Japan is "at a loss" to cope with 
this situation. US policy measures, includ- 
ing a tightening of domestic demand 
through tax increases, are seen as the only 
practical means of closing the bilatere! *-77? 
gap. a Charles ! 
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SHROFF 


The protective parent 


f there is one lesson to be learned from 
the Hume Industries/Multi-Purpose 
Holdings (MPH) affair, it is never to 
trust a politician. It seems only yester- 
day that the president of the Malaysian 
Chinese Association (MCA), Datuk Seri Ling 
Liong Sik, gave a public pledge to stop all in- 
terference by the party in the running of 
MPH. That pledge was given on 14 February 
1987. A little more than two years later, the 
MCA has been pressuring the government to 
outlaw Hume's bid, making veiled threats 
about quitting the ruling coalition if it does 
not. 
ime has yet to issue a formal offer 
Ġw nent, and until it does, the MPH board 
will not be able to make a recommendation 
to shareholders on whether to accept the 
offer. However, it is inconceivable that 
under this sort of pressure, MPH's board will 
be able to do anything other than recom- 
mend rejection. 

It would also be remarkable if MPH's 
advisers, Arab-Malaysian Merchant Bank, 
recommended otherwise. Shroff under- 
stands that Lee Siang Chin has been 
seconded from running the bank's 
stockbroking subsidiary for a while, so he 
can advise on the defence to the bid. Lee 
was chosen in January to represent Chinese 
interests on the National Economic Consul- 
tative Council, along with — among others 
— Chan Hua Eng, the executive chairman of 
MPH, and William Cheng, the chief execu- 
tive of Lion Corp. and hotly tipped white 


knight for MPH. 
P = MCA still hides behind the fiction that 
it erely the ^promoter and sponsor" of 


MPH but it is clear from the way it has ad- 
vised minority shareholders to turn down 
the offer that the MCA leadership is acting 
very much like the company's board. Shroff 
wonders how comfortable the governor of 
the central bank, Tan Sri Datuk Jaffar Hus- 
sein, is now with his statement of 28 March 
that he knew of no bank that was owned or 
controlled by a political party. (MPH, of 
course, owns 70% of Malaysian French 
Bank.) 

Jaffar that day announced a ban on politi- 
cians holding executive positions or direc- 
torships in financial institutions, on the 
grounds that there could be conflicts of in- 
terest or "undue influence." If he believes 
that politicians are a sufficient threat to the 
proper running of a bank to warrant such a 
ban, then it is difficult to understand how he 
can continue to turn a blind eye to the in- 
volvement of the political parties which give 
politicians their marching orders. 

Besides the MCA's involvement in Malay- 
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sian French Bank, there is the 5976 stake in 
publicly listed Bank of Commerce held by 
the Fleet Group, the investment arm of the 
United Malays National Organisation, and a 
minority stake in United Asian Bank held by 
Maika Holdings, the investment arm of the 
Malaysian Indian Congress. Jaffar claims 
there is no legal evidence linking the political 
parties with the banks — but lack of legal 
evidence has not prevented the central bank 
from moving decisively against banking 
executives in the past. 

Perhaps Fleet Group has already seen 
some writing on the wall. Rumour has it that 
newly listed "broker by appointment," 
Rashid Hussain, is about to acquire a 20% 
stake in Bank of Commerce. Meanwhile, 
Wan Azmi Hamzah's new plaything, Gen- 
eral Lumber (Holdings) is tipped to be given 
Central Cooperative Bank’s 59% stake in 
Bank Buruh. This latter rumour cannot be 
true, of course, as companies are allowed to 
take only 20% holdings in banks these days 
— and didn’t Jaffar say only the ofher day 
that exceptions would be made only for gov- 
ernment-owned companies? Funny, yes he 
did, but then Hume has been given ap- 
proval to take over 70% of Malaysian French 
Bank, and surely Hume isn’t government- 
owned . . . is it? m Nick Seaward 


Despite initial difficulties, Singapore 
stockbrokers have taken to floorless, com- 
puter-driven trading with religious zeal. 
Daily market turnover has hurtled from 
one all-time record to another since fully 
automated trading, called the central limit 
order book (Clob), was phased-in on 10 
March. 

The catch is that real investor activity has 
risen little. Warrants and second liners are 
heading the volume lists, and the level of 
broker position-taking in the market has 
surged. That is of concern in a market where 
the distinction between brokers acting as 
agent and principal is often blurred. 

Clob has accommodated a massive rise in 
the number of traders who deal directly in a 
market which automatically and instantly 
matches orders. It is as if a 23-year-old 
weekend pinball player has turned into a 
spaceman fighting stock wars on one of the 
world's most modern trading systems. 

Erratic pricing abounds, and Malaysian 
spiv stocks and warrants together ac- 
counted for some 60% of market volume in 
the trading week ending 21 April. There is 
nothing wrong with a good bout of specula- 
tion. But how many men-in-the-street have 
been suckered, or cajoled, by their broker, 
into buying stock one day on takeover 
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stories only to see it slide on profit-taking the 
next? 

More seriously, Clob has made brokers 
fearful of executing client orders too early in 
the day. A trader who sells in the morning 
will look foolish if afternoon prices spurt 
ahead. Yet Clob's power allows a deter- 
mined dealer to ratchet prices to their daily 
high at trading's close. Witness the number 
of strong afternoon finishes in post-Clob 
Singapore. 

The result is a fertile environment for 
brokers or fund managers to trade on per- 
sonal or corporate accounts. Positions 
are taken in the morning and unwound to 
genuine demand in the afternoon. It is a dis- 
intermediated form of ratting on clients. If 
the same broker sold direct to his client 
rather than to other brokers in the open mar- 
ket, he would be heading for the Monetary 
Authority of Singapore's high jump.  . 

Short covering by brokers (which is legal) 
also creates abnormalities. After two days of 





strong gains which outpaced the market, 
Keppel Corp. crashed 34 S cents (17 US 
cents) on 19 April — a directionless day on 
the market — to $$4.10 before rebounding 
to S$4.18. Brokers attributed this volatility to 
short covering. 

Part of the problem is Clob's opaque na- | 
ture. Orders and prices are displayed on 
trading monitors, but not the identity of 
brokers. This denial of crucial information 
hinders the formation of informed judg- 
ments on the quality of orders. 

A strong case could exist for daily market 
limits. Perhaps spread changes should be 
restricted towards the end of the day's trad- | 
ing. Whatever the answer, the super-mod- 
ern Clob has created so many erratic trade 
practices that Singapore runs the risk of 
earning the reputation of a Mickey Mouse 
market. E Christopher Marchand 
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A prosperous Thai miner seeks new growth prospects 


Zinc-plated options 





By Paul Handley in Bangkok 
ust as things are becoming easy for 
Thailand's Padaeng Industry (PDI), the 
company must start worrying about its 

future. Last year's runup in zinc prices made 
the zinc miner and refiner one of the most 
sought after shares in the Bangkok stock- 
market. Favourable exchange-rate shifts 
helped wipe off much of earlier foreign-ex- 
change losses that had burdened the com- 
pany's debt. By the end of the year, PDI had 
amassed cash reserves of nearly Baht 1 bil- 
lion (US$39.2 million). 

With only 12 years of ore reserves left in 
its northern Tak province mine, the urgency 
to use that cash to build a more secure future 
is growing. For one thing, the company 
does not want to be known as just a "mining 
play." But so far initial steps are still zinc-re- 
lated. Analysts feel they need to get into 
new businesses — mining other ores, or 
even unrelated manufacturing — to ensure 
survival. 

A recently assembled business develop- 
ment unit has been targeted in three direc- 
tions — mining, both zinc and other ores; 
developing zinc-related downstream oppor- 
tunities; and unrelated projects outside min- 
ing. "We must try and utilise the money as 
soon as possible," president Arsa Sarasin 
says. 

The strong official Thai role in the com- 
pany indicates that it has to come up with 
something significant to national develop- 
ment as well. But a proposed steel mill in- 
vestment was ruled out, Arsa told the 
REVIEW, because it was too big for the com- 
pany to maintain a strong role in manage- 
ment. 

PDI was formed in 1981, with two Belgian 
firms holding about 30%, and the rest con- 
trolled by the Thai Ministry of Finance, the 
Industrial Finance Corp. of Thailand, state- 
owned Krung Thai Bank and other local pri- 
vate investors. The Belgians arranged soft 
equipment loans and provided technology 
and management skills. In 1988 a consor- 
tium of Thai banks and the Crown Property 
Bureau bought out one of the Belgian firms, 
leaving the other with less than 10%. 

Production began in 1985, with a capacity 
of 60,000 tonnes a year, and in 1986 showed 
a Baht 176 million net profit after being hit 
with losses from the weakening of the US 
dollar against the Belgian franc, which 
dominates its borrowings. 

Last year profits leapt 18876 to Baht 802 
million, following the zinc price rise, with- 
out any substantial increase in costs. PDI was 
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easily able to provide a Baht 345 million spe- 
cial reserve required by creditors, and then 
pay an unexpected Baht 50 final dividend. 
This year should be more of the same. In 
the first quarter, when the zinc price 
peaked, net profits were Baht 406 million, 
compared to Baht 103 million a year earlier. 
Arsa says PDI could average US$1,600 a 
tonne in the first half; for the second half, 
with little new supply likely on the interna- 
tional market, prices "conservatively" could 





be US$1,300, well above the US$1,100-1,200 
average for last year. 

Meanwhile, an expansion completed in 
the first quarter raised production capacity 
to 70,000 tonnes. The company has also de- 
veloped an 8,000 tonnes-a-year zinc alloy 
capacity, but could find the market dwindl- 
ing as high prices dampen demand. 

Profit strength is underpinned by the rise 
in domestic sales. Originally at least half of 
production was for export, but 85% is now 
sold locally, where PDI is sole supplier. PDI's 
high local prices are underpinned by a 2276 
tariff on imports. Yet, according to Baring 
Research, the company's US$675-a-tonne 
unit cost is far below the US$1,000 figure in 
major producer Japan. 

Local sales growth is spread through 
galvanising for construction materials; 
the growing car parts sector; brass mak- 
ing, another export industry; and zinc 
oxide to supply the automotive industry. 

Twelve years of reserves 


Hag 
give the company time to lo- } Ne 
€ Y 


cate new deposits, but a gen- 
eral search has yet to pro- 
duce a major find. For the 
nearer future PDI is 
negotiating for rights to 
the Pagoda area adjacent 
to its own mining conces- 
sions where it believes 
another one to two years of 
zinc ore reserves can be 
proven. 

For the longer term, the 
company has split its explo- 
ration department from min- 
ing operations, and boosted 
exploration teams from two 
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to five. Preliminary focus is on Loei province 
and chemical analysis on samples from 
targeted areas is under way. Thought is also 
being given to negotiating to explore in Laos 
or Burma. 

A second priority is to move down- 
stream in zinc. With debt dropping quickly 
— long-term borrowings were 132% of 
equity in 1987, and 57.8% last year — PDI has 
many options. The main project so far has 
been the Baht 21 million purchase last year 
of 35% of Unithai Oxide (UO), the now-listed 
sole Thai producer of zinc oxide. Although 
only a small consumer of zinc, UO has plans 
to triple production by 1990. Currently trad- 
ing at Baht 140 a share, PD's purchase at 
Baht 30 has contributed to its burgeoning re- 
serves — PDI has stayed out of UO's manage- 
ment. 

Just under way is a Baht 286 million in- 
vestment to recover cadmium from zinc re- 
fining waste. Financed 10076 with cash, the 
project will be on line by late 1990, pr - 
ing 750 tonnes of cadmium a year, ro..,.../ 
5% of the existing global supply. At current 
market prices, the project could pay for itself 
in a year or two. 

Last year reports suggested the company 
was on the verge of something more sub- 
stantial — a joint venture in zinc-based car 
parts. This was thought probable, given the 
rapid flow of Japanese car parts makers into 
Thailand, but the company says it has no 
such plans in store at the moment. 

A proposal to produce zinc sheets for 
roofing and siding, in a venture with one of 
the original Belgian partners, was scrapped 
because the high price of zinc made the 
sheets uncompetitive locally. 

More widely talked about was a partner- 
ship in Thailand's proposed hot- and cold- 
rolling steel mills. Australia’s BHP ap- 
proached PDI as a partner for the Baht 20 
billion investment. PDI looked at it seriously, 
but decided that it could have on! -*t 
up 10% of the Baht 20 billion p j 
not enough to take an active roie in 
management. Arsa says that is why it was 
rejected. 

Currently the only other ideas are to 
talk to foreign mining firms about pros- 
pecting for other minerals. A 
joint venture is expected to 
be consummated soon, but 
the company gave no hint of 
the mineral involved — gold 
or copper are the industry's 
guesses. 

Beyond that, PDI is empty 
handed, and sending people 
abroad to search for ideas. 
Industry analysts see them 
possibly succumbing to the 
Thai refuge for investors be- 
reft of ideas — real estate. 
Arsa says he is not interested 
in speculation, but concedes 
PDI might consider erecting 
its own building. 2 
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COMPANIES 


Change at the top unsettles Hongkong group 


Brave New World 


By Christopher Marchand in Hongkong 


he typhoon season came early this 
i year in the New World group. Since 


New World's founder and leading 
light Cheng Yu-tung handed over the post 
of managing director to his son Henry 
Cheng Kar-shun on 1 January, the group 
has been caught in a whirlwind of activity. 

A share swap with HKR Properties has 
given New World 18% of HKR Properties, 
with its huge land bank on Hongkong's 
I ` u Island, a focal growth point if the 
í nment decides to build a new airport 
vit vi near the island. The group will also 
pay HK$557 million (US$71.4 million) to 
take over property developer Scilla Hold- 
ings. 
New World's stake in ATV Holdings, 
Hongkong’s second television broadcasting 
company, was raised to 50%, in a deal 
which values the holding at HK$360 million. 
It also sniffed around the Bond Centre, a 
prime Hongkong office block owned by 
Australian-controlled Bond Corp. Interna- 
tional and Japanese property company EIE 
Development. And New World is a partner 
in one of four consortiums bidding for the 
Hongkong cable television franchise. 

In January, the group joined forces with 
Evergreen Holdings, the Taiwan shipping 
and property conglomerate, in a failed bid at 
the government auction of a prime commer- 
cial site in Wanchai. New World then ap- 
peared to change tack with the HK$470 mil- 
F le of five floors of its flagship building, 
\ ai's Convention & Exhibition Centre. 

Disconcertingly, the company has 
spearheaded a US$540 million takeover of 
Ramada Inn, the US-based hotel manage- 
ment chain. Even more vexing has been a 
HK$3 billion bid for Wing On Holdings, a 
Hongkong-based property, department 
store and financial services group controlled 
by the Kwok family. 

Plans for a HK$1 billion convertible bond 
issue in the midst of this activity had to be 
ignominiously delayed amid a welter of 
market criticism that Paribas Asia, the 
issue’s manager, had misjudged the pricing. 
(Paribas managing director Philippe Aubert 
did not return the REVIEW’s calls.) 

All this activism has troubled a Hong- 
kong market reared on a diet of corporate 
decorum and carefully pre-arranged deals. 
“They say they want to become another 
Hutchison," says Warburg Securities senior 
analyst Allan Ng, "but is it a promising stra- 
tegy? In Wing On, they are likely to land up 
with a large but powerless shareholding." 
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South China Securities director Howard 
Gorges added: "The Wing On deal has rat- 
tled people who think New World is becom- 
ing too aggressive. It also appears not to 
have been well thought out. Now having 
sold a few floors in the Convention Centre, 
they appear less consistent. Their long-term 
policy becomes less clear." 

New World has its defenders. It "is one 
of Hongkong’s more interesting large prop- 
erty companies," says Anglo-Chinese direc- 
tor Stephen Clark. "It has taken a view of 
things. What you are seeing now is probably 
a change of pace rather than a change of di- 
rection." 

That point is stressed by Henry Cheng 
himself: "Our basic aim is to seek more pro- 
fitable opportunities by trying to expand our 
activities," he told the REVIEW. "We seem to 
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be more aggressive, but New World has al- 
ways followed the same pattern based on a 
conservative policy basis.” 

Certainly, New World has taken risks 
when the other property majors were out of 
play. The Convention Centre was a spec- 
tacular buy, even though the group’s re- 
sources were stretched at the time. A long- 
standing investment in Asia Terminals, 
which operates Berth 3 at Kwai Chung con- 
tainer terminal, has also proved far-sighted. 

But the fact remains that an untested 
younger man is now in charge. The surprise 
appears to be the degree to which the older 
Cheng has faded out of the picture. The un- 
ease stems from the spotty record of the 
younger Cheng’s first four months in the 
driving seat. The jury is still out, but the mar- 
kets initial response has been a sharp 
downgrading of the share rating. 
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In Hongkong, Cheng's most dramatic 
tactics have been to seek to buy property as- 
sets in the cheaper stockmarket rather than 
in the property market itself. Wing On's 
main appeal lies in its property assets. Even 
Cheng, however, appears to confirm his cri- 
tics’ belief that the Wing On bid lacked 
adequate planning. 

“We had no intention of staging a 
takeover," Cheng says, "and we tried hard 
to contact the Kwoks by phone. But they 
were always in meetings or in the toilet. We 
suspected they were purchasing shares in 
the market. So we had no alternative to a 
takeover bid as time was of the essence." 

A major problem is that Sun Hung Kai 
International, New World's advisers, may 
have underestimated the Kwoks' strength. 
The family itself is believed to hold a stake of 
over 40%. With friends, that holding could 
surpass 50%. But Sun Hung Kai’s Peter 
Fung thinks the family is not united in its 
holding. 

Price could resolve the dispute. If New 
World bids more, it might dislodge enough 
shares from the family and friends. With 
Singapore company Lee Hing believed to 
own another 10%, that might provide 
enough margin to secure control. The 
Kwoks are due to publish their estimate of 
Wing On's worth on 27 April. But the mar- 
ket reckons New World will have to im- 
prove its bid from HK$17 to HK$23 to win 
the prize. 

New World's bid has much to commend 
it on merit. The Kwok family stewardship 
has been less than sparkling. Several mem- 
bers of the family are facing trial on charges 
that they stole from the group's own bank 
(and from other public shareholders). The 
return on the Wing On store’s assets has — 
been paltry, despite the chain's strategic 
position in Hongkong's retail sector. | 

While New World might lack retail ex- — 
pertise, it is likely to do a better job than the 
Kwoks in redeveloping the property assets. - 
These include valuable holdings in Singa- 
pore and Malaysia. 

Meanwhile, New World is preparing its 
shareholders for defeat at Wing On. Cheng 
says his prime objective is to improve man- 
agement, and that the stake that has been 
built up will be held for the long haul. The 
bargain price at which New World bought 
most of its Wing On shares from Singa- 
pore’s Oversea Chinese Banking Corp. — 
HK$11.525 — puts New World in a solid 
waiting position. As New World is strong 
enough to block asset sales or most poison 
pill manoeuvres, the incentive for the 
Kwoks to compromise must be strong. 

The same taste for property also buttres- 
ses New World’s takeover of Ramada Inc., 
the US hotel management group. Few de- 
tails have been disclosed, earning New 
World a decidely poor rating for investor re- 
lations expertise. But New World’s partner, 
the US-based Prime Motor Inns, is paying 
US$185 million for the Ramada franchise 
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in the US, which manages over 600 
hotels. 

New World is paying US$350 million for 
100% of the equity of 18 US Ramada hotels 
(as well as the land), and the international 
division which includes the Ramada Renais- 
sance unit. This division includes 109 hotels, 
of which Ramada manages 40. (The rest are 
franchised.) With a book value of some 
US$200 million on the properties alone — 
which are spread throughout the US — 
New World could offer exciting potential for 
a property play in the US. 

Ironically, the deal’s less attractive aspect 
might lie in hotel management. Subsidiary 
New World Hotels’ strong expansion in re- 
cent years — including the management of 
parent New World Development's harbour 
front hotel in Vancouver and seven hotel 
management contracts in China — would 
appear to make the deal an excellent fit with 
the group. Moreover, the 18 hotels in the US 
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are in the upmarket category. 

But Ramada’s hotel earnings have been 
poor, accounting for only 26% of operating 
profit in calendar 1987. (Gaming contributed 
47%, but the vendors are retaining the 
casinos.) The spotlight will also focus on 
New World’s ability to manage such a com- 
plex and geographically diverse hotel 
group. As it is, New World Hotels has am- 
bitious organic growth plans in the region. It 
has two projects in the Philippines, two in 
Bangkok, one in Singapore and another in 
Taiwan. 

Back home, Cheng still sees plenty of 
growth in the territory. The group's 11.4 mil- 
lion ft? land bank will service development 
needs for the next four years, while office 
rentals continue to rise. 

"People said 10 years ago that growth in 
Hongkong is limited," Cheng says, "butIdo 
not believe it is saturated. There are the New 
Territories, land reclamation along the Wan- 


Hongkong plans major issue of treasury-type bills 


Birth of a market 


By By Christopher Marchand in Hongkong 


T he Hongkong Government is about 








to disclose plans to sell some HK$5 

billion (US$641 million) of exchange 
fund bills in the Hongkong money markets. 
The intention is to phase in the sales over 13 
weeks in mid-year, averaging about HK$400 
million a week. 

The government sees exchange fund 
bills (treasury bill equivalents) as a means to 
gain firmer control over Hongkong banking 
liquidity, and as a step in its efforts to up- 
grade the capital markets. As part of the up- 
grading process, the World Bank is also to be 
allowed to tap Hongkong for funds. These 
moves follow the government's removal of a 
1596 witholding tax on interest-bearing de- 
posits in its March budget. 

The green light for the World Bank re- 
verses the government's three-year informal 
. ban on foreign fund-raising in Hongkong's 
capital markets. Secretary for Monetary Af- 
fairs David Nendick told the REVIEW that the 
government's change of heart was prompt- 
ed by its stronger control over local money 
markets. “We want to encourage high qual- 
ity borrowers," he said. 

The World Bank is rumoured to be seek- 
ing a HK$1 billion issue. But government 
permission appears symbolic at this stage, 
as the territory's interest-rate structure does 
not currently favour a World Bank issue. 
Hongkong long- and short-term rates ex- 
ceed equivalent US rates. So the bank would 
have to pay an extra coupon to find a Hong- 


kong counterparty willing to swap its US 
dollar debt into Hongkong dollars. 

But the capital markets are showing signs 
of revival. A HK$397 million 12-year guaran- 
teed serial bond issue by Australian airline 
Qantas in mid-April was heavily over- 
subscribed. It followed Qan- 
tas equally well-received 
HK$390 million bond offer 
last October. 

Trading hong Hutchison 
Whampoa is also restructur- 
ing a HK$500 million bills of 
exchange package into a 
HK$750 million three-year 
commercial paper offer. The 
offer is not underwritten, 
which reflects Hutchsion’s 
confidence that it will be fully 
taken-up. 

Bankers, however, say 
these issues do not portend 
a major upswing in cap- 
ital market activity. As 
long as interest rates stay 
at current levels, the market is expected 
to remain quiet. The Qantas issues are 
exceptional, as the airline is simply match- 
ing liabilities to Hongkong dollar revenue 
flows. 

A question mark also hangs over the 
success of the government's exchange 
bill issues. Governments normally re- 
cycle money drawn from the market to 
fund fiscal deficits. But Hongkong’s 
massive surpluses mean the govern- 


Nendick. 
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chai waterfront, the Tate’s Cairn Tunnel, ex- 
pansion in Kwai Chung, Land Develop- 
ment Corp. projects, the tie-up with HKR 
Properties and telecommunications. At 
ATV, we are increasing our market share. 
We believe we will definitely make a profit 
after two years.” 

Strong profit growth from existing 
schemes, notably the Convention Centre, 
gives Cheng the leeway to plan for expan- 
sion. But Cheng’s management ability now 
exerts a direct impact on the share price. 
He badly needs a success to reassure nerv- 
ous investors. 

The Hongkong market, however, will 
also have to adapt to a new learning curve. 
The emergence of second generation leader- 
ship at most of Hongkong’s largest com- 
panies promises a sea change over the next 
10 years. For his part, the younger Cheng 
could prove to be among the best of the new 
breed. z 


ment cannot follow the same course. 

The question is whether surplus cash can 
be effectively removed from the banking 
system only by salting it away in the prover- 
bial shoe-box. Such action is hardly likely to 
appeal to a government which has a vested 
interest in maximising returns on its record 
reserves. 

Nendick says the government will buy 
foreign currency with exchange bill pro- 
ceeds. “Banks normally surrender their 
surplus Hongkong dollar deposits for for- 
eign currency assets. Now we will buy the 
foreign currency assets, while the banking 
system has less,” he said. 

The problem is that the 
government, by recycling 
Hongkong dollars in ex- 
change for foreign currency, 


» 
v 


will inject Hongkong dollars 
back into the banking — - 
tem. The governmen 2 


appears to have set itseit a 
balancing act by attempting 
to maintain both an interest 
rate policy (by using ex- 
change fund bills to control 
interbank liquidity) and an 
exchange rate policy (peg- 
ging the Hongkong unit at 
HK$7.80 to the US dollar). 
Nendick insists, how- 
ever, that government will 
use interest rates only to sup- 
port exchange rates. He views exchange 
fund bills merely as a cautious step in de- 
veloping Hongkong’s capital markets. 
“What has been very clear,” he says, “is 
that there is a shortage of good quality assets 
in Hongkong. If there were assets here of 
the right quality, banks, pension funds and 
insurance companies would rather hold 
funds on-shore. But we don’t want a mas- 
sive overnight success in the capital mar- 
kets.” & 
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BRIEFING 


Asian Development Bank 
lifts lending performance 


> Robust economic conditions in the 
Asia-Pacific region helped the Asian 
Development Bank improve its lending 
approval and disbursement in 1988. 
Aggregate lending and equity investments 
for 1988 were US$3.2 billion, the bank said 
on 24 April. Lending commitments rose by 
29% while disbursements were up 34%, 
with China, India, Pakistan and the 
Philippines benefiting most. Regular loan 
commitments rose to US$2 billion for the 
year while concessional loans offered from 
the Asian Development Fund increased to 
US$1.1 billion. Bank president Masao 
Fujioka on 25 April said he would resign in 
November, two years before the end of the 
I zond five-year term. 


Jardines issues US$200 

million convertible bill 

P» Hongkong's Jardine Strategic Holdings 
(JSH) is to raise US$200 million in an issue of 
convertible cumulative preference shares. 
The shares are aimed at Eurporean 
investors and will be listed in Luxembourg. 
JSH, the central controlling company of the 
Jardine Matheson group, says the issue is 
intended to reduce the group's debt. 


Pickens presses for 
seats on Koito's board 


> Texan oilman T. Boone Pickens has 
"urgently" requested that the board of 
Koito Manufacturing, the Japanese car parts 
maker in which he recently acquired a 20% 
stake, should consider nominating at least 
t^^ "epresentatives cf his company to the 
K »oard for election at the June general 
snarenolders’ meeting. A Koito spokesman 
said that his firm had explained to Pickens, 
during his visit to Tokyo on 20 April, that 
Japanese companies do not normally accept 
staff from companies that have just become 
shareholders. Pickens responded that there 
were many examples of major shareholders 
getting immediate representation. 


Shell raises stake in 
Singapore refiner 


> The Shell oil company has bought a 15% 
stake in the Petrochemical Corp. of 
Singapore (PCS) held by the Singapore 
Government and associated institutions. 
The Pcs controls a S$2 billion (US$1.03 
billion) petrochemical complex and other 
plants in Singapore. Shell now owns 3076 of 
the PCS and the government institutions 
20%, with the rest held by a consortium of 
Japanese firms. Neither Shell nor the 
government will reveal the amount paid for 
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the stake, but market sources estimate it at 
about S$650 million, one of the largest 
divestments by the government. The sale 
was held up for two years as the Japanese 
interests were unhappy about Shell buying 
the stake. 


Taiwan cuts tariffs 
to ease inflation 


> Taiwan's Executive Yuan on 20 April 
approved lower tariffs for 378 imported 
items in a move to cut inflation. Included 


were electrical appliances, building 


materials, major agricultural and industrial 
raw materials, and daily necessities. The list 
also includes 86 items in response to a 
request by the US to help reduce Taiwan's 
trade surplus with the US. The cuts are to 
take effect on 1 May. 


Business indicators 
ed ope He ed go ee Mises, ety at 
z P? 


— = 


vane 





= = Investr simer nt trusts He | 
Source: Smith New Court Far East — 


Taiwan sets up fund 
to help small firms 


> Taiwan authorities undertook 
emergency measures on 21 April to help 
small- and medium-sized businesses 
following a credit squeeze by the central 
bank. After a Ministry of Economic Affairs’ 
report that a third of such companies are 
facing serious difficulties obtaining working 
finance, a cabinet-level committee approved 
a NT$10 billion (US$369.7 million) 
government fund to tide businesses over 
during this squeeze. 


Indonesia’s Sempati airline 
plans to spread its wings 

> Indonesia's Sempati airline's application 
to fly routes outside the country is being 
linked with plans for a change of ownership 
Sempati is owned by a holding company 
run by the military. But military attempts to 
prevent its sale to PT Humpuss, controlled 
by Hutomo Mandala Putra, President 
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Suharto's youngest son, have apparently 
failed. Only Garuda International and its 
affiliate Merpati Nusantara airlines are now 
allowed to operate jets. A Sempati 
spokesman said the government would 
shortly deregulate air transport, allowing 
Sempati, which flies turbo-prop aircraft, to 
operate a jet service to Singapore. 


South Korea's surplus 
falls in first quarter 


> South Korea's current-account surplus 
fell sharply in the first quarter to US$1.3 
billion, less than half the US$2.9 billion 
surplus for the first quarter last year. The 
trade surplus showed a similar drop. 
Exports grew only 8.1% in dollar terms, 
while imports rose 21.1%. Car, footwear 
and toy exports declined while imports of 
steel and machine tools increased. 


Duty cuts for steel 


helps Thai builders 


> Thailand’s hard-pressed construction 
companies have welcomed a government 
decision to slash duties on imported steel. 
Contractors had complained of severely 
pinched margins due to the rising cost of 
materials. The duty on steel bars was cut 
from 25% to 10%; on steel billet from 25% to 
5%, and the 2.5% duty on scrap iron was 
abolished. 


Donor consortium pledges 
increased aid for Pakistan 


> A consortium of Western aid donors to 
Pakistan has pledged US$3.096 billion for 
financial year 1989-90 (from 1 July), US$85 
million more than Islamabad’s request. The 
World Bank-sponsored consortium 
announced the pledges in Paris on 21 April. 
It includes US$719 million for non-project 
assistance and US$95 million for food. The 
pledge is 22% up on 1988-89. 


Four charged over collapse 
of Australian merchant bank 


> Two former advisers to the West 
Australian government were among four 
people charged on 19 April in Perth in 
connection with the failed merchant bank 
Rothwells. Antony Lloyd, a former head of 
the state superannuation board and former 
managing director of Rothwells, was 
accused of improperly using his position in 
the disbursement of A$15 million (US$11.9 
million) for coal purchases. Kevin Edwards, 
a close associate of former state premier 
Brian Burke, was charged with assisting 
Lloyd and former Rothwells director John 
Hilton (also charged with Lloyd) in 
obtaining a A$6 million loan. 
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STOCKMARKETS 


s a a Takeshita steps down, index shoots up www Seoul suffers tighter 


liquidity u a a Taipei shrugs off credit corset a a a Chinese protests trigger Hongkong 


profit-taking a a a Manila surges u u a in six trading days to 25 April a a w 


Prime Minister Takeshita's 25 Apr. 


Nikkei Stock Average, 33,244.78 
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Hongkong 


Hang Seng Index, 3,118.73 
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All Shares Index, 337.46 
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Kuala Lumpur 


KLSE Composite Index, 438.68 
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All-Ordinaries, 1,475.50 
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New Zealand 


Barclays Index, 1,964.63 
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resignation announcement triggered not 
the fall that might have been expected, 
but a 1.376 rise during moderate trading. 
Daily turnover averaged 923m shares 
worth ¥1.2t (US$9.1b). Steels were the 
chief gainers and power companies the 
big losers. Shipping stocks firmed with 
Shinwa Kaiun up ¥170 to ¥1,400. 


The market opened cautiously bullish, 
but student demonstrations in China 
ushered in profit-takers in light trading. 
Later bargain hunters appeared, buying 
on the market's solid fundamentals. 
Turnover averaged 562m shares worth 
HK$1.205b (Us$154.5m). Cathay Pacific 
rose 5 HK cents to HK$9.35, but Hongkong 
Bank fell 25 HK cents to HK$6.30. 


The market moved sideways as investors 
took profits and waited for new leads. 
Volume fell to average 112.4m shares a 
day, valued at s$117m (US$60.4m), giving 
respite to back offices, but trade in 
warrants continued to be heavy. Mining 
stocks rose, with Austral Amalgamated 
adding 74 s cents to S$4.00 and Sungei 
Besi 50 s cents to s$5.65. 


Profit-taking saw the market consolidate 
after the weekend but prices still ended 
substantially higher. Debut stock 
Nanyang Press closed M$1.58 (59 us 
cents) above its M$1.60 issue price and 
High and Low's 12 M cents rise to M$2.92 
showed renewed interest in plantations. 
Average daily volume fell slightly to 
47.06m shares, worth M$83.42m. 


The market bounced back from 11-month 
lows on resurgent demand sparked by 
strong overseas markets, the weaker 
currency, and interest rate optimism. 
Turnover swelled to 663.2m shares worth 
A$1.43b (US$1.13b), with heavy trade in 
bid targets ANI and Goodman Fielder 
Wattie. Goodman rose 76 A cents to 
A$2.55, ANI 22 cents to A$1.44. 


A raid on third-biggest company 
Goodman Fielder Wattie by Ranks Hovis 
of Britain not only lifted Goodman shares 


by 71 NZ cents (43 US cents) to NZ$3.22, but | 


also the market — to its highest level since 
7 Mar. Fletcher Challenge ended 24 NZ 
cents higher at NZ$5.06. Brierley rose 9 NZ 
cents to NZ$1.58. Volume for the period 
was 39.9m shares worth NZ$65.78m. 
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Interest in commercial-industrials 
propelled a market surge. Interest in Atlas 
remained strong as the proxy-battle 
approached its climax. Oil issues 
benefited from the renewed drilling at the 
Bonita-1 well. Turnover totalled 1.8b 
shares worth P154m (US$7.2m). San 
Miguel ‘A’ prices rose P2 to P211 while 
Ayala Corp. rose from P20.25 to P21. 


The market fell as liquidity tightened and 
government bond yields rose 130 basis 
points. All sectors performed badly 

light trading — 12m shares a day o: 
average worth Won 279.6b (US$423.6m). 
Fisheries dropped 12.1% while 
pharmaceuticals fell 5.3%. Dongynag 
Brewery fell 7.7% and Hanil Synthetic 
Fibre dropped 7.6%. 


Buying of blue chip manufacturing stocks 
took the index 144 points higher. Despite 
tightening credit, turnover remained at 
peak levels, breaking NT$100b (US$3.7b) 
twice in six trading days. Turnover 
averaged a record NT$90.84b a day. Chien 
Tai Cement rose 19.576 to NT$92, a 19.576 
gain. Taiwan Polypropylene rose by 


NT$31 to NT$196. 


Buying strengthened because of slightly 
softer interest rates and anticipation of 
good first quarter earnings. Building 
stocks drove the index to a new peak of 
493.53. Embattled Union Bank rose °-** 
206 (Us$8.08) to Baht 706; Dusit Tha ie 
Baht 236 to Baht 992. Volume soare.. ... a 
record daily average of 17m shares worth 
Baht 1.277b. 


The index gained nearly 3% to set a new 
record at mid-period. But, after a 
defaulting broker fled the country, prices 
slipped on the first day of the new 
settlement period. Carry-forward charges 
were pegged slightly higher. Volume 
ebbed. Worst hit were shares in which the 
missing broker reportedly had positions: 
Tisco, ACC and Reliance. 


Data suggesting the economy is slowing 
at first sent the Dow Jones Industrial 
Average surging to a series of post-crash 
highs. But West Germany's decision to 
raise interest rates signalled an abrupt 
end to the rise as profit-takers moved in 
on lighter trading. The market drifted 
lower on disappointing earnings news. 
Daily volume averaged 287m shares. 
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trong gains in 1988 








` * Reserves strengthened by record amount 


(00 Commerzbank turned in another 
- .. rewarding performance in 1988. Group 
business volume rose by nearly 12% 
to DM 195 billion, with operating re- 
~ sults for both the Parent Bank and the 
|... Group recording sound increases. 
Lending operations were the pri- 
-mary factor behind this expansion, 
|. posting a healthy growth of 10.7% at 
Group level. Loans to customers were 
especially brisk = 
- Looking to the future, Commerz- 

-= bank took advantage of its strong 
earnings performance to reinforce its 
- — incial base once mi pee 

yes were strengther 
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total of DM 235 million, and consider- 
able funds were again used to provide 
for country risks. The Bank will pay 
an unchanged dividend of DM 9 per 
DM 50 nominal share to its more than 
160,000 shareholders. 

The Groups equity capital was 
further increased to DM 5.6 billion, a rise 
of over 1096. Underlining its commit- 
ment to quality in human and technical 
resources as a cornerstone for success 
in the highly competitive banking en- 
vironment of the coming years, Com- 
merzbank continued to make substan- 
tial investments in staff and banking 
technology. 

In the domestic financial markets, 
the Bank pursued its strategy of diver- 
sification by acquiring a 40% share 
in Leonberger Bausparkasse, one of 
West Germany's leading home loan 
associations. 

The year also saw Commerzbank 
expand worldwide, in both commer- 
cial and investment banking, Its Zurich 
subsidiary, Commerzbank (Switzer- 
land) Ltd, opened a branch in Geneva, 
and Commerzbank Capital Markets 


. Corporation began operations in New 


rzbank in Asia-Pacific: Branches: Hong Kong @ 8429666, # 8681414; Tokyo @ (3) 50243 71-75, # (3) 508 75 45; Osaka 
ries: Commerzbank (South East Asia) Ltd, Singapore & 223 48 55, # 225 39 43; Commerz Securities (Japan) Co. Ltd, Tokyo @ (3) 592 2200, # (3) 502.6: 
tative Offices: Beijing & 50049 59, # 5003161, Jakarta @ (1) 710231, "XE 
irters: Frankfurt. International Presence: Amsterdam, Antwerp, Atlanta, 
' shannesburg, London, Los Angeles, Luxem 
o, Singapore, Sydney, Tehran, Tokyo, 


Toro nto, Zurich. 









lding a solid base for tl 


# (1) 710245, Sydney € 2215700, # 2215605. ""—-— AEN 
Barcelona, Beijing, Brussels, Buenos Aires, Cairo, Caracas, Chicago. Copenhagen 
bourg, Madrid, Manama (Bahrain), Mexico City, Milan, Moscow, New York, . 











York. Holdings were raised significantly 
in Unibanco - Banco de Investimento | ce 
do Brasil S.A, Latin America's third- 
largest private-sector bank, and in : 
Korea International Merchant Bank a 
specialized financial institution based 
in Seoul with a strong growth and - 
earnings record. k 
In early 1989, a representative office - 
was set up in Milan, and others are .. 
planned for Bombay and Seoul. With. 
about 70 foreign branches, subsidiaries 
representative offices and holdings, t 
Bank is now present in some 30 coun 
tries all over the world. Both at hor 
and abroad, its further intensified ac 
ities have enabled Commerzbank to 
strengthen its position as a promine 
player in global banking and finance. 
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Appointments 






|. DEPUTY SECRETARY GENERAL (DSG) 
|]. The Secretary General and two Deputy Secretary Generals provide 
the leadership for the 250 person staff of the International Secretariat 
(IS) in London, and maintain working relations between the IS and Al 
sections. . 
The DSG (Planning and Administration) has prime responsibility for 
developing Al's biennial strategic plan, monitoring income and expen- 
diture of the international budget (currently £9 million), and for staff, 
budget and resource allocation. S/he has prime responsibility for the 
internal management and administration of the IS. 
Candidates must have relevant management experience, have politi- 
cal judgment, be sensitive to the needs of an intemational multicultural 
membership organization, and be committed to human rights. Candi- 
dates must have experience of strategic planning and financial con- 
trol, must have experience of staffing issues and must be able to work 
in a management team. The ability to represent Al and to travel is es- 
sential. Candidates must be able to communicate well in both speech 
|]. and in writing. Good English is essential, other languages (particularly 
"Spanish, French or Arabic) highly desirable. 
| "SALARY: £24,953 per annum 
-| CLOSING DATE FOR COMPLETED APPLICATION FORMS: 
| 16 JUNE 1989 (both posts) 


{O For more information and an application form contact: Personnel office, Amnesty International 
1 Easton Street, London WC1X 8DJ 
Tel: (01)837-3805 


THE UNIVERSITY OF ADELAIDE 
SOUTH AUSTRALIA 


invites applications from both women and men for a 
Lectureship available from 1 September, 1989. 


|] The Centre for Asian Studies seeks a lecturer to assist in its 
^ Japanese teaching and research programmes. The successful 


applicant would be expected to co-operate in teaching language 
courses at levels up to fourth-year Japanese (Honours), to develop 
^-8 course for first and second-year students on pre-modern 
Japanese society and culture, and to develop her/his research 
"interests. 

V Applicants should possess native or near-native command of 
^ Japanese and (if a non-native English speaker) of English. A tape 
Jof the applicant speaking briefly about her/his work in both 
- languages should be submitted with the application. 


Annual salary: AUS$30,737 x 7-AUS$40,100 

cit is University policy to encourage women to apply for 

‘onsideration for appointment to  tenurable academic 

appointments. Holders of full-time tenured or tenurable academic 
nad peal have the opportunity to take leave without pay ona 

alf-time basis for a specific period of up to ten years where this is 
cessary for the care of children. 

PPLICATIONS IN DUPLICATE, quoting reference number 
(322, giving personal particulars (including whether candidates 
hold Australian permanent residency status), resumé and names 
and addresses of three referees should reach the Registrar, 
University of Adelaide, GPO Box 498, Adelaide, South Australia, 
5001. Telex UNIVAD AA 89141 not later than 5 June, 1989. 


The University. is an equal opportunity employer 











For QUALITY response... 
advertise in this section. 


AMNESTY INTERNATIONAL 


— Amnesty International (Al) is an independent worldwide voluntary movement which works for the release of prisoners of conscience, seeks fair 
. trial for political prisoners and opposes torture and death penalty in all circumstances. We are seeking to fill the following key positions: 


HEAD OF FINANCE AND ADMINISTRATION 

Al needs a Head of Finance and Administration to be responsible for 
the financial management personnel and training policies, and offices 
and premises management at the IS in London. 

S/he is responsible for the financial management of a budget in ex- 
cess of £9 million. S/he is responsible for the preparation of budget 
projections, and for ensuring liaison with AI sections on financial plan- 
ning. 

S/he is responsible for the management of 35 staff, through three unit 
managers. S/he is part of the senior management group and is re- 
sponsible for developing policies under his/her control, and within the 
IS. S/he is the Company Secretary of the Al Limited Companies. 
Candidates must have relevant experience and/or qualifications in 
financial planning and control. S/he must have experience of man?^- 
ing and supervising staff in a unit or small organization, and must hi 
experience of initiating and implementing policies. S/he must have ... 
perience of dealing with personnel and training issues and an aware- 
ness of industrial relations. S/he should have experience of premises 
and office management and awareness of legal requirements. S/he 
must be sensitive to, and preferably have some experience of, the 
needs of a multicultural voluntary international organization. Excellent 
English; knowledge of other languages (particulary F rench or 
Spanish) is an asset. S/he must be able to communicate well both or- 
ally and in writing. 

SALARY: £18,853 per annum 


amnesty 
international 


JOHN CRAWFORD PROFESSOR OF 
AGRICULTURAL ECONOMICS 
THE AUSTRALIAN NATIONAL UNIVERSITY 
DEPARTMENT OF ECONOMICS 
RESEARCH SCHOOL OF PACIFIC STUDIES 


The Research School seeks to make an appointment to the John t 
ford Chair of Agricultural Economics for a term of up to seven years 
the possibility of further appointment(s). This is a Chair funded prt . 
by a bequest to the University from the estates of the late Sir John and 
Lady Crawford. The appointee will have a strong research record, and re- 
search experience or a plan to work within the School's region of interest. 
Most of the work in the agricultural economics group has been directed 
towards the production side of the field. it is hoped to widen the coverage 
and therefore preference may be given to scholars working in other 
branches of agricultural economics. Closing date: 20 June 1989. Ref: 
PA20.4.1. SALARY: A$67,309 p.a. APPOINTMENT: to retiring age 65. 
APPLICATIONS should be submitted in duplicate to the Registrar, The 
Australian National University, GPO Box 4, Canberra, ACT 2601 Austra- 
lia, quoting reference number and including curriculum vitae, list of pub- 
lications and names of at least three referees. The University reserves 
the right not to make an appointment or to appoint by invitation at any 
time. Further information is available from the Registrar. - 

THE UNIVERSITY IS AN EQUAL OPPORTUNITY EMPLOYER 


Property | | 


WEALDEN HOUSE 
FREE RELOCATION SERVICE 
For properties in the U.K. We have a 
comprehensive portfolio of properties 
throughout the U.K. Full property mar- 
agement services also available. — J — jì lan g po 
Birdbrook, Stonegate, Wadhurst, East] p d "unique property, 1 
Sussex, England. TNS7EU . o oeps .$849,000.00 Contact: J. - 
Tet: 0435 883517, Fax: 0892 515789, 1- dwood, On 

Telex: 9312102325 TWG M 7020 








































investment Opportunity 









J TORONTO — CANADA 
.16 acres of cultured pine forest with 3 
bed/2 bath, open concept, modern house, 
.28 mins. NE of Toronto, Triple car gar- 
| age, paved driveway, security system, 11 
| foot satelite dis ool with cabana, 
|. lan tential for 
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type indicated, as well as the 
should apply. The successful 
work in July, 1989. 
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| Street, N. W., Washington, D.C 


CABLE INTBAFRAD. 


iness Opportunity 









EXCITING INVESTMENT 


OPPORTUNITY IN AUSTRALIA 
Perth based Company seeks 
investment of AUD $16.5 Mil- 
lion. 
Grain trading subsidiary has 
| acquired grain scanning tech- 
ft nology that will revolutionise 
i the quality of grain for most 
...|. valued added processes lead- 
-] ing to lower productions costs. 
This patented technology will 
| also be invaluable for rice, cof- 
| fee, peanuts, oil and other seed 
: products as well as for dry min- 
1 ing, extraction and processing 
;| of mineral sands, iron ore, gold 
-| and coal. Immediate profits will 
..] be generated. 
| This opportunity is limited. 
-For further details contact: 
The Managing Director 
P.O. Box 574 
Fremantle, 6160 
F nile (619) 336 1192 
1 AA197464 























: $ Hotel& Accommodation 


MANOR 
Home leave in ENGLAND? 


Combine the traditional lux ury 
of a medieval manor house 
with the highest standards. of 
hotel keeping, Magnificent 54 
acre estate with views over 
unbroken Cotswold: country 
side, fine cuisine, impressive 
cellar, log fires, 4 poster beda; 
For colour brochure: 
Charingworth Manor 
Nr Chipping Campden, 
Gloucestershire GL55 6NS 
Tei: (038 678) 555 
Telex: 333444 CHARMA 


Be ew Hotel in B J AA 


THE WORLD BANK 
REQUEST FOR PROPOSALS 
Rehabilitation of the Main Complex Building 
WORLD BANK, WASHINGTON, D.C. 

| REP No. 89-0137 

Proposals will be received at the World Bank Headquarters in Washing- 
‘ton, D.C. until June 18, 1989 for providin 
Services in support of the World Bank's Main Complex Rehabilitation 
Project, replacing four existing buildings currentiy owned and 2 UR 
‘by the World Bank, with a new tot 1 
‘square feet and retrofitting two buildings totaling 0.85 million square 
feet. Only firms with extensive experience with projects of the scale and 
capacity to operate in Washington, D.C. 
candidate should be ready to commence 


al area of approximately 1.2 mi 


i Request fot Proposal will be available on or about April 26, 1989 at the 
4 Bank Material Management Division, Room L-4500, 1990 K 
j 20433, U.S.A. For additional information 
contact MR. CHARLES I. CHILDS at (202) 676-0254/FAX 202-676-9292. 


"m CHARINGWO RTH | | 


|. recommended 


Construction Management 


ion 






— John W. Fringer, Jr. 
Chief, Contracts Management. 


U.S.A. — HOTEL/CASINO 
For sale, 200-room hotel and 
casino. Best location down- 
town Reno, Nevada, on Truc- 
kee River. 2.3 acres. US$16.5- 
Million. Call DENIS PRE- 
SCOTT (Hawaii) 808-329-0885 
before 10 am; after 6 pm. 















CANADIAN FARM LAND 


Investor wanted tó invest in Sas- 
katchewan Farm. Specializing in 
wheat, durum and lentil produc- 
tion. Excellent growth potential. 
For more information contact: 

Rae Lee Farms, Box 266, Kin- 
dersley, Sask. Canada, SOL 1S0. 









Travel 














DREAM-MAKERS 


For a once-in-a-lifetime adven- 
ture, book passage with us asa 
“Trainee Crewman” on a 141- 
ft. schooner sailing the ocean 
from Hawaii to Vancouver 
Canada June 3-28, 1989. For 
costs and details contact: 
.MID-LIFE ADVENTURES 
Phone: USA 312-561-6966 
FAX: USA 312-878-6355 



















to make appropriate enquiries 
and take appropriate advice be- 
fore sending any money, incur- 
ting any expense or entering into 

binding commitment in relation 





























REVIEW INDEX 


The Review Publishing Company Lim- 
ited is now publishing a quarterly | - 
index which details by country, subject. | 
and date everything that has appeared | | 
in the Review. The index is available | - 
on a quarterly basis. Subscribe now 
and each quarterly index will be sent 
to you automatically as soon as it be- 
comes available. A vital research tool, 
the Review index will save hours of 
needless searching for information. 
ORDER  YOURS TODAY! Only 
HK$290 (US$37.50) for 4 quarterly is- 
sues. Just complete the coupon below 
and send with your payment. 



























Miei rinde fresas Russen Paten Loss d 















The Circulation Department, 
Review Publishing Company Limited 
GPO Box 160, Hongkong. 


Please send my order for the Review Publishing . 
Company Limited QUARTERLY INDEX. ien- 
close HK$290/US$37.50 (or its equivalent in local 
currency) in payment, Ero 
(Please print in block letters) 











Name 






Address 





Rajiv sends ace to Islamabad 


India has appointed its ace diplomatic trou- 
ble shooter as the new ambassador to Pakis- 
tan. In a foreign-service career spanning 
more than three decades, J. N. "Mani" Dixit, 
53, has had many high-profile, crisis-prone 
assignments. 

Before his move to Islamabad, Mani was 
the high commissioner in Colombo, where 
he brokered the controversial Indo-Sri Lan- 
kan peace accord in July 1987, under which 
50,000 Indian soldiers were brought in to 
bolster the Sri Lankan army against the in- 
surgency of the separatist Tamils. With In- 
dian troops in Jaffna and Indian naval ships 
moored off Colombo Bay, the Sri Lankan 
press dubbed him "our new viceroy." 
Mani's aides were called field marshals and 
generals. He reputedly had frequent and di- 
rect access to Indian Prime Minister Rajiv 
Gandhi. 

Mani handled the China desk in the For- 
eign Ministry during the 1962 Sino-Indian 
conflict. During the 1971 Indo-Pakistani war 
which turned East Pakistan into 
Bangladesh, he directed the diplomatic side 
of the hostilities in the ministry. In 1972, he 
opened the first Indian embassy in Dhaka as 
acting envoy. 

By the early 1980s, when the Soviet 
build-up in Afghanistan was at its height, he 
found himself heading the embassy in 
Kabul. However, as there is no imminent 
crisis between Midnight's Children Rajiv Gan- 
dhi and Benazir Bhutto, Mani may have 
found a less stressful posting. 


Son rises to sporting links 


Hongkong businessman Timothy Fok 
Tsun-ting, 43, is reported to have played a 
role in opening the way for Taiwan to par- 
ticipate in international sporting events on 
the mainland. The first "Chinese Taipei" 
.| team took part in the Asian Youth Gymnas- 
tic Championships in Peking on 17 April. 
| Fok — son of bil- 
^ Es lionaire Henry Fok — 
b is himself a sports en- 
|  thusiast. He sits on 
China's Olympic 
Committee and is also 
active in Hongkong's 
football and cycling as- 
sociations. Outside of 
sporting circles, Fok is 
better known as the 
husband of beauty 
queen Loletta Chu, who won the Miss 
Hongkong title in 1978. 

His father has extensive links with 
China, having donated HK$1 billion 
(US$128 million) to a mainland foundation 
and having invested millions in property de- 
velopment in various provinces, which have 


RICKY HUI 
Bout 
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earned him the Chinese Communist Party 
monicker "patriotic capitalist." This has no 
doubt helped pave the way for the younger 
Fok’s membership of Guangdong pro- 
vince's Chinese People's Political Consulta- 
tive Committee, an advisory body which 
confers prestige rather than power. 

Fok went to school in Britain and the US 
and now works in his father's numerous 
businesses. 


Flights of fancy 

Admirers of Raghunandan Prasad, 58, the 
new managing director of the beleaguered 
state-run Indian Airlines (IA), cite unflap- 
pability as one of his attributes. It could 
come in handy, judging by the domestic 
carriers accidents, equipment failures, 
snarled schedules, labour disputes and 
unfulfilled financial targets this past 
year. 

With typical sang froid, Prasad, a char- 
tered accountant and a 30-year IA veteran, 
maintains that “a burst tyre here, an engine 
failure there . . . does not mean there is any 





serious trouble [over passenger safety].” Al- 
though convinced that by international 
standards, 1A “compares favourably opera- 
tion-wise [and] performance-wise,” he ad- 
mits that “there is scope for further improve- 
ment” before he can achieve his goal of turn- 
ing IA into “one of the most sophisticated air- 
lines in the world.” 

Unless he can successfully lobby for an 
extension, Prasad has just one year to 
achieve this turnaround. The former man- 
aging director, Jerry Pais, had designated 
him his deputy and successor. To make 
sure Prasad had no potential rivals in IA, Pais 
left many of the airline’s key posts unfilled. 
But the leadership vacuum it created badly 
discredited IA. 

Given that he is regarded as little more 
than a time-server, the chances of him im- 
proving IA's performance are said to be nil. 
Waiting in the wings to take over is a 
dynamic young outsider, Arvind Pande, 
currently planning director of the Steel Au- 
thority of India who previously served in the 
prime minister's office. 
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Prince among his people 
Prince Norodom Ranariddh, son of Prince 
Norodom Sihanouk, will be the Cambodian 
leader's key aide at the crucial peace talks 
with Premier Hun Sen on 2 May in Jakarta. 
For the past three years, Ranariddh, 45, has 
commanded his father's guerilla army and 
has developed into a highly effective 
spokesman for the moky HU 
Cambodian resistance. | 
Although father 
and son both tend to 
speak in a high- 
pitched voice and ges- 
ture a lot when ex- 
cited, Ranariddh re- 
jects the obvious com- 
parison. “I’m not an 
actor or a musician like 
my father," he says. 
Ten years ago, when Vietnam invaded 
Cambodia and ousted the Khmer Rouge re- 
gime, Ranariddh was teaching public law at 
the University of Aix-Marseille in France, 
from which he had received his doctorate. 
Married with three children, he had left 






Cambodia before his father was overthrown | 


in a coup in 1970. 

Since returning to Southeast Asia six 
years ago to be his father's personal repre- 
sentative, Ranariddh has shuttled back and 
forth between Bangkok, the guerilla bases 
and refugee camps along the Thai-Cambo- 
dian border and Peking, where his father is 
often based. As his father's key military and 
diplomatic strategist, he has learned to “dis- 
cover my people." 


A brewing opposition 

Filipino lawyer Gabriel Villareal, 37, ; an 
impressive performance at the 18 Aj an 
Miguel Corp. stockholders’ meeting. Most 
of the 2,500 small shareholders were swept 
along by the party atmosphere and com- 
pany giveaways (a shoulder-bag ice chest 
holding six cans of beer), but Villareal was 
riot so easily seduced. 

He zeroed in on the management with 
hard questions on behalf of his client, former 
Marcos crony Eduardo Cojuangco Jr. 
Cojuangco's shares in San Miguel have been 
sequestered by the Presidential Commis- 
sion on Good Government. Although he 
has represented Cojuangco since the fall of 
Marcos in February 1986, Villareal had no 
links with the previous administration. 

Villareal comes from a political family 
which dominated the small Capiz province 
in Luzon for decades. His father, the late 
Cornelio Villareal, was one of the most pow- 
erful house speakers in the 1960s. His 
brother, Cornelio Villareal Jr, is the governor 
of Capiz and has been with the anti-Marcos 
opposition since the 1970s. a 


| 





4 MAY 1989 





" — m " n —— 
-— 4 ^ ER E . E ss L deb - X <4 [^ ~ 
* bit H^ ~ d 4 "7 b. di y 5 ~ A o a » v 
ft Low baa’ = E V LE M op 2 j 
yk E "TN —— 8 "e A det * 
> , x 4: D AN AE "i oe : ' Ki "ec "d = € 
iS Me > re a ‘ Se te 
A UM c P s. | Wo oA (| 
i a i t ^ A r 
mI ^ la ^ he r2 
XP e 
=! tt v 


* 
fas a >e 
rasta rs anisi P 
MAE Eu. S 
Ape Or L^ 


T dini dr 


BUILT TO LAST 


There's no tougher truck on 
earth than a Mack? truck. 
Year after year, it thrives un- 
der conditions that destroy 
ordinary trucks. So it lasts 
longer on the job and spends 
less time being serviced or 
repaired. 


Mack engineers the 
entire truck — cab, chassis 
and powertrain — with inte- 
grated, Balanced Design so 
that all components work 
together as a perfectly 
matched team. The result? 
Superior power, efficiency 
and reliability. 


Our trucks are supported 
by an equally dependable 
worldwide parts and service 
network with strategic loca- 
tions. Each staffed and 
stocked with certified tech- 
nicians and genuine Mack 
parts, because there is no 
substitute for Mack Quality. 


A Mack truck is a lasting 
investment, and ultimately 
worth more because it costs 
less to operate. No wonder 
Mack is the first choice for 
trucks that last. 





For more information, contact Mack 
Trucks, Inc., P.O. Box M, Allentown 
PA, 18105, USA. Telex: 847429 
Fax: (215) 439-3308. 


91989, Mack Trucks, Inc 
®Registered trademark of Mack 
Trucks, Inc. 


SINE YOUR PREFERENCE. Oklahoma 


*! When you fly Northwest to America, we 
make it easy to get where you' re going. 
Only Northwest flies direct to 7 U.S. MASSACHUSETTS 
gateways - 7 days of the week -to give 
.. you unequaled access to a U.S. network. 
And with 200 cities to choose from, 
we have America well covered. 
For quick, convenient connections all 


over the States, call Northwest 
or your travel agent. 
Because at Northwest, meeting your 
needs is more than just a state of mind. — - MDN269 07 
CREATEST SNO 


It's a commitment. 



















19 


€ 
FLO 


HAWAII 


A003 | 2CON654 CFU 660 


ALOHA STATE 
W JERSEY ' 


[5:74 


(DEN STATE, 
*MICHIGAN™ 


YSS RFD 960 5 I 


.GREAT LAKES, 


| ( fe OURI © ^ A Capital City 


| 990 Wasik (25. 


W- MS STATE 





Tennessee 


783! zal " y T 


Es AGAIN tub ^ 








Subscriber copy not for resale 





CHINA l 4 ARAN? y. ir 
On Freedom s f. rontier 
| 


JAPAN 


New Financial Hoerdmap 


MALAYSIA 


Tin Smelter to ini World 
p SET 7177 7T. WEZ 7 
Philippine Noble House: Zobel. Soriano | j y. 



































i ur 








We te 
|] AUN Med 
|) i- Ic 
e 
aeu | 
«M, 
m 
ie 
e" 

; . Local prices Brunei B$4.50 China .. US$2.50 Hongkong HK$20 Japan ¥660 Malaysia M$5.50 Pakistan Rs22 Saudi Arabia SR11 SriLanka ... Rs45 Thailand Baht70 
>) Australia AS3.75 Burma Kyats5.50 France ...... Fir22 India ..Rs24 Korea ..Won2000 Nepal Rs25 PNG Kina2.50 Singapore S$4.50 Sweden SKr25 U.K £2.40 
Rangladesh Taka38 Canada C$4.50 Holland G8 Indonesia Rps3000 Laos ... USS2 NewZealand NZ$4.50 Philippines P30 Spain P300 Taiwan NTS90  U.S.A. .. US$3.50 





‘Today the most successful transactions 


erow out of merchant banking relationships. 


Yesterday, it was not unusual for banks and clients to form 


temporary alliances. 


Today, an increasing number of corporations believe that 
their interests are best served by long-term, in-depth banking 


relationships. 


So does Bankers Trust. A cornerstone of our merchant bank- 
ing philosophy is the maintenance of multi-level, multi-service 


relationships. 


We have become a trusted financial advisor to many clients, 
providing everything from cash management to risk management. 
This keeps us constantly abreast of your overall financial plans. 

So when special opportunities arise —a recapitalization, a 
merger, an acquisition — we are perfectly positioned to help you take 
advantage of them. There is no learning curve to climb, no long- 
term objectives to be identified. 

Solid merchant banking relationships have never been more 


productive than in the uncertain world of today. 


NBankers Irust Company 


Because today isn t yesterday. 
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Britain must honour obligations 

Over recent years we have witnessed many 
official visits [Closed minds, 4 May] to Pe- 
king and Britain on matters relating to the 
Joint Declaration and its implementation. 
This agreement affects Hongkong people 
most of all, and the brain drain is the re- 
sult of the negotiations to date. It can be 
reasonably concluded that the people do not 
like what politicians have negotiated for 
them in handing over their place of abode to 
the sovereignty of a communist regime. 
There is no protection, no guarantees and a 
blatant denial of personal rights. The conse- 
quence is that people are leaving in substan- 
tial numbers to places where protection, 
rights, and guarantees are assured. 

It can safely be assessed that there is now 
a general consensus among the people of 
Hongkong, and many officials, for Britain to 
restore the right of abode and of national- 
ity to Hongkong British subjects. It is now 
time for Hongkong people to be properly 
represented in this essential way, and for an 
official and senior delegation to go to Lon- 
don and present our demands to the 
Queen. To date we have been denied all 
forms of proper assessment of opinion, but 
the overall need for this restoration of rights 
can no longer be ignored. If the tears of 
Dame Lydia Dunn were not "crocodile 
tears" let her sincerity be shown by leading 
this delegation to London. 

There is no acceptable reason for the 
British authorities to select categories of 
people to whom they may grant right of 
abode in Britain. To select people on the 
basis of wealth, service, or other selective 
qualifications would be discrimination 
against other citizens who are equally enti- 
tled to right of abode in Britain. 

The more that Britain avoids fulfilling its 
responsibilities, the greater the threat to the 
territory's future. 


Hongkong L. D. WELLS 


Injustice to a China scholar 

While greatly appreciating your decision to 
cover my biography of John Fairbank, I am 
distressed by several aspects of the review 
by Wei Peh T'i [6 Apr.]. 

First, Fairbank’s interpretation of the rise 
of Chinese communism has indeed been 
controversial and put him on occasional col- 
lision courses with scholars and officials in a 
number of countries. But it should be em- 
phasised that never has he characterised the 
Chinese communists of the 1940s as princi- 
pally “an agrarian reform movement.” To 
treat him as such is to do an injustice to the 
complexity of his thinking and to indicate a 
serious misreading of the biography. The 
“agrarian reformers myth” is a staple of con- 
servative historiography. Unfortunately, 
Wei is portraying Fairbank in a way which is 
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At the heart of 
Hong Kong's tourist centre, 
Hotel Miramar is just a 
step away from the 
subway station, business 
district and opposite to the 
beautiful and scenic 
Kowloon Park. 

All of our 542 rooms and 
suites are tastefully 
appointed and fully 
equipped for your comfort 
and convenience. 


——————«-——————— 


Qur seven restaurants. and 
bars will serve you with 
authentic Chinese, 
Continental and 
Vietnamese cuisines in the 
most charming and 
comfortable surroundings. 
You will also be delighted 
to shop in our rct 
arcade with an array of 
specialty shops. And for 
those who prefer some 
relaxation, there is a 
health club with swimming 
pool, sauna and 
gymnasium. 

Hotel Miramar — where 
genuine Oriental 
hospitality flourishes. 


"M al e 


For reservations, please 
contact your travel agents, 
or Milford International 
Marketing Services, Inc. 
567 Pine Street, Suite 202, 
San Francisco, CA94108. 
SFO (415) 981-8337, 
National (800) 227-4320, 
California (800) 622-0847. 
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130 Nathan Road, Tsim Sha Tsui Central, 
Kowloon, Hong Kong. Tel: 3-681111 
Telex: 44661 MIRHO HX Fox: 3-691788 
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If you're in a growing business, you know 
that information plays a vital role in sustaining 
that growth. Information doesn't just keep you 
up to date, it helps you get ahead — to see 
new opportunities and manage from strength. 


That's what the AS/400™ is all about. 


The IBM AS/400 family of business computers 
is the essential tool for companies with strong 
upward momentum. It has growth built right 
into its design, allowing you to start small and 
add computing power easily as your business 
needs expand to new applications and 
additional workstations. From a couple of users 
to a couple of hundred users, you build 
logically, without re-writing your applications 
or re-training your staff. 


That powerful growth idea is making the 
AS/400 one of the most successful computer 
families in the industry. And it's an even 
better story today with the addition of new 
models and new capabilities. Larger companies 
can now grow even farther with the 
introduction of the new top-of-the-line B70. 
And smaller companies will find more 
expansion potential in our popular B10 and 
B20 models. Our product family keeps growing 
because businesses like yours keep growing. 


We’re in the results business 


We, like to tell you 
the whole AS/400 story. 
To get a free brochure 


describing the entire 
family and how it can 


. help your growing 


/ 


business, rip the strip 


-and clip your business 


card. Send it to: 


IBM World Trade Asia Corporation 
Advertising/Promotion Centre 
Level 32, One Pacific Place 

88 Queensway, Hong Kong 
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| their i operations globally, the greater the "banking approach. may not t bé appropriate, mi 
5 range and complexity of their financial either. | 
needs have become. - But its Chases unusually close- 
So much so that only a handful knit combination of both commercial and 
. of financial institutions can now offer investment banking expertise that allows 
anything like the full range of services that us to deliver the most appropriate financial 


. . ere required. solution; the one thats right for you, 

Ry Pye a ERE CE 7 ias We also offer either 

Global financeis moving in. BOSSES ULL 
i ubsidiaries, all n 
increasingly diverse c directions, A 
Services. 
From foreign exchange, fund 
management, market making, securities 
underwriting and trading to information: 
E" services delivered through Chase's advance _ 
n data networks. ee 

But one things s getting simpler We can work with you 
all the time. on mergers and acquisitions. | 
| mE equity underwriting and 
leading corporations and institutions have Ado MR 
— on other complex corporate finance 
issues, or on the packaging of finance for 
even the largest scale projects. 


Fewer still are able to deliver 
those services through a financial services 
network that encompasses the globe. 

Thats wy many of the world's 


Because Chase is at home in 
almost every country where they do | 
eee And we can give you advice and 

BN | assistance on how best to hedge, and 
This means we are uniquely E : | i 8 " 
manage, your financial risks, or to obtain 
placed to handle their cash flows and to Se 1 


l , the maximum returns on vour investable 
assist them not only in every major Asian 


market, but in every major market around surpluses. 

the world. Chase's total global banking 
But just as important as the capability integrates size, international 

depth and range of our services is the way network and highly specialised industry 


knowledge with the broadest 

range of commercial and. 

investment banking products. 
its what sets 


Where to turn. 


in which Chase delivers them. us apart from other major financial _ 
In particular, there will always institutions. : 
be times when a finance problem is And it certainly. simplifies your. 


beyond the scope of a commercial bank. choice of where to turn. 


For further information please contact your Chase Relationship Man 





itself sb part of a lore that oe to sbe 


dispelled. 
Second, the review is guilty either of 
sloppy wording or undue subtlety in 


. suggesting that I am not "a scholar or indeed 
a reader of Chinese." While admitting de- 
ficiencies in language abilities, I cling hum- 
bly to the pretensions of at least attempting 
to be a scholar. To do otherwise would be to 
risk both my reputation and livelihood. 


York University, Ontario 


PAUL M. EVANS 


—————M— 





Indonesia should take democratic road 
Gen. Sumitro's remarks [THE 5TH COLUMN, 6 
Apr.] that after 1993 when the present term 
of President Suharto expires, "[Indonesian] 
political life should return towards a normal 
condition, in which the values and system 
stemming from the 1945 Constitution and in 
accordance with the international values 
and principles of democracy will be re-estab- 
d," are certainly the aspirations of the 
-<> mesian people, as they are embodied in 
the 1945 Constitution itself. 

Unfortunately, the general did not 
elaborate on how to resume normal po- 
litical life in accordance with the 1945 
Constitution. Instead he suggested that 
the people's representative assembly should 
be given the power to solve the problem of 
the succession of the president, an opinion 
previously expressed by assembly speaker 

ud. 

The succession question is not the main 


E x obstacle to normal political life in Indonesia. 
The problem is the laws regarding the im- 


plementation of article one, paragraph two 


p of the constitution, which provides that 
sovereignty is in the hands of the people ex- 








pressed through the people's assembly. 
Laws concerning election to the people's 
assembly should be revised to this effect: 


> Sovereignty should be given back to the 


people through universal suffrage, that is, 


wo Yvan. one vote. 


» All direct or indirect appointments to the 
people's assembly at any level should be 
abolished. 

> The monopoly of Golkar and the two 
ies, the PDI and PPP, to put forward can- 


 didates must be ended and all people given 
m the freedom to organise themselves. 


SELAMAT GINTING 
Chairman of 
The Marhaen iiid s Movement 


Fury and frustration on campus 
In TRAVELLER'S TALES [2 Feb.], Derek Davies 


.. said: “Even in the prim pages of such a 
 blandiy written official guide, one can 


Wo glimpse the wellsprings of fury and frustra- 








tion which spilled out recently on the cam- 
pus of Nanjing University." The “well- 


‘springs of fury and frustration" had actually 
erupted at Hehai University, Nanjing, not at 


elbourne. FAYE CHAN 


Confucian values are key to success 


The otherwise excellent THE 5TH COLUMN by 
Wilson Lee Flores [23 Mar.] on Filipino- 
Chinese entrepreneurs omitted a major 
reason for the success of Overseas Chinese 
— their Confucian values. These are their 
work ethic, and a high regard for education, 
thrift and patience, which the Japanese, Ko- 
reans and other Asians also exhibit. These 
are as vital as the psycho-social reasons 
listed by your columnist. 

The column's assertions were inspiring. 
If Filipino-Chinese entrepreneurs believe in 
the country's future, it is likely that the 
Philippines will soon make rapid economic 


progress. Hopefully, foreign investors will | 


imbibe this faith, too. 
Iloilo MARGARET MILAGROS L. YANG 


Wilson Lee Flores' THE 5TH COLUMN is one of 
the finest analyses of the Overseas Chinese 
experience I have read. It has also bolstered 
my admiration for our Filipino-Chinese en- 
trepreneurs, such as John Gokongwei, 
Lucio Tan, Tan Yu, Henry Sy and others. 

However, I disagree with Flores’ asser- 
tion that our country has a "prevailing social 
stability" under President Corazon Aquino. 
How can we have full stability when 
Aquino's policies lack direction, when our 
foreign debt has soared to US$29 billion, 
when communist rebels remain undefeated 
and when bureaucratic corruption con- 
tinues to flourish? 
Manila 


FRANCISCO LOPEZ 


Kutu culture is a harmless diversion 

I have subscribed to only two publications in 
my life, the French weekly Le Monde Heb- 
domadaire and now the REVIEW. The depth of 
your coverage of Asia is quite extraordinary, 
and I must commend in particular two re- 
cent articles, Kutu culture clash [ARTS AND 
SOCIETY, 13 Apr.] and Jogya's crowning 
glory [ARTS AND SOCIETY, 23 Mar.]. 

It was to be expected that such a culture 
as the "Kutu" culture in Malaysia would 
cause a negative reaction in conservative cir- 
des, and in conservative Muslim circles 
above all. It seems to me, however, that this 
reaction is rather short-sighted, as the mod- 
ernisation of any country will surely have a 
flip-side. My opinion is that this Kutu cul- 
ture is actually an indication of a successful 
modernisation programme! 

Increased per capita incomes, increased 
leisure time, improved infrastructure, all of 
these goals of modernisation are going to 
have an effect on the cultural interests of 
young people. These Kutus spend time in 
shopping centres, recording studios, con- 
certs halls and try to sell their musical pro- 
ductions, none of which would be possible 
without the increased income and leisure 
time provided by the work of their 
forefathers. 

Maybe they can sometimes misbehave, 
and maybe they do appear unnecessarily 
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Western, but is there not a positive side 
what they are doing? They are creati 
something for themselves and integrating 
themselves into the buying and selling cy 
of the market place. 
Moreover, what is it that they are no 
doing? They are definitely not looking Eas 
to the Soviet Union or China, nor are th 
reading Marx or Mao, as do restless youn 
sters in some other countries. And they: 
not going back to their villages to spread thi 
word of revolt against the ruling establis} 
ment, as in Burma. They are not organising 
political rallies, nor do they seem to advocat 
much of anything political at all. For this. 
alone, the people in power in Malaysia | 
should be happy. 2s 
If nothing else, at least these Kutus do 
have some energy, and an interest in some- 
thing other than revolution. 


San Francisco G.B.MOORE . 


israel maligned by reviewer E 
Unfortunately Swee Chai Ang’s book From e 
Beirut to Jerusalem [BOOKS, 30 Mar.] is not yet. 
available here, hence one has to respond to 
your reviewer's comments alone. 2 

He advises that itis written with compas- — 
sion and is “informed by her fierce Christe 
ianity." I am sure, therefore, thatin herbook 
she upbraids her co-religionists who perpet- 
rated the massacre at Sabra and Chatila: To 
describe it as your reviewer gratuitously 
does as “Israeli sponsored" is even less ap- 
propriate than it would be to described the : 
IRA as Libyan sponsored. We 
Reykjavik, Iceland ANSEL HARRIS . 
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Their Maine in Havana LiBus 
In his review of Stanley Karnow’s book Ir. 
Our Image: America's Empire in the Philippines. 
[13 Apr.], Alan Moores stated that the explo- - 
sion of the battleship Maine occurred in 
Manila harbour. As I recollect, the Maine — 
disaster occurred in Havana harbour, much 
to the delight of William Randolph Hearst. 
Manila harbours claim to fame in the . 
Spanish-American War was Commodore 
George Dewey's defeat of the Spanish fle 
Honolulu TIMOTHY D. BOWMAS 




















Clarification 

The REVIEW reported on 5 January that 
institutional fund managers forbidden to hold — : 
unlisted shares were unloading shares in Genting 
International Limited (GIL), an Isle of Man~ - 
registered associate of Genting Berhad, and tha 
senior Kuala Lumpur brokers stated that buyer 
were members of the family of the Genting Berhai 
chairman Tan Sri Lim Goh Tong. Documents - 
that have now been made available indicate that - 
the registered beneficial holdings of Lim family 
members in GIL remained unchanged between 
December 1987 and March 1989, The Lims — . 
absolutely deny any participation whatsoever in 
any trading in GIL shares between those dates. 
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For 150 years, 
Philippine business 
has been dominated 
by families tracing 
their roots back to 
the Spanish colonial 
era. Now that 
dominance is fast 
being eroded and 
along with it the 
SS — — —— position of the 
Soriano family which for three generations 
has controlled the giant San Miguel Corp. 
A strategic error in relinquishing a major 
stake in the conglomerate six years ago has 
left the Sorianos’ hold over San Miguel and 
over another key group company, Atlas 
Mining, in doubt, writes Manila 
correspondent Rigoberto Tiglao. Their 
cousins, the Zobel de Ayalas, have read 
the changed political mood much better, 
writes finance correspondent Jonathan 
Friedland, and their Ayala conglomerate is 
growing in wealth and confidence. 64 
Cover illustration by Michael Lui. 
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Japan : Political Weakness 

The Recruit scandal has left Japan with 
weak leadership just as it needs to make 
tough decisions against domestic lobbies 
to avoid US trade sanctions 10 


China: Students 
The party takes a softly-softly approach to 
calm student protests, while a liberal 
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Discounting the Debt 


The continuing saga of North Korea's 
US$700 million debt to European banks 
has taken an unexpected turn with reports 
that a mystery buyer has purchased 
US$100 million worth of the debt on the 
secondary market. Initially, it appeared 
that London merchant bank Singer & 
Friedlander was involved, along with 
Jacob Rothschild. Now it appears that 
another merchant bank, Morgan Grenfell, 
leader of one of the two consortiums of 
lending banks involved, might have 
bought the debt on behalf of South Korean 
interests. Grenfell recently secured a 
clandestine meeting in Macau with North 
Korea’s Daesong Bank. The discounted 





newspaper in Shanghai fights to retain its 
independence and a Chinese student 
writes her inside account of the 
movement 11 


Sri Lanka : Peace Talks 

Colombo and the Tamil Tiger separatists 
get down to peace talks while India seeks 
to protect a rival group to the Tigers 19 


Pacific : Hawke’s Proposal 
Canberra’s efforts to create an Asia-Pacific 
trade body get a lukewarm go-ahead and 
cause friction with the US 20 


India : Politics 

New Delhi's crackdown on money- 
laundering in Sikkim state highlights the 
erosion of autonomy in its former 
protectorates 20 


Cambodia: Arms Aid 
Bangkok reviews its policy of giving aid to 
Khmer guerillas in the light of Hanoi's 


debt might now be sold back to North 
Korea in return for industrial commodities. 


Brass Bottleneck 


Thai army commander and acting 
supreme commander Gen. Chaovalit 
Yongchaiyut recently created more than a 
dozen two-star general slots in an apparent 
bid to relieve the promotional bottleneck 
on middle-ranking officers. The 
commissioning of two new "development" 
divisions — one in the south and the other 
in the northeast, both headed by a 
major-general — also created several new 
positions for colonels and special colonels. 


Open to Amnesty 


Amnesty International, the London-based 
human-rights group, is sending a 
three-person delegation to Vietnam this 
month on a two-week fact-finding 
mission. Amnesty has long criticised 
Hanoi for its “re-education camp" policy, 


FAR EASTERN ECONOMIC REVIEW 


pledge to withdraw its troops from 
Cambodia by end-September 21 


Indochina : Foreign Relations 

A flurry of diplomatic activity raises hopes 
that a solution to the Cambodia conflict is 
in the offing 24 


Afghanistan : Mujahideen 

The failure of the rebel forces to secure 
early victory in the siege of Jalalabad has 
undermined the position of their interim 
government 26 


South Korea : Opposition 

Kim Dae Jung distances himself from 
radical students and workers in an effort to 
keep President Roh's reform program 
moving forward 29 


Malaysia : Judiciary 

Lawyers fail in their attempt to declare the 
head of the judiciary in contempt of 

court 31 


Burma: Politics 

Despite the government's political and 
economic concessions, the country 
remains firmly in the control of the military 
— now increasingly dominated by its 
intelligence arm. However, the 
liberalisation of trade policy has opened up 
new commercial opportunities 32 


Vietnam : Foreign Relations 
Sino-Vietnamese cross-border trade 
flourishes as Hanoi and Peking pull back 
their opposing armies 10 years after 
China's invasion 36 


under which prisoners are often held in: 
camps for years without formal charges or 
trials, and its use of the death penalty. The 
current visit marks the first time since 1979 
that Vietnam has issued visas to Amnesty 
representatives. 


Damage Control 


In the run-up to year-end elections, India is 
apparently trying to minimise the 
embarrassment to the government arising 
from the recent settlement of the 1984 
Bhopal gas tragedy. In an unprecedented 
move, New Delhi is lobbying hard for 
Supreme Court Chief Justice R. S. Pathak, 
who settled the case, to serve out the 
unexpired 18 months remaining of the 
current nine-year term of the World Court 
seat left vacant when Indian incumbent 
Nagendra Singh died. New Delhi 
informed UN members that if Pathak was 
accepted, it would not contest for the full 
term of the seat when the scheduled 
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Arts and Society 


Bangkok’s economic boom has spawned a 
style of architectural excess unrivalled in 
Asia. A new breed of architects are making 
their mark with designs that will endure 
beyond momentary fashion 40 


Business Affairs 


Japan: Policies 

Tokyo is poised to allow banks to enter the 
broking business 54 

Vietnam : Energy 


Hanoi uses the lure of offshore oil to attract 
“^ -ign investors to the country 55 


lonesia : Mining 
Gold fever gives way to a more sober 
appraisal of mining prospects 56 


China: Trade 
Peking faces some tough bargaining over 
terms for its readmission to Gatt 57 


Tin ingots: surge (78). 


vertion came round in 1990. India is trying 
to edge Pathak out of the limelight because 
his much criticised judgment against 
Union Carbide, the operators of the plant 
in Bhopal, could prove a tricky issue at the 
upcoming elections. 


Cultural Contacts 


Gen. Abdul Haris 
Nasution, the former 
Indonesian armed 
forces commander 
who is considered the 
founder of the 
modern Indonesian 
army, has been 
invited by the 
Malaysian minister of. Nasution. 

culture to give the 

keynote speech at a conference on Malay 
culture and civilisation from 15-20 August. 
He has been asked to talk about military 
tactics and strategy. However, it is not yet 
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A. 
Soriano faces shareholders (64). 


Taiwan : Retailing 
Taipei dismantles the island's biggest retail 
group, a military-run store chain 58 


Pakistan : Foreign Aid 

Western nations signal their support for 
Pakistan Prime Minister Bhutto's 
government by pledging increased aid 59 


Bangladesh : Foreign Aid 
Paris Club donors boost aid to 
Bangladesh 59 


Australia : Metals 

Mining companies remain bullish about 
their prospects though base metal prices 
have peaked 76 


Singapore : Companies 
Public and private companies are under 
pressure to expand abroad 77 


Malaysia : Metals 
Smelters reap the rewards of the tin price 
surge 78 


clear whether Nasution, who requires 
special permission to travel abroad, will be 
allowed to attend the conference. It is 
understood that Jakarta had quietly asked 
Kuala Lumpur to withdraw the invitation, 
but it apparently still stands though 
Nasution has yet to reply officially. 


Legal Dilemma 


Teo Soh Lung, the lawyer detained under 
Singapore's Internal Security Act since 
April 1988, has presented the Singapore 
Government with a dilemma by applying 
for the admission of eminent British QC 
Lord Alexander of Weedon as her counsel 
in her Court of Appeals hearing for release. 
Singapore banned Teo's British counsel in 
her previous hearings, Anthony Lester 
QC, from practising again in Singapore, 
after accusing him of having interfered in 
the country's domestic affairs. But it could 
be more difficult to deny Alexander entry 
as he has in the past represented Prime 


FAR EASTERN ECONOMIC REVIEW 


Jf "S3HvNI3H L3SOf 





FarEast ern FX 'tonomic 





T Regular Features 


Books 


No sex please, we're Chinese 42 
China's man of letters 47 


Briefing 
Regional 14 
Business 79 


Company Results 70 
Economic Monitor: Malaysia 70 
Exchange Rates 81 


The 5th Column 
The Taipei-rules-Hongkong solution 30 


Intelligence 8 


Invisible Hand 
Seoul balks at industrial rationalisation 63 


Letters to the Editor 3 
Prices and Trends 80 


Public Eye 

James Lilley, S. G. Pitroda, Zhu Houze, 
Somdej Phra Yanasangworn, Pham The 
Duyet 86 


Research and Innovation 
Molecular films and microelectronics 60 


Shroff 
Tokyo turbulence; Taiwan fund; World 
Bank's Hongkong debut 75 


Stockmarkets 82 
Traveller's Tales 37 


Minister Lee Kuan Yew as well as Deputy 
Prime Minister Goh Chok Tong. Alexander 
represented the British Government in both 
the Spycatcher case and that which banned 
unions at the government monitoring 
station at Cheltenham. 


Softening the Line 


Australia appears to be one of the first 
Western countries to begin drifting from 
the hardline policy of refusing any 
dealings with the Vietnamese-backed 
government in Cambodia. An Australian 
diplomat in Hanoi has visited Phnom 
Penh twice in recent months, an official 
from the Australian International 
Development Assistance Bureau recently 
went to Cambodia to investigate the 
country's economic aid needs following 
Vietnam's troop withdrawal, and private 
Australian relief agencies are organising a 
visit by Australian business representatives 
later this month. 
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JAPAN 


Recruit leaves Tokyo in bad shape to fight trade sanctions 


Headless giant 





By Charles Smith in Tokyo 


he political disarray caused by 

Prime Minister Noboru Takeshita's 

25 April resignation announce- 

ment has caught Japan at a time 
when external pressures, particularly from 
the US, mean that the very last thing it needs 
is a weak or indecisive government. 

Japan's probable naming as one of the 
"guilty parties" under the "Super 301" pro- 
cedure set up by the new US trade act means 
that Tokyo may have to decide by early June 
whether to make important trade conces- 
sions to Washington, or whether to follow 


_ the opposite strategy of challenging the leg- 


+ 


. ing a series of embarrassing 


= bureaucracy are arguing for 


. late May. 
~ This, however, ignores 
the question of public support 


. ment of key ministers in 
. the Recruit share-peddling af- 


ality of "Super 301" in Gatt. 

The "Super 301" issue has become crucial 
because of Japan's failure to reduce its 
US dollar-denominated surplus with the 
US in 1988 at anything like the same pace 
as the EC. Japanese officials put this failure 
down to "faulty macroeconomic policies 
in Washington." But officials admit 
privately that growing US irritation over 
the trade gap may soon face Japan with a 
series of extremely difficult political deci- 
sions. 

The need for urgent action 
to head off a trade war with 
Washington may explain why 
sections of both Japan's busi- 
ness community and the 


key ministers to stay put in 
their current jobs when a post- 
Takeshita cabinet is formed in 


for the government, which 
is at an all-time low follow- 


revelations about the involve- 


fair which preceded Take- 
shita's downfall. 

Recent public opinion polls showing that 
the four main opposition parties are collec- 
tively more popular with the electorate than 
the Liberal Democratic Party (LDP) suggest 


. that the party may be in danger of losing its 


overall majority at an (obligatory) election 
due in late July for half the seats in the upper 
house of parliament. The 70 LDP seats that 


are up for election include 20 in the so-called 
“national constituency, 


a”? 


where election is 


10 


a 


based on a proportional representation sys- 
tem highly sensitive to national swings of 
opinion. 

In order to limit the damage from Recruit 
to its support at the national level the LDP 
may feel obliged to appease sectoral lobbies 
such as farmers and small businessmen 
whose support is crucial at the constituency 
level. 

This could make it virtually impossible 
for the government to push through con- 
troversial trade liberalisation decisions that 
may be needed to placate the US. 

The situation may well be worse than a 
year ago, when the Takeshita cabinet (at that 
time riding high in the public polls) took the 
politically courageous decision to liberalise 
beef and orange imports. The beef and 
orange issues affected large and important 
agricultural lobbies, but a Super 301 action 
could call in question much more funda- 
mental issues, such as the alleged hostility to 
imports of Japan’s notoriously fragmented 
distribution system. 

Even if Japan is not named under Super 
301 — which calls for the US to negotiate 
sweeping market-opening measures with 





nations judged to be maintaining unreason- 
ably large trade surpluses with it — squab- 
bles over specific trade issues are expected to 
escalate in the next few months. 

One issue which will test the govern- 
ment's resolution during the next month is 
the US threat to impose punitive tariffs on 
Japan's telecommunications exports as 
"punishment" for the refusal by the Posts 
and Telecommunications Ministry to allow 
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better access for US companies to the cellular 
phone market in the Tokyo area. 

Japan will certainly protest if the 
US goes ahead with sanctions but the 
powerful ministry is unlikely to increase the 
number of wavelengths available for cellular 
phones in the Tokyo area (the key US de- 
mand) without prodding from the prime 
minister. 

Disputes over alleged barriers to imports 
of US supercomputers and semiconductors 
could also sharpen. Supercomputers ai 
particularly dangerous issue, given the c~.. 
tinuing controversy in Tokyo about former 
prime minister Yasuhiro Nakasone's alleged 
"interference" in the procurement policies of 
Nippon Telegraph and Telephone (NTT). 
Nakasone is known to have promised 
former US president Reagan that NTT would 
buy an additional supercomputer from Cray 
Research, the leading US maker, at a Japan- 
US summit in spring 1987 when trade rela- 
tions were looking particularly tense. 

The promise helped to relax tensions at 
the time, but media investigations into the 
Recruit affair suggest that Nakasone may 
have acted improperly in forcing NTT to buy 
the computer and in arranging 
for its subsequent re-sale to Re- 
cruit. 


he failure of the US to 

gain anything like the 

20% share of Japan's 

domestic semi 
ductor market which tne 
Americans claim was prom- 
ised in a "side letter" accom- 
panying a 1986 agreement on 
bilateral trade in semiconduc- 
tors, is another issue which 
could inflame tempers on both 
sides. 

The Ministry of Interna- 
tional Trade and Industry de- 
nies it ever made a promise of 
improved market access, but 
the point may have been 
reached where the government needs 
to make a political decision to step up 
imports. 

The bright spot in US-Japan economic re- 
lations is the FSX issue, involving plans for 
joint production and development by the 
two countries of a new fighter aircraft to 
supercede Japan's ageing F1 fighters. US de- 
mands for a “clarification” of the original FSX 
agreement so as to give the US a larger share 
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sov production (40%) and limit Japan nese ac- 
. ess to software were hastily cede by 
~ Japan on 28 April, in an obvious attempt to 
-- break the lengthy deadlock over the project 
:. before Takeshita steps down. The Japanese 
we was welcomed by President George 
lush but the agreement still has to be 
atified by Congress, which has 30 days in 
. Which to debate the issue. 
." o Takeshita’s success in pushing through a 
~~» decision on the FSX during his final month in 
office suggests that he still retains enough 
power in the party to overrule the powerful 
defence lobby (which had been campaign- 
ing for a larger share of work on the FSX for 
Japan). But it seems unlikely that even 
Takeshita would have been able to confront 
nationwide vested interests such as the retail 
distribution industry or the rice growers on 
the eve of a crucial upper house election. 
This is likely to be far more difficult for his 
successor, given that none of the men who 
ear to be in the running for the job is a 
ler of one of the LDP’s main intra-party 
"factions. 

Of the various names canvassed for the 
leadership Masayoshi Ito, the 75-year-old 
second-in-command of former finance 
minister Ketichi Miyazawa's faction, has the 
merit of possessing a totally clean reputa- 
tion. But Ito appears to be determined not to 
take office as a "caretaker" leader, and is al- 
most certainly too sick (he suffers from dia- 
betes) to accept the job on any other basis. 
This means that whoever finally gets the job 
will have to be a relative outsider — unless a 
former prime minister such as 84-year-old 
Takeo Fukuda can be persuaded to take it 

"on. 
Fukuda is said to be interested in making 
‘a comeback as prime minister and, as a 
former Finance Ministry bureaucrat and 
economic specialist, he certainly possesses 
the capacity to tackle the trade issue. His 
nomination, however, would almost cer- 
^ ly block any future leadership bid by 
* «aro Abe, the Recruit-tainted secretary- 
general of the LDP who leads what was for- 
—..merly known the Fukuda faction. Because 
- ^; Abe is still considered to have a chance of 
^^: making a comeback Fukuda will probably 
be forced to stand aside. 
_If politicians are unable to take the lead in 
pw solving trade problems with the US, Japan 
Will be thrown back on its well-tried bureau- 
 €ratic resources. 
. — . Japan's bureaucracy has a proven ability 
..'" to keep the country running smoothly in ac- 
<> -cordance with pre-established guidelines, 
-'. and even to work out long-range "visions" 
... which may eventually get adopted as gov- 
emment policy. 
|^ What bureaucrats cannot do is to make 
"o. the painful political decisions needed to re- 
.. solve conflicts between domestic interest 
groups and foreign trade partners. These 
| Me remain on hold until the LDP gets its act 
"together — or until a coalition of opposition 
à r ies takes over the government. n 
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Authorities try a ‘me too’ line on student demands 


Repressive tolerance 


By Robert Deifs in Peking 


hinese authorities took a conciliatory 
C approach to student unrest following 

the massive defiance of a stern warn- 
ing to desist carried in an editorial of the 
communist party newspaper People's Daily. 
Although protests continue, this approach 
had some effect in dissipating the momen- 
tum of the student movement. 

The students 27 April demonstration 
through the centre of Peking was a direct 
challenge to paramount leader Deng Xiaop- 
ing, who personally gave specific instruc- 
tions for the editorial printed the day before. 
The damage to Deng's reputation is particu- 
larly serious given that the summit meeting 
with Soviet President Mikhail Gorbachov is 
less than two weeks away. 

Deng's initial miscalculation in handling 
the students has led to a further erosion of 
confidence in his decision-making ability, 
but this does not yet imply any challenge to 
his ultimate authority within the party 
leadership. 

The harshly worded editorial briefly pull- 
ed the fragmenting student movement back 
together and also elicited a strong counter- 
reaction from a broad cross-section of party 


On other pages 


Shanghaiing the press: 12. Fire in 
their bellies: 42. 


and government leaders who opposed 
any attempt to violently suppress the 
students. 

In the end, security forces made only 
token efforts to halt the 40-50,000 students 
who marched through the streets of Peking 
for more than 12 hours. Certain high cadres 
received telephone calls the day before from 
children and grandchildren saying that de- 
spite the editorial they intended to join the 
demonstration. 

Other party leaders and security officials 
were reluctant to take responsibility for sup- 
pressing the students, recalling how the 
Tiananmen incident in 1976 was later used 
by Deng Xiaoping as a political weapon 
against party chairman Hua Guofeng, who 
as minister of public security had been in 
charge of prosecuting Tiananmen dissi- 
dents, and against Wu De, the Peking party 
chief who ordered troops to suppress the 
riots. 

The authorities decided not to repeat 
their mistake. In a televised meeting with 
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students on 29 April, State Council spokes 
man Yuan Mu said that the target of ! 
editorial was not the broad masses of patri 
tic students but only the “illegal actions o 
small minority of persons.” The students 
hopes to advance democratisation, deepen. 
reform and eliminate graft and corruption _ 
“are completely consistent" with the wishes. _ 
of the party and government, Yuan said, as- 
suring students that he had urged au- . 
thorities not to pursue investigations into. 
the 27 April demonstration and the sub 
sequent boycott of classes. E 
But in a warning which may presage fu- 
ture arrests of some student leaders and 
faculty supporters, Yuan said that among | 
the university students were a handful of. 
“behind-the-scenes plotters” whose actions 
were a more serious threat than even the 
violent riots in Xian and Changsha two . 
weeks ago. The government rejected. on 3. 
May a new 12-point student ultimatum:.de- __ 
manding that it agree within 24 hours io 
meetings "on an equal basis" betwee 
representatives of independent studen 
unions and top leaders. E 
Although student activists insist such di 
rect talks are the only genuine dialogue, the 
authorities appeared to have convinced a 
least part of the public that it has made real 
concessions through its lenient attitude and | 
the televised meeting between students and 
lower-level leaders arranged through the of- 
ficial student organisations. 
The effort to contain and co-opt the stu 
dent movement has led to a liberal shift in 
the public rhetoric of party and governmen 
authorities, but within the leadership the ef 
fect has been to deepen the divisions þe- 































ments. Hardliners, frustrated and angr 
that the government was in effect forced 
back down publicly from its announced 
tent to crack down on the students, vie 
situation as yet another disaster broug z] 
by excessively liberal policies of the pas f 
years. : 

In the short term, the demonstratii 
have complicated matters for the pi 
General Secretary Zhao Ziyang, 
hopes to succeed Deng as chairman 
the Central Military Commission la 
this year. Zhao, who was on a state. vi 
to North Korea during the demonstrati 
appears not to have been directly involv 
in the handling of the student demons 
tions. But party liberals are worried t 
Deng, seeking a scapegoat, might join f 
with conservatives and try to blame. 
demonstrations on Zhao. ' 
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student protests during China's 
current intellectual unrest, the re- 
of a struggle against party interference 
xy the Shanghai-based World Economic 
Herald could set a crucial precedent for the 
untry's press. The Herald has stated it in- 
ends to sue the Shanghai authorities for 
confiscating its controversial 24 April issue. 
- But the ultimate fate of China's most inde- 
_ pendent newspaper will depend upon how 
- the current intense political debate at the top 
s resolved. 
_. Jiang Zemin, Shanghai's party secretary, 
- ordered the confiscation because the issue 
_ carried sensitive comments made by promi- 
^. nent intellectuals at a 19 April meeting held 
- in Peking to mourn former party general 
. secretary Hu Yaobang. Qin Benli, the 
- — Herald's editor-in-chief, who had been close 
. .to dismissal many times previously, has 
*. been suspended from duty for “seriously 
-. .. violating [party] discipline many times,” the 
_ Shanghai party said in a statement. 
(0 A special work team headed by Liu Ji, 
_ Shanghai's deputy propaganda chief, has 
_ been assigned to oversee the newspaper's 
_ “readjustment” which, if carried through, 
_ might spell the end of the Herald as the main 
forum for outspoken intellectuals whose 
views are banned by nearly all official publi- 
cations. 
-The Herald argues that because it is a non- 
state-funded newspaper attached to Shang- 
hai's Academy of Social Sciences and not to 
government department, the party has no 
ght to intervene in its editorial matters, The 
g-of-war between the Herald and the party 
Tnbolises the resistance liberal journalists 
e putting up against the greater control im- 
3sed on them in the current tense political 
osphere. 
'he stakes for both sides are high. If Jiang 
cceeds in silencing the Herald, he will win 
ch goodwill from conservative leaders 
o have failed to tame the newspaper dur- 
past political purges. And it could win 
g, who has been working in Shanghai 
the past five years, a promotion to the 

















tre. 

But if the Herald succeeds in maintaining 

independence, it will certainly be bolder 
stronger, and will have set a precedent 
other newspapers seeking to limit party 
rference. There is no press law in China 
defines the rights and the obligations of 
press. 
While most newspapers have become 










ing the press 


more docile because of the party's tighter 
ideological control, the Herald had been even 
more outspoken than usual in recent weeks. 
In the 10 April issue the economist Qian 
Jiaqu criticised Premier Li Peng by name, 
taking issue with him for not explaining in 
his recent report to the National People's 
Congress the failure of last year's price re- 
form. 

In its banned 24 April issue, the Herald 
devoted six pages to comments on Hu by 
dissident intellectuals including Su Shaozhi, 
Yan Jiaqi, Yu Guangyuan, Dai Qing and 
Sun Changjiang. These intellectuals praised 
Hu and called for a positive assessment of 
both the student demonstrations in 1986-87 
and of Hu, dismissed in 1987 as a result. 

In thinly disguised criticisms of 
paramount leader Deng Xiaoping, who 
gave the final approval to Hu's dismissal, 
they condemned the sacking as a ^non-pro- 
cedural transfer of power" which seriously 
“violated the principles and procedures of 
the [party] organisation." 

The most outspoken critic, Yan, a promi- 




















nent political scientist, said "those people ` 
who were in charge of ideological matters — 
then [in 1986-87] have no right to mourn Hu 
Yaobang/s death because they trapped him. 
They will receive the judgment of history." 
If there is no fair assessment of Hu by 1989 
and 1990, China will face even more serious 
problems, said Yan. 

A revised issue of the 24 April issue pro- 
duced under party supervision replaced 
these remarks with official despatches, 
while a front-page photo of the recent stu- 
dent demonstrations was dropped. 

In its official statement, the Shanghai 
party said the comments on Hu, if made 
public, would be "very harmful to the cur- 
rent situation and can cause confusion in 
thinking." Implicitly acknowledging the 
Herald's high reputation abroad, the state- 
ment added that overseas opinion “would 
not shake our determination to maintain sta- 
bility and unity." 

Student activists, journalists and d'^7 
dent intellectuals have called for 
reinstatement of Qin, while the Herald's statt 
is resisting serious editorial compromises 
under their new master. But the eventual 
fate of the newspaper will depend upon the 
outcome of the current ideological debate. 
And if the influence of those leaders ad- 
vocating greater openness and tolerance of 
dissent wanes, the Herald may become the 
first major casualty of China's fledgling 
democratic movement. a 
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Personal hardship also fuels the student protest 


morning, 16 April: the notice boards 

in front of the canteen were stripped 
dear. Big-letter posters quickly came up: 
"Though Hu Yaobang has died, his spirit is 
going to live forever," one said. Another: 
"Everyone knows that Hu Yaobang is the 
victim of the oppression of the 1986 stu- 
dents' demonstration." 

In the afternoon, more posters appeared 
describing Hu as a "soldier of democracy." 
By evening, the restlessness was palpable 
and male students in the East Living Area 
began to throw Thermos flasks and wine 
bottles out of their dormitory windows. The 
scheduled dance at the students' centre was 
cancelled, the cafeteria closed and all other 
activities halted. 

Students began gathering in Room 3108, 
scene before of many stirring speeches by 
liberal intellectuals. Others followed them, 
eager for something to do to pass the time or 
pleased for the opportunity to talk. Still 


F udan University campus on Sunday 


ellies 


others found their way to another dancing 
party, at the Southern Living Area. 

But when the dancing ended, man, 
the boys gathered where the others were 
still throwing bottles. Soon, newspapers, 
and even clothes, were set on fire and flung 
out of dormitory windows, accompanied by 
shouting and laughter. The scene took on 
more of a festival air than one of mourning. 
The foreign press is quick to describe stu- 
dent unrest as evidence of another demo- 
cracy movement that is using Hu's death as 
an opportunity to surface. But the students’ 
lot is so terrible that any kind of spark can set 
them afire. 

Many students are from the countryside. 
Most rural families can with difficulty, but 
driven by pride, scrape up Rmb 80 (US$21 50) 
to support their children in university, but 
given the inflation rate, covering basic nutri- 
tion alone would cost Rmb 90 a month. 

Half a year ago, the Fudan University 
students were feverishly involved in busi- 
ness. They sold everything, including old 
books, old English-language newspapers, 
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jeans, socks, jewellery — even underwear 
— in front of the cafeteria at mealtimes. In- 
evitably, the desire to study took a back seat 
as students enthusiastically threw them- 
selves into the pursuit of money. And so, a 
regulation was passed preventing it. 

The students now have little to occupy 
themselves with. Living conditions are bad 
— seven students pack into a room some 15 
Sq. m. big — and so they only return there to 
sleep. With the squeeze on education 
budgets beginning to affect them, they are, 
more and more, unwilling to spend their 
evenings in classrooms. With no money for 
an adventurous life elsewhere, they stay 
trapped and depressed on campus, smok- 
ing and talking. 

Some can only afford to eat rice along 
with some preserved vegetables, or plain 
noodles. The quality of food is so base that 
hungry students often spit out big mouth- 
fuls after finding sand, stones or some other 
-7jentified objects inside. Some 

iP on money meant for food so 
that that can buy cigarettes, thus 
further harming bodies already 
starved of nutrition. Insomnia is 
common. 

Noon on Tuesday, 18 April: More 
big-letter posters praising Hu went 
up, as well as poems written in the 
style of Tiananmen square posters — 
full of hidden accusations. A poster 
from the chemistry department de- 
manded "the unconditional freedom 
of press; the re-evaluation of the 1986 
students’ demonstration; the ref- 
erendum of the National People's 
Representatives; change of system to 
ensure the elimination of bureaucratic 
corruption; rule under law; revela- 
tion of the true background of Hu 
Yaobang's heart attack; full publicity 
of the content of the seventh National Con- 
gress; an exact answer from the government 
« “he Hainan issue; [a] stop to the flood- 
i | mport of Japanese commodities and to 
refuse the Japanese Emperors visit to 
China." 

Another said: "Please be fair with [senior 
leader] Deng Xiaoping." There were also 
lengthy articles against the conservative pre- 
mier Li Peng. Several advocated Deng's past 
policies. 


ally quiet because students were out in 

the streets, a parade of several thousand 
of them slowly marching towards the 
people's square. A law student brought 
along a mosquito net and in firm, attractive 
calligraphy outlined two broad characters, 
Mingzhu (democracy) on the net and held it 
up so it flowed with defiance in the air. All 
in, there were some 10,000 people in the 
square listening to fiery speeches. 

Many students have taken heart from 
the classroom lessons of Zhang Guangjie 
and Yu Ping, two members of the liberal, in- 


| 


[: the evening, the campus fell unusu- 
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Student rally leader: protests of another kind. 


tellectual élite of the university's law depart- 
ment. 

Zhang has taught in class that sometimes 
disobeying the law in good faith and peace- 
ful resistance are desirable for the progress 
of society. Students who asked him, "Which 
class can the [current] events be categorised 
into? Good faith or peaceful resistance?" are 
said to have got the quick reply: "Both." 

Zhang had told them: "The outcome [of 
these student demonstrations] might be that 
the liberal thinkers will be ousted and the 
conservatives will take full control, or seeing 
the opportunity for a new authoritarianism, 
which has been much speculated upon 
these past months, the military may swiftly 
take over. Either way, tighter rule is ex- 
pected.” 

That Tuesday morning, the university 
vice-president warned students over the 
public address system that the student 
demonstration was illegal. After his speech, 





the regulation restricting demonstrations, 
which was enacted by the local people’s 
representative congress, was recited. 

Legal experts, however, question 
whether a local congress has the power to 
decide on what surely must be a national 
constitutional issue. According to the local 
regulations, anyone wishing to hold a 
demonstration should apply to do so five 
days beforehand, giving the leaders’ names, 
occupations and addresses. The objective 
appears to instil in people fear for their fu- 
tures once their names have been recorded. 

Wednesday, 19 April: More posters were 
put up. The supervisor of student affairs rip- 
ped down an exceptionally anti-revolution- 
ary poster denouncing the Chinese Com- 
munist Party “dictatorship” as students 
roared in protest. Some unidentified officials 
climbed on to the roof of a nearby bookstore 
to take photographs of the students. 

At 11 a.m., a poster went up saying: 
"This afternoon, we'll have a multi-school 
demonstration. We'll start from the school 
gate at 1:30 p.m. Followers of democracy 
and freedom, join us!” Immediately, all the 
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campus gates were closed except one nar- 
row side gate. Officials posted themselves 
there to check the identity cards of anyone 
going in and out. 

The vice-president broadcast again, beg- 
ging the students to stay in. "We're equally 
shaken by the untimely death of Hu 
Yaobang, but we must transfer our feeling of 
loss into strength!” he said. Some students 
reported that the organisers were warned 
that if they took the demonstration into the 
street they would be expelled. 


t about 2:30 p.m., the demonstration 
got under way after resisting police 


efforts to confiscate the flags they 
were carrying. At the head of the parade, 
two students carried Hu's picture. Behind 
them fluttered a flag proclaiming "Demo- 
cracy and freedom." 

Three policemen stayed up with the 
front of the parade, still trying to persuade 
students to give up their banners and 
3 another videotaped the students, 

drawing the chant: "No pictures by 

the police." 

The bolder among the students 
unsuccessfully tried to snatch the 
equipment. All were aware that the 
tapes would be handed over to the 
university authorities with the order 
to identify and punish the ringlead- 
ers, who, even if they were not sent 
to prison, would have their actions 
entered into their files which would 
follow them everywhere: Their fam- 
ily life, career, promotion, opportun- 
ity to visit or study abroad, chances of 
obtaining a passport, job transfer, re- 
sidence and further education might 
all be affected. 

When the Fudan students came 
up to Tongji University, they found 

thousands of students crowded at the gate. 
Though there was a flag with the character 
"Democracy" on it in their midst, they did 
not venture out to join the Fudan students, 
who speculated that they had been warned 
against doing so. 

After milling outside for half an hour, the 
parade moved on. Whenever it came up to a 
crossroads, the police tried to force the stu- 
dents on to a less direct route and in the 
pushing and scuffling fewer and fewer stu- 
dents remained in the main parade, al- 
though many onlookers blocked traffic. 

By now, they were being shepherded by 
police cars, as more and more trucks of 
policemen came up. When the parade ar- 
rived downtown, the police had lined up in 
a wall to prevent them from entering the 
people's square. Some students managed to 
break through, but the rest were scattered 
and when the remnants of the parade even- 


tually arrived in the square, only about 200 — 


students were left. E] 


Sarah Ren Chen is à law student at Fudan Uni- 
versity. 
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Six riot police killed 
in fire set by students 


» Six riot policemen died and about 20 
others were seriously injured in the South 
Korean city of Pusan on 3 May when 
students set a university building on fire, 
triggering a major crisis for the government. 
President Roh Tae Woo summoned an 
urgent cabinet meeting to discuss the latest 
escalation of leftist violence and reportedly 
visited Pusan, where further unrest was 
expected. The students had been 
attempting to repel security forces 
attempting to free police hostages. Earlier 
riot police successfully blocked a pre-May 
Day rally in Seoul by tens of thousands 

of radical workers and students calling 

for the ouster of the government and 
briefly detained over 2,000 students for 
questioning. Meanwhile, in Changwon, 
tension lingered as workers accused 

the police of using electric cattle prods. 
The national police director also might 
step down because of mass protest 
resignations by police officers in 
Changwon after one of them was 
allegedly hit in the face by an opposition 
legislator. 


Singapore may restrict 
religious evangelism 

> Legislation limiting religious evangelism 
and preaching can be expected soon in 
Singapore, said Trade and Industry 
Minister Lee Hsien Loong. He said the 
government was particularly concerned 
about "attempts by Christian groups to 
convert Muslims." Almost all the Malays in 
Singapore are Muslims and there have been 
complaints from the community recently 
that Christians, most of whom are Chinese, 
are trying to convert them. 


University worker goes 
on trial for subversion 


> A group of 200 Indonesian students 
gathered at the Jogjakarta city court to call 
for the freedom of Bambang Isthi Nugroho, 
a laboratory assistant at Gaja Madah 
University, whose trial has begun after his 
arrest in June 1988 for allegedly distributing 
books by the banned author Pramoedya 
Ananta Toer. He and a sociology student 
from Gaja Madah University are accused of 
keeping banned Marxist literature and 
holding illegal meetings of a campus study 
group since 1985. Human-rights groups 
have alleged the two have been tortured. 

. Nugroho denied all the charges against 
him. Meanwhile, US Vice-President Dan 
Quayle became the first high-ranking US 
official to meet with Indonesian human- 
rights activists and also raised the issue of 
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more political openness with President 
Suharto during a three-day visit to 
Indonesia from 30 April-2 May. But Quayle 
rejected suggestions that US aid should be 
tied to human rights criteria. 


US and South Korea 
agree on base relocation 


> USand South Korean military authorities 
have reached a formal agreement to transfer 
a US military base from central Seoul to an 
outlying area by the mid-1990s. The base, 
which occupies 270 ha, has been a focus of 
student protests. The first phase of the 
relocation calls for the site’s 18-hole golf 
course to be turned over to the city of Seoul 
next year. One of the major sticking points 
in the relocation has been cost, but the 
South Korean Government has agreed to 
provide the US military with an alternative 
golf course. 


Social indicators 


*Who drink safe water? 









— 
—^ 


— — 


im] 





~y 

~ 
Po 
- 





2 


18 
"Percentage of population in selected Asian countries 
with access to safe drinking waler 


Source: World Resources 1988-89 





Vietnam and South Korea 
ready for diplomatic ties 

> Describing South Korea's participation 
in the US war in Vietnam as “something of 
the past and we are now looking forward,” 
Vietnamese Foreign Minister Nguyen Co 
Thach has strongly indicated Hanoi's 
readiness to establish diplomatic relations 
with Seoul. In Bangkok on 28 April, Thach 
met with Chung Ju Nyon, the South 
Korean ambassador in Thailand, for the first 
official contact, and then told journalists 
that Hanoi will “normalise and develop" 
relations with "all countries including those 
who once waged war against us." Vietnam 
has relations only with North Korea, 

but maintains brisk trade ties with the 
South. 
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Kuo makes Taiwan's first 
official visit to China 

»> Taiwan-China 
relations took a step 
forward with the 
arrival in Peking on 1 
May of a Taiwan 
delegation, led by 
Finance Minister 
Shirley Kuo, to attend 
the annual meeting of 
the ADB, from 4-6 
May. It was the first 
visit to China by Taiwan Government 
officials in 40 years. Although technically 
still at war, the two sides have been 
increasing contacts in recent months. Kuo 
said the 12-member delegation would 
conduct ADB business only and would h~- 
no contacts with communist officials. 
However, Qiu Qing, a vice-governor of the 
People's Bank of China and alternate 
governor of the ADB, paid a call on Kuo. 





Thais to create welfare 
and labour ministry 


> The Thai cabinet on 2 May approved a 
longstanding proposal to create a Ministry 
of Social Welfare and Labour. Subject to 
further legislative proceedings, the move 
underscores the government's recognition 
of the important role played by labourers in 
Thailand's economic development and 
industrialisation process. The government 
also was expected to introduce the first-ever 
social security system for all labourers. 


Soviet scholars suggest 
re-evaluating US-Japan ties 

> As Japanese Foreign Minister Sosuk 
Uno starts a five-day visit to the Soviet 
Union, the political weekly New Times has 
published an article calling for a more 
realistic attitude to the Japan-US Alliance. 
Scholars Alexei Bogaturov and Mikhail 
Nosov said that it was too late to hope that 
contradictions in the relationship would 
push Japan towards neutrality. To reduce 
mistrust between the Soviets and Japan, 
they recommended that their government 
withdraw troops from border regions, 
refrain from "demonstrative patrolling" in 
the waters around Japan, and give prior 
warning to Tokyo of military manoeuvres in 
areas adjacent to Japanese territory. Return 
of any of the Soviet-occupied and Japanese- 
claimed northern territories was not 
mentioned, however. Deputy Foreign 
Minister Igor Rogachev spelled out the 
official Soviet position on 24 April, when he 
said that the Japanese had lost any legal 
daim to the islands under World War II and 
post-war agreements. 


11 MAY 1989 


Character 


Difficult to define but always recognised. 











VERY OLD E 
scoVER WHISKY 
7 / YEARS OL? i E 


Qa Noto & BOTTLED BY 


line & 










E. 













If youre in a race for an important contract, flying with 
a scheduled airline can really cramp your style. 

You can only go when and where the airline goes. Your 
flight can be delayed, cancelled or diverted. (As can your 
luggage.) 

Even if you set off early, it means setting off half 
prepared. And even in First Class, you can't freely discuss 
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your tactics. 

But in the BAe 125/800, you're free of all that. Withii 
an hour or so of notifying the pilot, you can be airborne 
You can use local airfields, nearer to your prospects. 

But can't all business jets make a similar case agains 
scheduled airliners? Yes and no. 

No other mid-size business jet has the 125/800! 
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ability to use unpaved airstrips. 

The 125/800 can carry 6 passengers, plus crew, plus 
luggage for 3000 miles in one hop. But rival mid-size 
business jets can’t stretch that far. 

While on the subject of stretching, the latest 800 has 


Compare this to the brain-cramping conditions inside 
its competitors. And you'll realise why the BAe 125/800 is 
the world's best selling mid-size business jet. 

For further information contact: British Aerospace, 
Civil Aircraft Division, Marketing Operations Centre, 
an even more spacious, open-plan cabin. (And youcan pack PO. Box 35, Stevenage, Herts SG1 2DG, England. ‘Tel 
in even more luggage: 65 cu. ft.) 07072-68123 Telex: 826870. 
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Local trade strength. Global support. 





From Toronto to Tokyo. From 
Chile to China. Introducing a Thai 
silk manufacturer to a New York 
designer. HongkongBank is a 
world leader in trade finance. 


Our member companies have long 
histories in their markets, in some 
cases extending over 100 years. 


With generations of experts, 
providing an unmatched knowledge 
of local market pitfalls and trading 
opportunities. 


To support this local strength, the 
group's 1,300 offices in more than 
50 countries are linked by our 
private Global Data Network. And 
by Hexagon, which allows you to 
raise and monitor letters of credit 
from your office, electronically. 


For more information, contact 
your nearest office of the 
HongkongBank group. 


The local expertise to make fast 
decisions on trade finance. Plus 
global support. That's our strength. 
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HongkongBank 


The Hongkong and Shanghai Banking Corporation 


> 


Marine Midland Bank ¢ Hang Seng Bank 
The British Bank of the Middle East + HongkongBank 
of Australia * Hongkong Bank of Canada 


Wardley * James Capel * CM&M 
Equator Bank 


Carlingford and Gibbs Insurance Groups 


Fast decisions. Worldwide. 


CONSOLIDATED ASSETS AT 31 DECEMBER 1988 
EXCEED US$113 BILLION. 
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SRI LANKA 


India seeks to protect protégé as peace talks begin 


A friend in need 


By Manik de Silva in Colombo 

he presence of Indian Foreign Secret- 

ary S. K. Singh in Colombo on 1 May, 

as direct talks between the Sri Lanka 
Government and the separatist Liberation 
Tigers of Tamil Eelam (LTTE) got under way, 
underlined New Delhi's concern that the 
interests of its new protégé — a rival, but 
moderate, Tamil group — be protected. 

Singh, carrying a message from Indian 
Prime Minister Rajiv Gandhi for President 
Ranasinghe Premadasa, said he was here to 
d ssa proposed treaty of friendship and 
c . mation between the two countries and 
the withdrawal of the 48,000-strong Indian 
Peace-Keeping Force (IPKF) from Sri Lanka. 
But it was clear that he would also discuss 
the peace talks. 

Although sections of the Indian press re- 
gard the Colombo-LTTE talks as a snub to 
New Delhi, the Indian Foreign Office was at 
pains to suggest, at least to Sri Lankans, that 
they considered the talks with the LTTE as a 
daring initiative by Premadasa — and ap- 
peared to be keen to only ensure that any 
deal with the LTTE was within the 
framework of the 1987 Indo-Sri Lanka peace 
accord. 

But Premadasa's approach seemed to en- 
compass wider parameters: he told a Col- 
ombo Labour Day meeting on 1 May that 
whatever he did to make peace with both 
the Tamil separatists of the north and east as 
well as the rightwing Sinhala subversives of 
the south, would be within the bounds of 
t i Lankan constitution. 

'madasa and many Sri Lankans un- 
derstand very well that making a stable 
peace with both rebel groups is essential for 
any kind of development or national pro- 
gress. He has not yet been able to establish 
a dialogue with the Janatha Vimukthi 
Peramuna (JVP, or People’s Liberation 
Front), which leads the Sinhala rebels, but 
getting the LTTE to agree to talks was a signi- 
ficant breakthrough in peace efforts. 

But India, which has lost nearly 900 
troops fighting the LTTE in the north and 
east, wants to ensure that any deal between 
the LTTE and Colombo protects the interests 
of the Eelam People's Revolutionary Libera- 
tion Front (EPRLF), which now runs the auto- 
nomous provincial council in the predomin- 
antly Tamil and temporarily merged North- 
ern and Eastern provinces. When the LTTE, 
which once professed loyalty to India, re- 
fused to submit and turned its guns on the 
Indian army, India threw its support behind 
the EPRLF. 
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India is concious of the fact that Colombo 
lacks the military muscle to fight both the 
southern and northern rebels at the same 
time. It is not practical to withdraw the In- 
dian army from Sri Lanka earlier, as is 
widely desired, until Colombo is able to do 
so. 

Some analysts believe that Gandhi's 24 
April statement to his military commanders 
that India "had to think seriously of getting 
back the bulk of the IPKF as soon as practica- 
ble . . . and we should consider handing 
over control to the elected self-government 
[that is, the EPRLF in the northeast] so that 
they could protect themselves against any 
destabilisation that might arise," was a clear 
message to Colombo not to isolate the EPRLF. 

India is not helping the LTTE over the 
talks. Anton Balasingham, the group's 
idealogue who lives in England, will repre- 
sent the LTTE and has asked that two other 
LTTE leaders — though not the top leader 
Velupillai Prabhakaran — also be allowed to 
participate. But the IPKF is making it difficult 
for LTTE leaders to come out of their hide- 
outs. Trains have been stopped and 
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the secretary to the president, and also 
includes Gen. Sepala Attygalle, the defence 
secretary, and Gen. Cyril Ranatunge, secret- 
ary to the minister of state for defence. 
Ranatunge directed Colombo's operations 
against the LTTE, which were called off in 
1987 when India made it clear it would inter- 
vene. 

The then president, Junius Jayewardene, 
was faced with no choice but to agree to the 
1987 Indo-Sri Lanka accord, even though 
Premadasa, who was then prime minister, 
and other government members were op- 
posed to it. But since then, though Colombo 
has delivered its part of the bargain in re- 
structuring the administration of the north- 
east, the Indians have not been able to do 
their part: disarm the LTTE. 

Even opponents of the government are 
now willing to concede that India is unlikely 
to remain in Sri Lanka and that any request 
from Colombo for withdrawal would be 
favourably viewed. A further reduction of 
IPKF troop strength by 7,000 was scheduled 
to begin on 3 May, and the Indians have al- 
ready been training EPRLF cadres into a civi- 
lian volunteer force and have backed the de- 
mand of the northeast provincial council 
that it be supported with funds. It is clear 
that any arrangement with the LTTE must 
ensure that it does not get into an armed 
conflict with the volunteers. 

Sources have said that the two sides have 
not gone into substantial issues yet in their 
talks, though initial contacts have been most 
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Tamil youths undergo guerilla training; Balasingham: prospect of peace? 


searched, and the IPKF is believed to be try- 
ing to prevent Tiger cadres in the north from 
linking with Balasingham in Colombo. 
Officials hoped that with Singh's arrival, 
some problems could be smoothed out. 
Colombo, conscious of the need to be sensi- 
tive to Indian concerns in the talks, has 
enlarged its negotiating team to include 
former foreign secretary W. T. Jayasinghe, 
and the present foreign secretary, Bernard 
Tillakaratne, who was Colombo's high com- 
missioner in New Delhi for a long time. 
The team will be led by K. H. J. Wijayadasa, 
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cordial. They hoped that Singh's visit would 
help and Premadasa has said that he is will- 
ing to make "any sacrifice" for peace. It is an 
indication that he is willing to be most flexi- 
ble. 

Opposition leader Sirima Bandaranaike 
said the Sri Lanka Freedom Party is not op- 
timistic that the negotiations with the LTTE 
will succeed. Noting that the EPRLF is not in 
favour of the talks, she said: "Its well 
known that the EPRLF and the LTTE are bitter 
rivals and we have got to consider the fact 
that the IPKF is backing the EPRLF." * 
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| A Asian-Pacific organisation to promote 
3 open trade has been given a guarded 
«welcome by Asian governments. The six- 
|... member Asean grouping in particular is still 
| lukewarm in its attitude — some leaders 
(c. being worried about it sapping the cohesive- 
~~ ness of Asean at a time when the grouping is 
- about to lose its main rallying cause so far, 
. the Vietnamese occupation of Cambodia. 
i In addition, friction that arose between 
~ Canberra and Washington over the Austra- 
lian decision not to include the North 
. American countries in the proposed "core 
group" — the Asean and Australasian coun- 
tries, plus South Korea and Japan — caused 
*- some misgivings in the region. Some signs 
emerged that American officials in South- 
-east Asia had been quietly badmouthing the 
. idea. One US diplomat said Washington 
_. had asked Australia not to go ahead with the 
|. idea, and had been "somewhat surprised" 
when it did. 

a During a three-week tour of the core 
group last month, Prime Minister Bob 
-= Hawke's special envoy on the proposal, De- 

|... partment of Foreign Affairs chief Richard 
|. - Woolcott, has also had to distinguish Can- 
= — berra's proposal from one by Japan's Minis- 
try of International Trade and Industry 

a (Miti). "We are neither in competition or col- 
lusion with Japan," Woolcott said in Kuala 
Lumpur on 17 April. He said the Miti forum 
would include only economic ministers, 
< would not cover agriculture, and already 
= had an agenda set by Tokyo. 
^. Woolcott appears to have found the Ja- 
panese open to merging their proposals. 
The Hawke proposal is an attempt to draw 
several ideas recently floated on Pacific 
cooperation — such as the "Pacific OECD" 
lea touted last year by former prime minis- 
t. Yasuhiro Nakasone — onto a single 
genda. Prime Minister Noboru Takeshita 
ras expected to take further soundings on 
s Asean tour in early May. 






























. Strangely, even Australia, the closest US 
lly in the Pacific, is being somewhat grudg- 
ng about American involvement. Woolcott 
said in Kuala Lumpur that Canberra "on ba- 
ance" would favour US participation, but 
that he had detected "differing degrees of 
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Canberra s Asia-Pacific proposal gets cautions nod 


Pacific 


support" from the core group countries, 
which would have to discuss an invitation to 
Washington first. 

The visit by US Vice-President Dan 
Quayle to Australia in late April did nothing 
to dispell the Australian mood. Quayle 
exasperated Hawke and senior ministers by 
his refusal to concede that US subsidies of 
farm exports were hurting Australian trade. 

By contrast, Woolcott was less equivocal 
about Australia's belief that China should be 
invited to join the grouping. Political barriers 
to inclusion of Peking and Taipei are in any 
case disappearing rapidly with their own ac- 
ceptance of pragmatic arrangements, and 
with Indonesia's decision to normalise its re- 
lations with China. 

Some Asean governments showed con- 
cern that the Asia-Pacific forum would steal 
the thunder of the "Asean-plus" meeting — 
the consultation with US, EC, Australasian 
and Japanese foreign ministers after the an- 
nual Asean foreign ministers’ meeting. 
“Why not think about existing forums,” re- 
marked Indonesian Foreign Minister Ali 
Alatas after Woolcott's Jakarta stopover. 





Malaysian Trade Minister Datin Paduka 
Rafidah Aziz sent a memo to the other 
Asean countries setting out four points, Ac- 
cording to Asean officials, these were: that 
the Hawke proposal must not compromise 
Asean's dialogue with its main trading 
partners; that it must not hinder intra-Asean 
trade liberalisation; that it must not send the 
“wrong signals” to Europe; that Asean must 
avoid undue haste in setting up institutions 
such as a permanent secretariat until it was 
clear where the initiative was heading. 

Another Malaysian, former primary in- 
dustries minister Datuk Paul Leong, took e 
firmer stand against the Hawke proposal. 
Leong, who heads an Asean committee or 
economic cooperation, said Asean had tc 
become a consolidated and credible body 
before aligning inself into the wider group 
Leong cited fears that one or two countrie: 
were already shifting their sights away fron 
Asean. “Asean should not be allowed to dis 
integrate as it is still too valuable anen — : 
be dispensed with," Leong told the 
nama newsagency. 

After reporting on the core group reac 
tions, Woolcott was planning to visit the US 
Canada and China in May to promote th« 
scheme, and smooth ruffled feathers ir 
North America. But whether the initiative 
lapses or gains some momentum towards 
ministerial meeting later this year depend 
most importantly on the outcome of thi 
Asean foreign ministers meeting in Brune 
next month. i 
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Sikkim resists crackdown on money laundering 


Into the black 
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By Jayanta Sarkar in Calcutta 
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Sikkim state government hit a new 

low in April following a controversy 
sparked by the centre’s recent decision to 
impose direct wealth, income and gift taxes 
on the state. The action was aimed at 
eliminating massive laundering of “black,” 
or undisclosed, income by Indians exploit- 
ing the tax-exempt status Sikkim has en- 
joyed since becoming a state in 1975. And it 
highlights the way in which the autonom- 
ous privileges are being stripped away from 
such former protectorates. 

The current row has been defused to 
some extent following the discussions Chief 
Minister Nar Bahadur Bhandari had with 
the leadership of the ruling Congress party 
government, including Prime Minister Rajiv 
Gandhi. But further eruptions are likely in 
the run-up to national elections at year-end 
and as Bhandari’s party, the Sikkim San- 







gram Parishad (SSP), prepares for state pwu 
in 1990. 

Given Sikkim's dependence on centr 
funding, relations with New Delhi have a 
ternated between confrontation and concil 
ation, and the latest rift, while unusuall 
acerbic, was not surprising. 

Bhandari is a charismatic politicia 
whose main power base lies within th 
state’s ethnic Nepalese community, whic 
makes up 70% of the approximately 310,0C 
population. He both identifies himself wit 
and manipulates the aspirations and agiti 
tions of the Nepalese, who are Hindus an 
generally poorer than the minority Buddhi 
| as and Bhutias who have enjoyed tt 
fruits of a system of special quotas in the 3. 
member state assembly and in governmen 

The ssp’s three main demands are: sim 
lar privileges for Nepalese, citizenship f 
stateless Nepalese (now. estimated at ovi 
60,000) and constitutional recognition of tt 
Nepalese language. The Nepalese suppo 
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is Bhandari's trump card in his manoeuvr- 
ings with New Delhi to secure adequate 
funding and other benefits for the state. 

Bhandari usually works closely with the 
Congress, and formed a brief coalition with 
the party in 1981, soon after former prime 
minister Indira Gandhi's return to power. 
The Congress is conscious of his strength 
and would like to make overtures to the SSP 
to gain a measure of control over the state, 
which is strategically important because it 
borders China. 

Bhandaris position, however, is not 
completely secure and there are other Sik- 
kim leaders and parties also trying to play 
the Nepalese card. In addition, Bhandari's 
conduct has been investigated by the central 
government and he is reportedly having 
some differences with his wife Dilkumari, 
who now occupies the state's lone lower 


house seat in the national parliament. 

Against this background, the tax issue 
had come up. An official notification in Nov- 
ember 1988 announced that the three direct 
taxes — on incomes, wealth and gifts — 
were being extended to Sikkim under a con- 
stitutional provision. Sikkim's government 
took the stand that the decision was unilat- 
eral as it was not consulted on the matter 
beforehand, that it would lead to sub- 
stantial loss of revenue for the state, 
and that it would cause hardship to the 
people. 

New Delhi's main aim was to stop the 
large-scale laundering of black money 
which has poured into the state from all over 
the country. A small group of people have 
been acting as conduits for the black money 
and the involvement of ministers and 
bureaucrats in manipulating state lotteries, 





C MBODIA 


Thailand expects proof of Hanor's troop pullout 





By Paisal Sricharatchanya in Bangkok 


fter clandestinely aiding the anti-Viet- 

namese Cambodian resistance for 

most of the past 10 years, Thailand is 
reassessing its policy in light of Hanoi's 5 
April pledge to withdraw all its troops from 
Cambodia by September. Thailand's leader- 
ship now says all external military aid to the 
resistance will cease — but only after the last 
of the estimated 50-70,000 Vietnamese 
troops leave Cambodia. 

Bangkok-based analysts view Hanoi's 
pledee as a significant diplomatic offensive 
V has shifted the spotlight on the In- 
aocrunese conflict from Vietnam to Thailand 
and China — two key sponsors of the Cam- 
bodian resistance. Vietnamese officials 
and the Hanoi-backed People's Republic of 
Kampuchea (PRK) argue that unless 
Thailand, China and other countries 
aiding the resistance stop doing so, 
the civil war will continue after Sep- 
tember with even greater intensity 
than before. 

While China's arms aid — par- 
ticularly to the communist Khmer 
Rouge resistance faction — is 
well known, Thailand’s contribu- 
tion to the resistance has taken 
a different form. Bangkok officially 
denies providing any direct assist- 
ance, but Thailand’s strategic posi- 
tion makes it a necessary transit point 
for the bulk of foreign arms aid. A 
Thai army unit, code-named 838, is 
said to be responsible for coordi- 
nating with and rendering discreet 
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assistance to those resistance units which 
operate near the Thai border. 

It is therefore hardly surprising that 
Hanoi and Phnom Penh are putting the heat 


seh other pages 





on Thailand. At a recent public forum, Viet- 
namese Ambassador to Bangkok Le Mai 
urged the various foreign supporters of the 
resistance to end their aid, arguing that 
since Vietnam was doing its part in bring- 
ing the Indochina conflict to an end by 
withdrawing from Cambodia, these coun- 
tries should respond in kind. Hanoi also 





Hun Sen in Jakarta: direct appeal. 
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money laundering and misappropriation of 
funds has been alleged by the Sikkim unit of 
the Congress party. 

The tax laws were slated to come into 
force from the start of the current financial 
year on 1 April. A team of central tax officials 
landed at Gangtok in the first week of April 
but public frenzy had been whipped up to 
such an extent by then that they could 
hardly move out of their hotel. The ssp then 
decided to stage a rally in New Delhi to pro- 
test against the central levies, but New Delhi 
reiterated that there was no question of re- 
scinding the decision. 

Following the Gandhi-Bhandari meet- 
ing, however, it was decided that a six- 
member committee, with three representa- 
tives each from the central and state govern- 
ments, would go into the matter once 
again. = 


has pledged it will cease aid to the PRK. 

In a more direct appeal to Thailand, PRK 
Premier Hun Sen told a Bangkok news- 
paper that the key to peace in Cambodia is 
not in the hand of China, but rather in that of 
the Thais. “Thailand can play an important 
role . . . If Thailand stops providing assist- 
ance to [Khmer Rouge leader] Pol Pot, then 
a civil war will not happen in Cambodia . . 

Aside from welcoming Hanoi's with- 
drawal pledge, Thai leaders so far have 
reacted cautiously, adopting a wait-and-see 
attitude similar to that of the Chinese. Army 
commander and acting supreme command- 
er Gen. Chaovalit Yongchaiyut said external 
aid to the resistance will automatically cease 
if and when the last Vietnamese troops leave 
Cambodia. He urged the PRK to demon- 
strate that the Vietnamese pullout pledge is 
sincere. 

Thai Foreign Minister Siddhi Savetsila 
believes the Vietnamese are serious. He said 
Vietnam's party boss, Nguyen Van Linh, 
had conceded to him during Siddhi's Janu- 
ary visit to Hanoi that Vietnam's decade- 
long military venture in Cambodia was a 
mistake. But Siddhi said there remained 
doubt in Thailand and other Asean coun- 
tries as to whether the withdrawal- 
would be carried out “correctly.” 

In a 5 April joint declaration, the 
three Indochinese states proposed to 
revive an international control com- 
mission — comprising Poland, India 
and Canada, plus a personal repre- 
sentative of the UN secretary-gen- 
eral — originally set up in 1954 fol- 
lowing the defeat of the French in In- 
dochina to monitor the Vietnamese 
withdrawal and the cessation of for- 
eign military aid. Vietnamese officials 
and Hun Sen later said the set-up 
was open to negotiation. 

Given the widespread view that 
the 1954 commission was ineffective, 
Asean has backed a longstanding 
proposal by resistance leader Prince 
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Norodom Sihanouk for UN-sponsored in- 
ternational peacekeeping force to supervise 
and verify both the withdrawal and aid cut- 
off. Another more serious issue centres on 
whether the PRK apparatus should be “dis- 
> mantled,” as demanded by Sihanouk, to 
. make way for a four-party committee to ad- 
' minister the post-settlement election. 
Asean's position now has to be adapted 
.. to concessions made at the Hun Sen-Sihan- 
. ouk meeting in Jakarta from 2 May, which 
" may or may not be cosmetic. Hun Sen pre- 
_ ceded it by announcing his government was 
changing the country's name from PRK to 
-.. "State of Cambodia,” taking a new flag simi- 
_ lar to Sihanouk's standard, making Bud- 
.. dhism the national religion, and abolishing 
_ the death penalty. In Jakarta, he invited 
-> Sihanouk to return as head of state before 
.. elections open to all parties. 
> For his part, Sihanouk said he was ready 
_ to consider other forms of international 
"supervision than a UN-sponsored force, 
. . and that he would no longer use the word 
.'. “dismantle” in his demand for the PRK to 
share real authority before elections. That 
_ Sihanouk was joined in Jakarta by Soon 
.. Samh, leader of the other non-communist 
. . resistance partner, has also led to specula- 
. . tion of a diminished Khmer Rouge role in 
the coalition. 
|^. Thailand’s sceptical wait-and-see stance 
|... on Hanoi's withdrawal pledge is in part due 
> to recent battlefield reports indicating that 
-= Vietnamese units in western Cambodia are 
-; mounting a new offensive against Khmer 
- = Rouge guerillas near the Thai border instead 
=> of preparing to return home. 
: Thai Rear-Adm. Manas Pinkulbutr, dep- 
uty commander of the marines-staffed 
_ Chanthaburi-Trat task force — which is re- 
.. sponsible for security along the lower end of 
.. Thailand's eastern border, opposite the 
_ Cambodian provinces of Battambang, Pur- 
_ sat and Koh Kong — said an estimated 
_ 40,000 Vietnamese and PRK troops have 
.. been fighting some 20,000 mostly Khmer 
_. Rouge guerillas since mid-April. 
_... The fighting was said to be particularly 
intense around the Khmer Rouge high com- 
“mand base, located near the Thai border dis- 
ict of Borai in Trat province. This fighting 
resulted in thousands of stray artillery 
ls landing on Thai soil. 


















rt ai military officers based on the border 
ve the Vietnamese will not totally with- 


until they are certain PRK troops can 
I the military situation. By extension, 
uspect that some Vietnamese units 
be left behind after the September 
dline, disguised in PRK uniforms. 
Nonetheless, the Chanthaburi-Trat task 
> pulled back one of its six battalions 
om frontline positions as a goodwill ges- 
ire in response to the Vietnamese pullout 
ge. Manas said more regular units will 
> pulled back and replaced by the paramili- 
ry troops as and when the remaining Viet- 
namese troops begin to withdraw. " 
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Intense diplomatic activity suggests Indochina accord 





By Nayan Chanda in Washington 
hile Hanoi and Peking publicly 
W maintain their hardline positions 
on Cambodia, there are indica- 
tions that behind-the-scenes negotiations 
may be moving both key antagonists closer 
to an agreement on the conflict. 

However, the communist Khmer Rouge 
resistance faction, China’s chief client in the 
conflict, remains an unknown quantity in 
the peace equation, though the two non- 
communist resistance factions and the Viet- 
namese-backed Hun Sen regime appear to 
be ready to cut a deal. 

“We are at the end-game [of the peace 
process], and the next three weeks could be 
decisive for Cambodia’s future,” a US ad- 
ministration official told the REVIEW. Starting 
with a meeting in Jakarta, which began on 
2 May, between resistance leader Prince 
Norodom Sihanouk and Hun Sen, the al- 
ready quickening pace of diplomacy on the 
Cambodian issue promises to reach a cres- 
cendo in the run-up to the Sino-Soviet sum- 
mut scheduled for mid-May. 

A look at events that have taken place re- 
cently or are scheduled in coming weeks 
suggests a build-up to a possible interna- 
tional conference on Cambodia in June. That 
would leave about three months before Viet- 
nam’s promised troop pull-out to work out 
details of an international peacekeeping 
mechanism, possibly UN-sponsored, which 
would also monitor the Vietnamese with- 
drawal. 

Around the end of April, Vietnamese 
Communist Party General Secretary 
Nguyen Van Linh held two rounds of talks 
in Moscow with Soviet leader Mikhail Gor- 
bachov while Vietnamese Foreign Minister 
Nguyen Co Thach held discussions with his 
Soviet counterpart. Meanwhile, in Peking, 
Soviet Deputy Foreign Minister Igor 
Rogachov held talks with Chinese officials 
on the pending Sino-Soviet summit, which 
will include discussions on Cambodia — a 
key obstacle to normalisation of Sino-Soviet 
relations. In the same period, Sihanouk met 
US Vice-President Dan Quayle in Jakarta — 
prior to his meeting with Hun Sen. 

Highlights of this diplomatic waltz on 
Cambodia are: 
> Representatives of all Cambodian politi- 
cal factions were scheduled to meet Thai 
Prime Minister Chatichai Choonhavan on 5 
May. 

» vended Vice-Foreign Minister Dinh 
Nho Liem is to hold talks with his Chinese 
counterpart in Peking on 8 May. 
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> US Secretary of State James Baker will ar- 
rive in Moscow on 10 May. | 
> Gorbachov will arrive in Peking for his 
summit with Chinese leader Deng Xiaoping 
on 15 May. 

> A working group of Cambodian faction 
representatives will meet in Paris for discus- 
sions on 15 May. 

» Japan's deputy foreign minister plans to 
visit Washington in the middle of May for 
talks, following his Moscow visit at the start 
of the month. 

M Sihanouk is scheduled to return to Pe- 
king on 16 May. 

P Chinese politburo member Wan 
scheduled to arrive in Washington on zz 
May and Chinese Foreign Minister Qian 
Qichen is scheduled to begin talks in Wash- 
ington on 9 June. 

Underlying this flurry of diplomatic acti- 
vity linked to the Cambodian issue is the 
dramatic shift taking place in big-power rela- 
tions. The Sino-Soviet effort to resolve the 
issue has raised the prospect of a communist 
diktat in Cambodia, forcing Washington to 
become more involved. 

Moscow's earlier strategic decision to 
end its involvement in such regional con- 
flicts as Afghanistan and Cambodia, and its 
eagerness to improve ties with China have 
been key factors in building momentum to 
resolve the Indochina conflict. Hanoi's 
pledge in April to complete its troop with- 
drawal by the end of September and Phnom 
Penh's announcement on holding elections 
by the end of the year have in turn put pres- 
sure on the other actors in the conf ' '; 
compromise. 

"| don't think the Soviets now have the 
ability to pressure the Vietnamese further 
without endangering their [naval] access to 
Cam Ranh Bay," said the US administration 
official, Soviet aid to Vietnam has been cut 
which, in turn, has reduced Moscow’s lever- 
age on Hanoi. And by yielding to Soviet 
pressure to agree to pull its troops out of 
Cambodia prior to any political settlement 
— Afghanistan-style — Hanoi has made it 
even more difficult for Moscow to ask for 
new concessions from the Vietnamese on 

US officials say Moscow is likely to apply 
only gentle pressure on Vietnam to accept a 
UN role in supervising the troop withdrawal 
and keeping the peace in Cambodia. While 
Hanoi and Phnom Penh have stubbornly re- 
fused the concept of a UN role as long as it 
continues to allow the Democratic Kam- 
puchea resistance coalition to occupy Cam- 
bodia’s UN seat, Moscow and, in recent 











months, Peking have shown enthusiasm for 
such UN participation in conflict settle- 
ment. 

Faced with the prospect of a unilateral 
Vietnamese withdrawal, Washington and 
Tokyo also have become active in nudging 
Hanoi towards allowing a supervised pull- 
out and the establishment of a truly inde- 
pendent and representative Cambodian 
government. Sources said that during re- 
cent meetings in Bangkok and at the UN, US 
officials made it clear to Vietnamese dip- 
lomats that a mere withdrawal would not be 
enough. Japan has conveyed a similar mes- 
sage to Hanoi. 

“If the Vietnamese wish to end their in- 
volvement in a way that would bring bene- 
fits, it has to be through a process which en- 
sures self-determination of Cambodia," a 
US administration source said. 

Because of strong US opposition, Viet- 
nam has been deprived not only of bilateral 
eid from many prospective donors, includ- 
| apan, but also of multilateral aid and 
mucn private investment. Washington 
hopes the carrot of aid and trade will spur 
Hanoi and its allies in Phnom Penh towards 
an acceptable political arrangement with 
Sihanouk and his resistance partners. 


Robert Delfs writes from Peking: Rogachov 
slipped quietly into Peking on 22 April to 


discuss preparations for the Sino-Soviet 
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summit with Chinese Vice-Foreign Minister 
Tian Zengpei. The meeting focused on the 
shape of a joint communiqué that will be re- 
leased after Gorbachov arrives in Peking on 
15 May. 

It appears that several important issues 
remain unresolved. Neither Peking nor 
Moscow has claimed any significant pro- 
gress on the Cambodian issue resulting 
from Rogachov's visit, and Rogachov may 
have to return to iron out a final agreement 
following the Vietnamese  vice-foreign 
minister's visit to Peking, scheduled for 8-10 
May, diplomats in Peking say. 





Sihanouk with Siddhi and Chatichai in Bangkok. 
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China still seeks an unqualified Soviet 
endorsement of a political settlement in 
Cambodia based on a Sihanouk-led four- 
party provisional coalition government, 
comprising the three resistance coalition fac- 
tions as well as the Hun Sen regime. 

Rogachov and Tian also discussed the 
Sino-Soviet border dispute and details of 
force reductions on the border, sources said. 
China would like general principles for settl- 
ing border disputes to be written into the 
joint communiqué and concrete Soviet con- 
cessions on the disputed border in its east- 
ern sector. a 
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AFGHANISTAN 


Slow siege progress undermines mujahideen 


Holding the line 


By Ahmed Rashid in Islamabad 


ith the bloody seige of the city of 
SS entering its third month, 

there is growing cynicism among 
many Afghans about the viability of the in- 
terim government set up by the mujahideen 
rebel groups in Peshawar, just inside Pakis- 
tan's northern border. And while Washing- 
ton and Islamabad continue to back the in- 
terim government's decision to press for a 
military victory, observers doubt whether 
an early solution is in sight and are question- 
ing the cost in lives and the further destruc- 
tion of the ravaged country. 

Already, since the Soviet Union with- 
drew its last troops on 15 February, some 
70,000 Afghan refugees have fled to Pakis- 
tan — most from the region around 
Jalalabad, which straddles the route to 
Kabul. The mujahideen rain hundreds of 
shells and rockets daily on the city, while 
forces of the Soviet-backed Afghan Govern- 
ment retaliate with aerial bombing of gueril- 
la concentrations. Western aid workers in 
Peshawar warned that the critical food 
shortages in the Afghan countryside could 
force hundreds of thousands more to flee, 
swelling the refugee population in Iran and 
Pakistan which already totals 5 million. 

There are signs that Kabul’s troops 
now are running out of food and ammuni- 
tion, as all roads to Jalalabad remain 
cut while the key supply road between 
Kabul and the Soviet border is periodically 
closed by the mujahideen. But even when 
Jalalabad eventually falls, few Afghans ex- 
pect that the regime's troops will surrender 
Kabul without a fight, as predicted earlier. 
The battle for the capital will be another 
drawn-out affair. 

The interim government's failure to 
broaden the base of its cabinet, refusal to 
pursue any diplomatic initiative, uncoordi- 
nated military strategy and lacklustre per- 
formance have lowered its credibility. 
Cabinet members have made contradictory 
statements reflecting the continuing prob- 
lems of uniting the seven parties that make 
up the government. 

While acting president Sebghatullah 
Mujadedi said recently Jalalabad would fall 
within a few days, another minister said it 
would take some weeks. When foreign 
minister Gulbudddin Hekmatyar said dur- 
ing his recent Asian tour that the interim 
cabinet would move into Afghanistan 
within a few days, Mujadedi said it would 
take much longer. While the acting prime 
minister Abdul Rasul Sayaaf harshly shot 





down UN Secretary-General Javier Perez de 
Cuellar’s call for an intra-Afghan dialogue, 
moderate leaders told the REVIEW they 
wanted the UN to act immediately to pre- 
vent further bloodshed. 

However, senior Western diplomats in- 
sist the interim government is slowly creat- 
ing alternative structures and that the US 
and Pakistan are hoping to channel all mili- 
tary and economic aid to the mujahideen 
through the government, rather than 
through individual parties. Both countries 
are pressuring international relief agencies 
to do the same. The eight mujahideen par- 
ties based in Iran, and backed by Teheran, 
continue to threaten to make a deal with 
Kabul unless the Peshawar-based interim 
government accommodates them. Recent 
attempts to include them reportedly have 
failed. 

Soviet and Afghan government efforts to 
reinvolve the UN in opening WR 
an intra-Afghan dialogue 
also failed after a bitter UN 
Security Council debate. 
Washington's UN represen- 
tative, Thomas Pickering, 
said the US would oppose 
any UN attempt “to per- 
petuate the illegal regime in 
Kabul" Pakistan has ac- 
cused Moscow of continuing 
its intervention in Afghanis- 
tan by supplying Scud mis- 
siles and cluster bombs to 
Kabul. Officials in Islamabad 
told the REVIEW that the 
UN would take no peace ini- 
tiative until the US, Pakistan 
and the European countries 
change tack, which stil looks unlikely. 

Western diplomats in Islamabad said it 
now was clear that the conflict over Afghan 
policy in the US administration had been 
won, for the time being at least, by the 
hardliners. Washington has committed it- 
self militarily to aid the mujahideen until vic- 
tory and to back the Pakistani military’s sup- 
port of the rebel offensive. Now that the 
mujahideen are fighting set-piece battles for 
the first time, both Washington and the 
guerillas are more dependent than ever on 
the Pakistani military for strategic back-up 
and support. 

However, the possible regional fallout of 
the continuing bloodshed has surfaced. At 
the UN, India warned that its present policy 
of detente with Pakistan could be seriously 
endangered unless Pakistan moderated its 
Afghan policy. Soviet President Mikhail 
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Hekmatyar: premature. 


Gorbachov, in a letter to Pakistan's Abdul 
Wali Khan, leader of the leftist Awami Na- 
tional Party (ANP) in Pakistan's North-West 
Frontier Province (NWFP), warned Pakistan 
"that there can be, and there will be, 
no military solution to the Afghanistan 
problem." 

Afghan President Najibullah continues 
to hang on to power, bolstered by his army’s 
defence of Jalalabad. “We see light at the 
end of the tunnel and stubbornly move to- 
wards it,” he told the Soviet newspaper Iz- 
vestia in late April. He accused Pakistani and 
Arab mercenaries of turning Jalalabad into 
“ashes and wasteland.” However the situa- 
tion in Kabul remains tense. Fears of 
mujahideen attacks prompted the regime to 
hold a military parade, celebrating the 11th 
anniversary of the revolution, one day ear- 
lier than announced. 

Meanwhile, the continuing war has 
claimed the first political casualties in Pakis- 
tan. After months of tension betwee: >? 
ruling Pakistan People's Party (PPP) ar s 
alliance partner in the NWFP, the ANP puued 
out of the coalition. Five ANP provincial 
ministers and one adviser handed in 
their resignations to the province's chief 
minister, Aftab Sherpao. The ANP’s 
Wali Khan, who is sympathetic to the 
| , Kabul regime, has been ex- 

* tremely critical of the govern- 
Q^ ments Afghan policy. 

Wali Khan had given a 
deadline to the PPP to appoint 
an ANP governor to the pro- 
vince, which the PPP declined 
to do largely because of pres- 
sure from the army and Pre- 
sident Ghulam Ishaq Khan. 
Diplomats in Islamabad said 
Washington also was op- 
posed to such an appoint- 
ment because the governor 
played a powerful role in 
the tribal areas bet | 
Afghanistan and Pak 
With Jalalabad still in the 
balance, the army feared 
that an ANP governor could undermine 
the tribal areas and endanger the mujahi- 
deen's offensive. 

Senior officials said Pakistan's military 
advice to the mujahideen was to capture 
Jalalabad and launch simultaneous attacks 
on the Kabul regime's airfields across the 
country. This would prevent the regime 
from bombing Jalalabad when the mujahi- 
deen set up their interim government there. 

Sources said the rebels would then lay 
siege to Kabul, not bothering to attack other 
cities. The moderate parties are not being 
encouraged to take the major southern city 
of Kandahar, because of Pakistani and Af- 
ghan fundamentalist Muslim fears that they 
might try and install an alternative govern- 
ment headed by Zahir Shah, the former 
king. In the medium term, further 
bloodshed seems inevitable. * 
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SOUTH KOREA 


Kun Dae Jung seeks wider acceptance as a moderate 


Move to the centre 


By Shim Jae Hoon in Seoul 


or much of his 40-year political career, 

South Korea's principal opposition 

leader, Kim Dae Jung, has borne the 
image of a radical extremist. His beginnings 
on the Left in the early years of post-inde- 
pendence contributed to this image but it 
also arose out of his uncompromising fight 
against two dictatorial presidents — the late 
Park Chung Hee and the discredited Chun 
Doo Hwan. 

But as South Korea struggles with demo- 

c reform following three decades of au- 

itarian rule, Kim's image as an unbend- 
ing dissident is undergoing change. As the 
62-year-old Kim himself quipped recently, 
"I'm a radical in the fight against dictator- 
ship but definitely a moderate in seeking 
democracy." 

On many issues, including those sur- 
rounding labour unrest and continuing anti- 
government violence by radical university 
students, Kim has moved away from his 
radical supporters. In a clear shift to the 
centre, he has begun disengaging himself 
from extremists on campuses and in labour 
groups — the very people who 
helped eam him the status of 
South Korea's foremost opposition 
leader. 

In early March, he stunned not 
only his radical supporters but even 
his more centrist rivals — including 
Kim Young Sam and Kim Jong Pil — 
by openly supporting President Roh 

Noo’s decision to postpone a na- 
uviidl referendum on the popularity 
of Roh’s democratic reforms. 

Aides defend Kim's shift to the 
centre as a strategic retreat, arguing 
that unless he helps the president 
from the sidelines, Roh's govern- 
ment could collapse under pressure 
from rightwing hardliners within his 
ruling Democratic Justice Party. 
The hardliners have been trying — so 
far unsuccessfully — to force Roh to 
obtain a new mandate through the plebis- 
cite, arguing that he could then use it as a 
weapon against the growing influence of the 
Left. 

Kim's shift, however, has lent credence 
to criticism from his rivals that he is mercu- 
rial — given to changing his position on is- 
sues of the day as circumstances change. In 
a matter of weeks before and after a 10 
March meeting with Roh, Kim has swung 
widely from demanding the referendum be 
held to opposing it and then once again 
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advocating that one be held next year. 

Kim's political acrobatics have weakened 
opposition unity and cooperation, built 
painstakingly by the "three Kims" among 
their opposition Reunification and Demo- 
cracy, New Democratic Republican and 
Peace and Democracy (PPD) parties. 

Kim has also added to his decline as 
champion of student and labour radicals by 
declining publicly to support the Rev. Moon 
Ik Hwan's unauthorised trip to North Korea 
in March. 

"I agree that Moon should have first con- 
sulted with the government on his North 
Korean trip — but do not think he ought 
to have been jailed in view of his advanc- 
ed age [70], with no possibility of escape," 
he said. 

Inside the PPD, that view collided with 
those held by members of the party's tiny 
radical faction comprising dissidents who 
moved into the national assembly after last 
year's election. The faction is led by Moon's 
younger brother, Moon Dong Hwan. 

On worsening labour unrest, Kim sent a 
team of PPD national assemblymen to dis- 
suade workers from going ahead with a rally 





planned by radical activists in Seoul for 30 
April. 

The movement by South Korean labour, 
while cloaked in demands for higher pay 
and better working conditions, has turned 
into a campaign demanding Roh's dismis- 
sal 


In a 21 March speech to foreign dip- 
lomats and journalists, Kim opposed stu- 
dents and workers “resorting to force" as a 
means of making demands. The PPD will 
focus on "solving all problems through 
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dialogues, national consensus and the elec- 
toral process," he said. 

Kim has also formally denounced anti- 
Americanism as "going against our national 
interests.” The statement was probably 
aimed at creating goodwill in Washington 
ahead of an image-boosting session he is 
seeking with US President George Bush in 
the latter half of the year. 

Domestically, all this is seen as part of 
Kim's effort to gain acceptance by the rela- 
tively conservative middle class, many of 
whom fear that a further drift to the Left 
might lead to yet another coup — a giant 
step backwards for democracy. 

The country's preoccupation with sec- 
urity because of the unpredictable com- 
munist regime in the North, adds to the sus- 
picion that army intervention on security : 
grounds is lurking behind every sign of poli- 
tical instability. 

Kim now sees the Roh government as di- 
vided between the conservative hardliners 
itching to pull the military trigger and liber- 
als steadily pushing through democratic re- 
forms. “We fight against the former, but talk 
with the second group," he said at a recent 
news conference. 

Thus, Kim is not chary of giving Roh a 
qualified pat on the back on occasion, recog- 
nising such "contributions" to democratic 
reform as allowing increased freedom for 
the press and judiciary. 

Even on the emotional issue of the 1980 
Kwangju uprising, during which about 200 
anti-government civilian demonstrators 
were killed by troops, Kim is mod- 
erating his position. 

Although Kwangju remains his 
primary political base, Kim is 
now prepared to play the role 
of mediator between Roh and 
Kwangju citizens, who demand the 
prosecution of all people involved in 
the shooting. 

Meanwhile, Roh’s military 
backers are watching events closely 
from the wings, wondering if he 
will deal more forcefully with 
extremism which they see as 
gaining ground among students 
and workers. The abrupt retire- 
ment in March of Lieut-Gen. Min 
Pyong Don, superintendent of the 
Korean Military Academy, after 
he indirectly chastised Roh for 
allowing the country to drift 
to the Left, is a good example of this 
mood. 

Kim's new profile as a loyal oppositionist 
— and no longer an unrepentant dissident 
— may be tested as soon as Chun prepares 
to testify before the national assembly on the 
Kwangju incident and other controversial — 
events of his regime. Any failure of Chun to 
satisfy the radicals would worsen the politi- 
cal situation in the country and could force 
Kim once again to seek support from the 
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The ‘unthinkable’ solution 


By LiuYen 


ear, real or perceived, creates mis- 
chief in frustrating ways. The 
Chinese civil conflict, involving the 
governments in Taipei and Peking, 


| has defied solution for more than half a cen- 


tury, due in part to alternating fears of one 
party for the other. 

In Hongkong, too, fear of its reversion to 
China in 1997 is causing an exodus and, for 
those who remain behind, the Basic Law 
(Hongkong's future mini-constitution) is 
scrutinised letter by letter in the hope that by 
some miracle life under Chinese Com- 
munist Party rule will not wither. 

Where fear is concerned, conventional 
wisdom has failed. So, perhaps an "un- 
thinkable" solution that seems even to chal- 
lenge rationality might work: the establish- 
ment of an enlarged financial and trade 
centre for Southeast Asia by placing Hong- 
kong under Taiwan's administration in a 
“one country, two governments" arrange- 
ment with Peking. 

Wait! Don't turn the page just yet. Give 
the idea a chance. 

Developments in Taiwan have altered 
the very nature of the Chinese civil conflict. 
The "ruralisation" of the ruling Kuomintang 
(KMT) — a colourful description of demo- 
cratisation in Taiwan — is changing the 
guard, retiring those with the deepest senti- 
ments for China and replacing them with a 
younger, mostly Taiwan-born generation 
with little attachment to the mainland. 

The philosophy of life in Taiwan has also 
undergone subtle alterations. Affluence and 
the taste of democracy have broadened 
Taiwan's perspective and instilled the 
people with pride. Their cosmopolitan out- 
look has transcended provincialism as well 
as the confines of Chinese unity. Unification 
with the mainland no longer seems so com- 
pelling. 

These sentiments, given time, will fur- 
ther widen the gulf between Peking and 
Taipei, making unification that much more 
difficult. With its fundamental policy at 
stake, Peking is under time presure to com- 
promise. 

Having recently adopted a new "flexible 
diplomacy," Taiwan is challenging Peking 
and the world to recognise the status quo. 
By doing so, the government in Taipei ap- 
pears to be giving up its claim to represent 
the whole of China, as it seeks recognition 
only as the government of the territory over 
which it has effective control. Under this 
"one country, two governments" policy, 
Taipei seeks equal status with Peking. 

Peking views the flexible diplomacy po- 
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Shirley Kuo in Peking: flexibility. 


licy with suspicion because it can be the 
spade work for a future two-China separa- 
tion. After all, the "one country, two gov- 
ernments" policy is but one "declaration" 
away from independence. The temptation is 
great and, in a democratic setting, who can 
guarantee that the KMT, which favours one 
China, would stay in power forever? 

Peking faces the dilemma of finding an 
effective response to Taipeis aggressive 
pursuit of its flexible diplomacy policy. 

Taipei is under different pressures. In- 
creased private intra-Chinese activities have 
created problems which require immediate 
attention. Faced with growing economic 
protectionism, Taiwan needs friendly fron- 
tiers in which to grow and expand. Political 
isolation frustrates Taiwan's economic initia- 
tives abroad. Without political steerage, eco- 
nomic relationships simply drift. 

To reconcile the ambitions and fears of 
Peking and Taipei under a one-nation um- 


ee 
Hongkong is gripped by fear — 
fear of the process of political 
assimilation that will take place 
under Chinese communist 
tutelage. 
99 


brella has proved to be a daunting task. The 
“unthinkable” solution of establishing a 
new regional financial and trade centre in 
Taiwan might offer some hope. 

Under this scenario, Taiwan's security 
would rest with the concept of “mutual-in- 
terest reciprocity," in which any disturbance 
to either Taiwan or the mainland would be 
reflected in equal measure on the other. 
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Therefore, it would be in one’s own interest 
to ensure the well-being of the other. 

Some arrangements regarding diploma- 
tic representation would have to be made 
between Peking and Taipei. Political isola- 
tion, would neither be sought nor imposed. 
Strong financial resources would enable 
Taiwan to enjoy considerable influence 
among nations and within international and 
regional organisations. 

China would be inseparably unified 
under the plan. A unilateral declaration of 
independence by Taiwan would be neither 
necessary nor possible because of its 
stabilising effect on the new financial 
trade centre. 

On paper, this formula looks attractive 
and seems to satisfy the demands and needs 
of both Peking and Taipei, but would it work? 

Hongkong is gripped by fear of political 
assimilation that will take place under 
Chinese communist tutelage. This fear goes 
beyond the enshrinement of fundamental 
rights and freedoms in some sacred docu- 
ment — important as that may be. 


ongkong’s long-term outlook is 

clouded with pessimism. Its brain 

drain problem — the emigration 

of difficult-to-replace profession- 
als and managers is growing. A services 
centre needs these skills. 

Re-exports have surpassed domestic ex- 
ports since China's foreign-trade push 
began in the late 1970s. But as China's direct 
trade with other countries increases, Hong- 
kong's volume will drop. Competitive 
and flexibility, traditional hallmark. .. 
Hongkong's industry, are also placed in 
doubt. The uncertainties of the approaching 
reversion of Hongkong to China have re- 
duced capital investments in the territory 
and, therefore, technological upgrading. 

Is Taiwan capable and willing to assume 
Hongkong's traditional role in the region? 
Financially, Taiwan is in a good position to 
do so, with more than US$76 billion in for- 
eign reserves — greater than the combined 
total of nine Asian-Pacific countries includ- 
ing China and India. 

Politically, however, the Chinese civil 
conflict must be resolved, all hostile intent 
permanently renounced and peace allowed 
to prevail between Taiwan and China. To 
create the economic environment of a safe 
haven, Taiwan must introduce further 
democratisation and liberalisation. For its 
part, Peking must be willing to channel 
China's financial and trade-servicing needs 
through Taiwan. 
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The best intentions cannot work without 
confidence, an elusive factor. But can Taipei 
earn the confidence of the financial world on 
such short notice? 

Should Taipei take over administrative 
responsibility for Hongkong, many of 
Hongkong's uncertainties would be dispel- 
led and renewed prospects of stability and 
hope would recharge the area's economy — 
a matter of some importance to China. 

Since the breakup of an integrated econ- 
omy is highly disruptive, Taiwan might in- 
sist on a more permanent arrangement to re- 
place the 50-year period of autonomous 
existence envisioned for Hongkong. This 
would be to Hongkong's advantage. 

Will Peking turn over a prosperous 
Hongkong to be administered by Taiwan, 
its arch enemy? Of the many pro and con ar- 
guments, a few stand out. 

Power politics between Peking and 
Taipei have changed. Democracy in Taiwan 

kes recognition of Peking’s sovereign 

> over the Chinese mainland inevitable 
and irreversible. 

Peking has more to fear from democratic 
ideas than from Taiwan's power ambitions. 
And as a major player, Peking will have 
ample means to ensure that Taiwan's finan- 
cial influence will be directed towards 
China's best interests. 

Peking's one nation, two systems policy 
is aimed at two main objectives: to utilise 
Hongkong's financial and trade potential in 
China's development, and to demonstrate a 


successful unification model for Taiwan. 
Failure, therefore, will be most embarrass- 
ing. 

International economic relations are also 
considerations. The combined economies of 
China, Taiwan and Hongkong are formid- 
able and useful in meeting growing protec- 
tionism and regionalism. 

Having considered a “common market" 
solution, the idea is not exactly foreign to Pe- 
king. The principle of partnership, a loose 
cooperative effort to attain unification 
through separation, is the attractiveness of 
the financial and trade centre solution. An 
overly ambitious plan, such as that of a com- 
mon market, which calls for the elimination 
of national borders and for the free flow of 
goods and services, would be impossible to 
implement or even contemplate. 

China cannot afford the free flow of 
goods, and the free flow of services would 
sink both Taiwan and Hongkong with es- 
caping Chinese humanity. Given the polar- 
ity of the political systems involved and the 
great discrepancies in economic develop- 
ments, a formula of cooperating autonom- 
ous entities is the only feasible solution of 
the Chinese civil conflict. 

It would be a triumph of the first mag- 
nitude for Peking to make and for Taipei to 
accept the unthinkable solution. wi 


LiuYen, a former Taiwan journalist, is a Hong- 


kong-based marketing consultant for firms based 


in both Taiwan and the mainland. 





MALAYSIA 


Action against top judge fails, but row simmers on 


Out of order 


uhaini Aznam in Kuala Lumpur 





n unprecedented application by the 
Malaysian lawyers’ council to have 


the head of the judiciary cited for con- 
tempt of court has been turned down by the 
Supreme Court. But the resentment that has 
divided legal and judicial circles over the 
sacking of the former head of the judiciary, 
Tun Salleh Abas, and two other Supreme 
Court judges in 1988 is far from over. 

One of the sacked judges, Tan Sri Wan 
Suleiman Pawan Teh — perhaps prompted 
by suggestions from Attorney-General Tan 
Sri Abu Talib Othman that the judges in- 
volved in last year’s controversy, and not 
the Malaysian Bar Council, had a court-rec- 
ognised interest in the matter — on 28 April 
filed a similar application for contempt 
against the Lord President of the Supreme 
Court, Tan Sri Hamid Omar. 

The bar council’s application centred on 
the controversial sitting of five Supreme 
Court judges on 2 July 1988, two of whom 
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were subsequently sacked. They alleged 
that Hamid had tried to prevent the 
emergency sitting which was being asked to 
hear an application by Salleh to stop the pro- 
ceedings of a panel inquiring into his fitness 
to continue holding office while he sought 
legal redress. At the time, Hamid was the 
acting lord president and on the panel 
which later recommended Salleh's sacking. 

At the onset of the recent contempt hear- 
ing, the bar council unsuccessfully attempt- 
ed to persuade the Supreme Court three- 
man bench to disqualify themselves on 
grounds of possible bias because at one time 
or another they had been involved in last 
year's events. The lawyers wanted the king 
to appoint a panel of retired Supreme Court 
judges to hear their application. 

In the end, their application was turned 
down mainly on the grounds that the 2 July 
sitting was not lawful, as only a lord presi- 
dent, or acting lord president, was au- 
thorised to convene a sitting — and Hamid 
had not done so. " 
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The Hotel Royal Taipei. 
Old World refinement and 
sophistication that's 
reminiscent of southern 
France. Along with 
uniquely personalized 
service that helps 
make a stay memorable. 
Experience it. 





hótel royal taipel 


37-1, Section 2, Chung Shan North Road, Taipei, Taiwan 


Tel.: 542-3266 Telex: 23915 
Cable: ROYAL HTL Fax: 543-4897 


ssnikko hotels international 


For reservations, call your travel agent, 
the nearest LRI office, Japan Air Lines office 
or Nikko Hotels International. 

Hong Kong 5-234318, Tokyo (03) 281-4321, 
Toll free in U.S. and Canada 
1-800-NIKKO-US-(645-5687) 
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REGIONAL AFFAIRS 


BURMA 1 


Army maintains tight controls despite election pledge 


New camouflage 


By Bertil Lintner in Rangoon 


D espite its much-publicised political 





and economic liberalisation, the Bur- 

mese army continues to retain pre- 
dominant political power. Even the eco- 
nomic reforms implemented so far will 
benefit mostly army officers — active as well 
as retired — who have been the country’s 
élite since the army first seized power in 
1962. 

Officially, Burma became at the end of 
March a multi-party, capitalist state on its 
way towards parliamentary democracy. The 
previous one-party system under the Burma 
Socialist Programme Party (BSPP) was 
abolished immediately Gen. Saw Maung 
and the State Law and Order Restoration 
Council (SLORC) assumed power on 18 Sep- 
tember 1988. Shortly afterwards, it dropped 
“the Socialist Republic” from the official 
name of the state, which now is called only 
“Union of Burma.” 

Official announcements apart, the army 
now has more freedom than before in deal- 
ing with foreign traders and setting up 
new enterprises. The black market, which 
traditionally supplies Burma with an esti- 
mated 60-80% of its consumer goods, is now 
legal and flourishing. 

“It matters little for the military whether 
there is a ‘Burmese Way to Socialism’ or a 
‘Burmese Way to Capitalism,’ whether there 
is one party or a thousand of those as long as 
they are in power and benefit from what- 
ever system there is,” one Burmese source 
in Rangoon commented wryly. 

An Asian diplomat in Rangoon said the 
military actually has no intention of intro- 
ducing even a semblance of democracy, de- 
spite the promises of general elections 
which were made last September. “The 
most they may agree to is some degree of 
political pluralism to let the opposition let off 
steam. Democracy is definitely not on the 

But even if that may be the way the mili- 
tary thinks, the very fact that economic 
guidelines now are more tolerant than be- 
fore and that the regime has welcomed for- 
eign investment may in the long run serve 
as the catalyst for change which the Bur- 
mese generals will find hard control once it 
has begun. If Burma does receive a dose of 
economic liberalisation, political changes 
would become inevitable, as the case has 
been in South Korea and Thailand. 

Being at the threshold of similar develop- 
ment, Burma today is full of contradictions 
which reflect the ruling military's ineptitude 
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as well as inexperience in dealing with the 
new situation. For the first time in 27 years, 
Burma has officially allowed foreign jour- 
nalists to visit the country, but civil servants 
have been instructed not to speak to them 
without official approval. As many as 234 
political parties have been allowed to regis- 
ter — often with bill-board size signboards 
outside their offices — but the government's 
Order 2/88, which prohibits gatherings of 
more than four people, is still in force, ban- 
ning all outdoor political activity. 

Trade has been freed. But the authorities 
continue to issue public warnings to traders. 
In early March, when salaries of civil ser- 
vants were doubled, prices on the free mar- 
ket shot up and the ruling military 
threatened to "take severe action against 
those who manipulate prices." According a 
Rangoon-based diplomat, "The Burmese 
military still has to learn that you can't man- 
age an economy in the same way as you run 
a platoon of soldiers." 

The political scene in Burma follows the 
same pattern. While the military has 
pledged neutrality in the political process, 
there seems little doubt that it favours the 
National Unity Party (NUP), which is the 
name the BSPP assumed last September. 
Workers in state-owned factories have re- 





Aung San Suu Kyi: DDSI smear campaign. 


portedly been told they will be sacked if they 
do not become party members. One Opposi- 
tion politician alleged that people in Loikaw, 
Kayah State, had been summoned by the 
authorities to have their national registration 
cards renewed. Later, they found out they 
had been issued with NUP membership 
cards. Significantly, Chit Hlaing, a former 
foreign minister who now is a leading mem- 
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ber of the NUP, was one of the very few 
politicians interviewed by the REVIEW in 
Rangoon who did not complain about army 
harassment. 

The most formidable opposition to the 
military and the NUP comes from the Na- 
tional League for Democracy (NLD), headed 
by ex-general Tin U, a former chief of staff 
and defence minister, and Aung San Suu 
Kyi, the daughter of independence hero 
Aung San. The party claims a membership 
of more than 1 million — some say 3 million 
— countrywide. Aung San Suu Kyi has spo- 
ken out against army abuses and appears to 
have won the admiration of the public at 
large, but some politicians consider her too 
confrontational. 

In a much-publicised incident in the 
town of Danubyu on 5 April, Myint Oo, an 
army captain, ordered his soldiers to load 
their guns and aim at Aung San Suu Kyi 
who was walking down the street along 
with some followers during a campaign t 
of Irrawaddy Division. Before they cc 
shoot, however, a major intervened and 
prevented Myint Oo from taking further ac- 
tion. 

When questioned about this incident, 
spokesmen from the SLORC's information 
committe told the REVIEW that the captain 
would have acted correctly if he had opened 
fire since it was "an illegal gathering" of 
more than four people. This remark caused 
considerable concern when related to both 
diplomats and opposition politicians in Ran- 
goon, emphasising the fear that the military 
may not hesitate to use violence against un- 
armed people once more, if it deems it expe- 
dient. The bloody incidents that followed 
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the military takeover on 18 September 1988 
was the main reason why former donor 
countries cut off their aid to Burma. 

The military's inexperience in dealing 
with an outspoken opposition is also evi- 
dent in a continuing smear campaign 
against Aung San Suu Kyi which sources as- 
sert has been launched by the Directorate of 
the Defence Services Intelligence (DDSI), 
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Burma's secret police. Startingly 
obscene posters, depicting the NLD's 
general secretary and her British hus- 
band Michael Aris, have been spot- 
ted in several towns upcountry. In 
some towns, local vigilantes have ap- 
prehended NUP workers carrying 
printed leaflets also defaming the op- 
position leader. 

The confrontation between the 
opposition and the ruling military ap- 
pears to have become sharpened 
after the reappearance of supposedly 
retired strongman, Gen. Ne Win, at 
the Armed Forces Day reception in 
Rangoon on 27 March (REVIEW, 13 
Apr.). Dressed in an army uniform 
and referred to as "the Patron of 
the War Veterans Organisation," 
he was featured on the frontpage 
of the state-run Working People's Daily, 
laughing together with senior army officers 
and placed in a position much more promi- 

t than that of SLORC chairman Gen. Saw 

ing. 

The opposition responded by ridiculing 
the event in a traditional Burmese way by 
staging a chorus competition outside the 
NLD's headquarters on during Thingyan, or 
the water festival on 13-17 April. Apparently 
infuriated by this, the DDSI arrested several 
students who had taken part in the competi- 
tion. In a speech on 24 April, Brig.-Gen. 
Khin Nyunt, the chief of the DDSI, warned: 
“One political party has used the Thingyan 
festival and tried to create disturbances 
through anti-government and anti-military 
chants . . . the government will have to take 
action against any person found violating 
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Tin U: formidable opposition. 


government decrees, announcements and 
regulations, and action is being taken against 


some." 
W the military has consolidated its 
power and it appears that the in- 
ternational boycott against the ruling junta 
— which was meant to pressure it into 
conceding the public demands for demo- 
cracy — has been only partly effective. The 
Working People's Daily reported on 25 March 
that the GDP in fiscal 1989-90 is expected to 
amount to Kyats 54.950 billion (US$8.5 bil- 
lion at the official rate), or a growth of 3.4%. 
Fishing and logging deals primarily with 
Thailand but also with companies based in 
Singapore, Hongkong, South Korea and 
Malaysia have given the military regime 


hile threatening the opposition, 








BURMA 2 


Parties form along lines of pre-coup heyday 


When four's a crowd 


uch attention in Burma today is fo- 
M ea on the general elections 

which have been promised for the 
spring of 1990. The domestic as well as the 
international credibility of the present mili- 
tary regime hinges on its pledge to hold 
"free and fair" elections. 

The political parties have centred their ac- 
tivities on preparations for the great event — 
and the former donor countries, which 
supended their aid in the wake of the bloody 
events that followed the coup last Sep- 
tember, have declared that no more assist- 
ance will be forthcoming until after the elec- 
tions are held. 

Some opposition politicians have 
pointed out that the fixation on the actual 
elections, the polling date, the size of ballot 
boxes and so on has overshadowed much 
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more important issues. The outspoken sec- 
retary-general of the National League for 
Democracy (NLD), Aung San Suu Kyi, and 
others have pointed out that the actual poli- 
tical climate in Burma is far more important. 
“There is no point of holding elections next 
spring or at any other time under the pre- 
sent conditions,” Aung San told the REVIEW 
citing recent arrests of NLD workers and 
other harassment. 

Government Order 2/88, banning ga- 
therings of more than four people is still in 
force, in effect preventing the political par- 
ties from holding public meetings, though 
this is not always enforced. 

After centuries of absolute monarchy 
and then colonial rule, Burma’s tradition of 
elections is a short one. Following indepen- 
dence from Britain in 1948, the country ex- 
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g badly needed foreign exchange, as 

f= did a gems and pearls emporium in 

fi : March which netted a total of 
4 US$11.3 million. 

To further secure its grip, the 
army is known to have raised the de- 
fence budge this year to Kyats 2 bil- 
lion, up from Kyats 1.7 billion in fiscal 
1986-87. At the end of March, a high- 
powered Burmese delegation — in- 
cluding the chief of the air force Maj.- 
Gen. Tin Tun, his deputy Col Thein 
Win, the director of ordnance Col 
Thein Tun, the director of the defence 
industries Col Htay Tint, and Trade 
Minister Col Abel — paid an unpubli- 
cised visit to Pakistan. 

Arms deals were reportedly on 
the agenda and the team also visited 
Pakistan's aviation industry com- 
plex, which has lead to speculation whether 
Islamabad will sell aircraft to Burma, or help 
train Burmese pilots. However, the only 
confirmed arms deal between Pakistan and 
Burma so far was signed in March and in- 
cludes 150 machine-guns with 50,000 
rounds of ammunition and 5,000 120mm 
mortar bombs. 

The most striking new constructions in 
Rangoon today are a high brick wall around 
the Ministry of Defence on Signal Pagoda 
Road and loopholed, red-painted bunkers 
at major intersections in the capital. While 
opposition politicians are touring the coun- 
try and the economy has shown signs of im- 
provement, the Burmese military has dug in 
to meet the challenge of modernisation and 
political pluralism in its own unimitable 
way. Dd 


perimented with Western-style, parliamen- 
tary democracy for 14 years, until the mili- 
tary assumed absolute power in 1962. Dur- 
ing that period, Burma held three national 
elections: in 1951, 1956 and 1960. 

Because of widespread insurgency in 
rural areas, the first elections concerned only 
a minority of the people; out of 8 million elig- 
ible voters, a mere 1.5 million cast their bal- 
lots. The country was then ruled by the 
Anti-Fascist People’s Freedom League 
(AFPFL) — a national political institution 
rather than an actual party — which won 
147 out of 239 single-member constituen- 
cies. Allied parties captured another 50 seats 
while the remainder went to smaller, rightist 
as well as leftist opposition groups. In the 
absence of any real challenge to the AFPFL in 
the parliament, Burma’s then outspoken 
press functioned as the unofficial opposi- 
tion, especially in its frequent interviews 
with then prime minister U Nu. 

Burma’s fledgling democracy was put 
to a crucial test in the 1956 elections. Leftist 
groups contested under the common ban- 
ner of the National Unity Front (NUF) and 
challenged the AFPFL juggernaut. The oppo- 
sition did extremely well and captured 
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36.9% of the votes and 48 seats in the 250- 
member parliament. Another new phe- 
nomenon was the participation of sev- 
eral regional parties representing ethnic 
groups. The AFPFL maintained its majority, 
-but it was reduced from 60% to 55%. 

A split within the AFPFL in 1958 into a 
"clean" faction led by U Nu and a "stable" 
faction headed by the former AFPFL general 
secretary, Kyaw Nyein, and the socialist 
leader Ba Swe, caused a national crisis 
which eventually led to the formation of a 
military caretaker government, led by gen- 
eral Ne Win, then chief of the Burmese 
Army. With promises of "restoring law and 
order," "cleaning up Rangoon" and paving 
the way for "free and fair elections," Ne Win 
ruled until these were held in 1960. U Nu's 
"Clean AFPFL," which he had renamed the 
Pyidaungsu, or Union Party, got 5296 of the 
vote, compared to 31% for the “Stable 
AFPFL" and the NUF received 5%. 

Voting participation rose sharply with 
successive elections. By 1960, the Burmese 
public had also matured politically and also 
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come to take a number of civil liberties for 
granted: a free press, almost daily rallies at 
the Maha Bandoola Park opposite the City 
Hall in Rangoon, and a lively cultural and 
literary scene. This process came to an ab- 
rupt halt when the military staged the 1962 
coup. 

Today's Burma resembles a much more 
brutal version of the 1958-60 caretaker gov- 
ernment — and even the political parties 
that have emerged can find their origins in 
the politics of the 1950s. The main opposi- 
tion party, the NLD, duplicates the old front 
organisation AFPFL in composition and 
character. It has no clear-cut ideology and 
it embraces every section of Burmese so- 
ciety, from radical students to former army 
officers. 

Two old factions of the original AFPFL 
have resurfaced in the pro-U Nu Demo- 
cracy Party led by Thu Wai and the newly 
established AFPFL (Main), which is headed 
by Cho Cho Kyaw Nyein, the daughter of 
the late "Stable AFPFL" leader Kyaw Nyein. 
Leftists have set up a number of parties, 
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The réeime watches for dissent in the ranks 


An army divided? 


front in September 1988, only one 

daily newspaper, the Working People's 
Daily, in English and Burmese, has been 
permitted to publish. However, a milit 
newspaper, Doye Duya (Our Affairs), has 
been issued every two days for internal dis- 
tribution among the ranks of the country's 
armed forces. 

An obligatory theme of this newspaper is 
the importance of the continuing unity of 
the armed forces. The slogan, “The army is 
. your only parent. Don't listen to outsiders, 
trust nobody but your own blood," is 
printed in bold letters on the front page of 
every issue. 

Such exhortations have been so frequent 
and denials of a division within the army so 
. persistent that they have led many obser- 
vers to speculate whether there may well be 
- differences of opinion within the ranks for 
the first time since the student-led pro- 
democracy movement began about a year 
ago. The recent and rapid expansion of the 
Directorate of Defence Services Intelligence 
- (DDs)), headed by Brig.-Gen. Khin Nyunt, 
has fuelled these speculations, especially 
since the reason for the build-up seems to be 
_ to keep a close watch on the activities of cer- 
tain officers as well as the rank and file. 

Burma's armed forces now number 
about 200,000. The overwhelming majority 
of these are in the army, which is a lightly 


bn ince the military cast off its former BSPP 
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armed but highly disciplined and tough 
force. Apart from its regular regional com- 
mands, the army also has nine Light Infan- 
try Divisions (LID), seven of which are speci- 
fically designed to combat insurgents in the 
country’s frontier areas. The remaining 11th 
and 22nd LIDs have central security as their 
main priority. Fewer than 10,000 men are in 
the navy and the air force. 

In order to preserve the power of the rul- 
ing élite — which is a class of high-ranking 
army officers — the old strongman and 
former general Ne Win built up one of Asia's 


Ne Win: pulling strings. 
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mainly former trade unionist Thakin Lwin's 
People's Democratic Party and the Demo- 
cratic Front for National Reconstruction, led 
by Thakin Chit Maung. Both these leaders 
were formerly in the NUF. 

Seen in this context, the actual elections 
and the technicalities surrounding them 
may indeed be only of secondary impor- 
tance. Analysts emphasise that the political 
struggle in Burma today is mainly a confron- 
tation between the country's centuries-old 
authoritarian tradition, represented by 
the military, and the publics desire to 
revive the basic freedoms they enjoyed up to 
1962. 

"Democracy" in a Burmese context is not 
necessarily represented by showcase elec- 
tions and a plurality of political parties. To 
most Burmese, it appears to mean freedom 
of expression and freedom from fear of the 
ever present military intelligence apparatus. 
Given recent events in Burma, it appears 
that Burma has a long way to go before it ^^^ 
achieve "democracy," even if the promi 
elections are held. B Bertil Lintner 


most efficient secret police forces, the Mili- 
tary Intelligence Service (MIS). Known 
throughout Burma down to the lowliest 
non-English speaking farmer as MI, this 
powerful institution kept a watchful eye on 
the public, but especially on army officers 
with liberal ideas. Combined with a system 
of continuous command rotation, the MI 
greatly contributed to the remarkable cohe- 
siveness of the armed forces. 

The intelligence chief for many years was 
Ne Win's devoted subordinate, Brig.-Gen. 
Tin U (no relation to the opposition leader of 
the same name). Once considered Ne Win’s 
undisputed heir-apparent, Tin U was unex- 
pectedly ousted and jailed in May 1983, and 
the entire intelligence network was purged. 


in U and similarly urbane colleag 
i — who unlike other military offi 
had access to the foreign media, had 
been able to mix freely with foreigners in 
Rangoon and had even been allowed to 
travel abroad — almost succeeded in estab- 
lishing a state within the state. This had 
threatened the power of Ne Win and his 
inner circle of handpicked, less able yes- 
men. Thus the purge of Tin U, who still lan- 
guishes in the infamous Insein Jail, north of 
Rangoon. 

This had an immediate adverse effect on 
the country’s security. Just five months after 
the purge, a North Korean-inspired bomb 
attack in Rangoon killed 21 people, includ- 
ing four visiting South Korean cabinet 
ministers. Observers at the time asserted 
that the attack could never have been carried 
out if Tin U had still been in charge. 

The new DDSI, which Khin Nyunt took 
over in 1984, has become almost as powerful 
as the old MI but it nevertheless failed to pre- 
vent some units of the 16th Light Infantry 
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Regiment and airmen of the 501 and 502 air 
force units in Hawbi and Mingaladon, near 
Rangoon, from joining the pro-democracy 
demonstrations in the capital in September 
last year. This crack in the security system, 
however small it was, alarmed Burma's mili- 
tary rulers. 

After the 18 September coup, the new 
military government did bow to some stu- 
dent demands, allowing a multi-party politi- 
cal system and promising general elections. 
Although the army promised to remain 
neutral in the political process, it is inevitable 
that some military men privately sympath- 
ise with one political trend or another. 

In order to cope with this new situation, 
Ne Win's inner circle, which still rules the 
country in fact if not in name, has expanded 
the DDSI, and Khin Nyunt is clearly far more 
powerful now than the official head of the 
military government, Gen. Saw Maung. 
Nearly every issue of Doya Duya and. the 
'Al~king People's Daily features pictures of 

n Nyunt inspecting new rice ware- 
nouses, parks or fish ponds, or he is seen 


Khin Nyunt: sudden rise. 


_ 3g "instructions and guidance" to va- 
rious organs of power. 

His DDSI is managed by a committee of 23 
loyal but not very senior officers, most of 
whom are captains or majors. Khin Nyunt, 
49, who was selected by Ne Win himself to 
head the DDSI, formerly commanded the 
44th LID in rebellious Karen state, in eastern 
Burma. At his disposal are 14 intelligence 
companies, spread throughout the country, 
plus special units for surveillance of army, 
air force and navy personnel. 

Khin Nyunt's sudden rise to power has 
striking parallels with that of Tin U's a dec- 
ade earlier and his fate may also prove simi- 
lar, military sources in Rangoon suggest. 

Although Khin Nyunt officially is only 
first secretary to the 19-member State Law 
and Order Restoration Council (SLORC), 
which assumed power last September, he 
virtually runs the show together with his 
hatchet-man, Tin Oo, the junta's second 
secretary, who recently was promoted to 
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brigadier. The two have become the most 
powerful military men in Burma today, re- 
porting directly to Ne Win. Both are consi- 
dered hardliners with little sympathy for the 
public's democratic aspirations. 

The rise to power of Khin Nyunt and Tin 
Oo has upset several much more senior offi- 
cers. Although the sSLORC officially has 19 
members, including the army's nine region- 
al commanders, only the ones based in Ran- 
goon meet regularly. Several regional com- 
manders from the north are reported to 


have been denied access to these meetings | 


even when visiting the capital. 


One well-placed source in Rangoon said: | 


“There is definitely a resentment here. 
Many senior officers see Khin Nyunt and 
Tin Oo as inexperienced upstarts who are in 
power only because of their close association 
with Ne Win. These local officers upcountry 
feel uncomfortable with the increased sur- 
veillance of them and their men by the 
DDSI.” 

Although it is premature to suggest fac- 


tionalism within the traditionally cohesive | 


Burmese Army, different tendencies are 
nevertheless evident. 











In order to bring more professionalism to | 


the country's military forces, a Defence Ser- 


vices Academy (DSA) was set up in the early | 
1950s. Popularly referred to as Burma's | 


West Point, it was first established at Ba 
Htoo Myo in Shan state but later moved to 
its present location at the hill station of 
Maymyo, northeast of Mandalay. Political 
science, with an emphasis on parliamentary 
democracy, was a part of its curriculum until 
the first military coup in 1962, which 
brought Ne Win to power. 


Today, three of the first batch of DSA | 
commanders: | 


graduates are regional 
brigadiers Nyan Lin of the Southeastern 
Command in Moulmein, Tun Kyi of the 
Mandalay-based Northwestern Command 
and Maung Aye, the chief of the Eastern 
Command in Shan and Kayah states. 
Generally speaking, the early DSA 
graduates are considered more liberal- 
minded and open to reform. Among the 


hardliners, with considerably less training in | 


political matters, are Southwestern Com- 
mand leader Brig.-Gen. Myint Aung, who 
has already become notorious for his con- 
frontations with the main opposition party, 
the National League for Democracy, as well 
as Brig.-Gen. Kyaw Ba, the battle-hardened, 
Myitkyina-based Northern Command 
leader who has spearheaded several deter- 
mined offensives against Kachin rebels. 
With the implementation of economic re- 
forms and the acceptance of some degree of 
political pluralism, frictions within the army 
will inevitably become more evident, de- 
spite official declarations of “the ever-lasting 
unity of the armed forces.” The men to 
watch clearly are Khin Nyunt — and the 
officers he is bound to upset while con- 
solidating his own power and expanding 
the influence of the DDSI. 
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VIETNAM 


Trade replaces bullets on the border with China 


Comrades again 


By Murray Hiebert in Dong Dang, 
Vietnam 


en years after Chinese troops at- 

l tacked northern Vietnam to "teach 

Vietnam a lesson" for invading Cam- 

bodia, Hanoi and Peking have pulled back 

their regular army units, and trade across 
the border is flourishing. 

Vietnam has taken down the anti-aircraft 
guns and radar installations which dotted 
the hills along the frontier until recently. 
China stopped shellings across the border in 
late 1988 and has turned security along the 
frontier over to its border defence forces, 
Vietnamese officials say. 

A bustling market village, with dozens of 
tiny bamboo stalls, has sprung up a few 
kilometres from the overgrown ruins of the 
old border town of Dong Dang in Lang Son 
province, which was destroyed in China's 
1979 attack. Customers from as far away as 
Hanoi haggle with private merchants for 
Chinese-made fans, thermos flasks, bicy- 
cles, tape recorders, dishes, beer and other 
consumer goods which people in 
northern Vietnam hanker for. 

Chinese traders are most in- 
terested in buying seafood — espe- 
cially crabs from Haiphong — such 
exotic animals as lizards for making 
traditional medicines, bronze, cloth, 
vegetables and meat. Smugglers 
carry rice across remote mountain 
trails to China, despite Vietnam's 
own food shortages. Rice in China’s 
Guangxi region sells for the equiva- 
lent of Dong 1,800 (36 US cents at the 
official rate) per kg, more than double 
the price in Hanoi, said Pham Van 
Boi, an official of the border province 
of Lang Son. 

Since December 1988, when 
the border was opened to trade, 
mines have been cleared on five 
of the six kilometres of road between 
Dong Dang and the border, Boi said. 
“Now all the goods are being carried 
on people’s shoulders. When we finish 
removing the mines,” he said, "we'll be 
able to use trucks and move many more 
things." 

Boi said work had already begun to re- 
büild Highway 1 and the railway to 
Friendship Gate, the Sino-Vietnamese bor- 
der point where Chinese military supplies 
. crossed during Vietnam's wars against 
France and the US, which ended four years 
before China's invasion. 

Thousands of people cross the border 
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everyday, Boi said, to exchange goods or 
visit their relatives, with some Vietnamese 
going as far as Peking. Chinese, many of 
whom were born in Vietnam but fled as ref- 
ugees in 1977-78, were travelling to Hanoi 
and the port city of Haiphong without pass- 
ports or visas. "Some of them want to come 
back to stay because it's easier to do business 
in Vietnam," Boi said. "In China, they had 
to work on state farms and couldn't open 
businesses." 

The lessening of hostilities and the surge 
in trade has prompted a building boom in 
Lang Son town 17 km south of Deda Dang. 
Scores of shops and houses are being re- 
built, and a new bridge across the Ky Cung 
River has been completed in recent months, 
replacing the one destroyed by the Chinese. 
Lang Son's market, which barely functioned 
a year ago, is so busy now that a large park- 
ing lot has been built to accommodate the 
thousands of out-of-town shoppers. 

The recent thaw in Sino-Vietnamese rela- 
tions got a boost in January when Vietnam- 
ese Deputy Foreign Minister Dinh Nho 
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A border stall selling ATEREA abd: 


Liem travelled to Peking for talks, the first 
high-level meeting between the two coun- 
tries in nine years. Further talks were sche- 
duled for 8-10 May. 

Both sides continue to take other smaller 
steps to improve their relations. During the 
Lunar New Year, the Chinese ambassador 
to Hanoi organised an evening of Chinese 
films for Vietnamese Foreign Ministry offi- 
cials, while the Vietnamese ambassador to 
Peking held a party for Chinese officials. 
And shortly after the deputy foreign minis- 
ter's visit, Nhan Dan, the Vietnamese Com- 
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munist Party daily, ran articles reviewing 
positively China's economic reforms. 

Foreign observers interpret China's ap- 
pointment in April of Zhang Dewei, a Viet- 
nam specialist, as ambassador to Hanoi as a 
sign of the importance Peking places on its 
ties with Vietnam. "If they can no longer 
control Vietnam, the Chinese at least want 
to be able to react quickly to what happens 
here," said a diplomat, who previously 
served in Peking. 

Hanoi has also offered new gestures to 
Peking. Some observers believe Vietnam's 
relatively low-key response to a military 
dash over the disputed Paracel Islands a 
year ago was intended as a signal to China. 
"Ihe Vietnamese have in effect given up 
their claim on the Paracels," a diplomat in 
Hanoi said. "They're saying to China, you 
have the Paracels and we'll have the Sprat- 
lys," he added, referring to a second ar- 
chipelago disputed by the two countries as 
well as other countries. 

Vietnam has also abandoned its ea 
discriminatory policies against the country s 
ethnic Chinese, which prompted Peking's 
harsh denunciations of its former ally in 
1978. In January, the party central commit- 
tee organised a seminar in Hanoi which dis- 
cussed “specific proposals aimed at modify- 
ing policies towards the Hoa [ethnic 
Chinese] people in the days ahead,” Hanoi 
Radio reported. A similar meeting was held 
at the end of March in Ho Chi Minh City, 
where nearly half of Vietnam’s esti- 
mated 1 million Chinese live. 

Vietnamese officials now readily 
admit they made mistakes in the 
March 1978 “socialist transforma- 
tion” campaign to seize private in- 
dustry and trade in the former 
capitalist south — about half of 
which was controlled by ethnic 
Chinese. The move caused tens of 
thousands of ethnic Chinese to flee 
as refugees. “We now see that ir ` 
transformation period we were 
extreme,” said Truong Van Hai, vice- 
chairman of the People’s Committee 
of Cholon, Ho Chi Minh City’s 
Chinatown. 

Vietnamese officials and ethnic 
Chinese say the policy began to 
change several years ago as Hanoi 
sought the help of the ethnic Chinese 
in developing the economy. “We no 
longer discriminate against Hoa capitalists,” 
Hai said. “Now we're not afraid when 
people get rich, but we insist that they only 
get rich in a legal way." 

At least some ethnic Chinese seem will- 
ing to test the new policies. In January, 52- 
year-old Chau Tu, who spent seven years in 
"re-education camps" after the communist 
takeover, formed the Vianco Company Ltd, 
a joint-venture food processing company 
with the youngest of his four brothers who 
fled to Australia at the height of the “trans- 
formation" drive in 1978. i 
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vas an interesting time to be in Japan 

during the last of the repeated Re- 
ruit scandal shocks which led up to 

the deferred resignation of Prime 

: Noboru Takeshita, while at the 

he city was welcoming Chinese 
ni s ter Li Peng. 


Ds The Saganess system may have been 
- [| shaken politically, but economically it 
_| flourishes, the high yen notwithstanding. 
| L's visit (and the bait he dangled to attract 
. | Japanese investment) were only a couple 
. | ef several pieces of recent good news 
‘for Tokyo, though success brings prob- 
^] ns, including protectionism, and such 
“ft aams are received with mixed feelings 
| today. Tokyo announced almost shame- 
-facedly that its trade surplus for fiscal 
| 1988 was larger than planned, at US$95 
‘billion. 
_. So far those who have wanted to soothe 
alarmist fears about the rising level of Japan- 
| ese investment in the US have been able to 
-argue that Britain and indeed the Nether- 
.:|.Jands have larger investments in the US, 
<>] and few people seem worried about that; 
| Japan was lying third. That argument is 
weakening. Last year new Japanese direct 
| investment in the US amounted to nearly 
.. | US$16 billion, about a third of the total 
| and overtaking Britain s US$13.25 billion. 
-| Britain's holdings — US$88 billion — re- 
. | mains the largest, but Japan (with a total of 
more than US$48 billion) is catching up fast. 










The Chinese visitors were given the full 
^"rity treatment, and traffic in central 
(yo. was even less mobile than usual as a 
way was cleared for the party's limousines 
as they dashed around on their official calls, 
<- passing street lamps which were decorated 
| with the Rising Sun flag of Japan and the 
| Red Duster with the five yellow stars of 
| China. Privately, the Japanese seemed de- 
CK lighted with the concessions and guarantees 
= | -their visitors were ready to make in order to 
. | attract more Japanese investment and 
| dechrnalogy. 


<| Takeshita's insistence on touring South- 

-į -east Asia as a lame-duck leader with his res- 
ignation already handed in will certainly re- 
duce the impact he hoped to make on his 
hosts. Nevertheless, Japan has been encour- 
aged by the various recent calls for East 
acific cooperation and its proven 
to absorb East Asian goods (soon 
will be selling more to Japan than to 
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Traveller s Tales 


and Industry had cautiously surveyed likely 
reactions by its neighbours to Tokyo's pro- 
posal for a loose pan-Pacific economic com- 
munity and to the leading role which Japan 
would inevitably take in such a scheme. 
Nervous of provoking further charges that 
Japan was accomplishing by economic 
means its World War II dream of a Greater 
East Asia Co-prosperity Sphere, Tokyo was 
delighted by the favourable reactions to its 
probes. Such fears as remain may well have 
been reduced by the latest evidence of 
Japan's political vulnerabilities. 


East Asian nervousness may also have 
decreased on learning of Japan's difficulties 
in staffing its military forces. Of the 447 
graduates who have just completed four 
years of study at the National Defence 
Academy at Yokosuka in Kanagawa prefec- 
ture, 77 decided not to pursue an army, air 
force or naval career. Although many differ- 
ent excuses were given, defence officials are 
sure that Japan's bubbling prosperity, and 
the job opportunities on offer, have com- 
bined to reduce the glamour of a uni- 
form. 


Japan's politicians are not the only ones 
to have been tainted by the Recruit scandal; 
the scandal has shaken — as indeed it 
should — the reputation of the Japanese 
press. Like the Lockheed scandal which led 
to the fall of Prime Minister Kakuei Tanaka 
in 1976, the affair began with the smallest of 
leaks in the system. The Tanaka mess had 
been reported by a then relatively unknown 
Japanese magazine but ignored by the major 
media, until questions were asked of the 
prime minister at a lunch organised by the 
foreign press. Then, and only then, the Ja- 
panese press went after him like a pack of 
woives. 

The Recruit affair began in a provincial 
bureau of the Asahi newspaper with a report- 
er who was able to document a deputy 
mayor's involvement in a Recruit land deal. 
The subsequent succession of exposures of 
various Recruit pay-outs was not the result 
of press inquiries, but of the investigation 
pursued by Tokyo's district prosecutor. The 
pack then wolfed down the morsels fed to it. 
In fact, the whole "money politics" system 
has been known about for decades by both 
press and public (after all, someone must 
pay for the presents distributed at wed- 
dings, local parties and at election time), but 
it has never been subjected to any sustained 
investigative journalism. Most of the larger 
media regard themselves as part of the busi- 
ness and political system. 
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At the heart of the trouble lie the: 
“clubs” of journalists — more than 





ing ministries, commercial and indu 
ganisations, palace affairs and so € r 
tight little groups, or pads, which cove 
news jointly, not competitively. Reports 
do not go for exclusive stories but fin 

more comfortable to sit together and receive 
briefings tied to their kisha (journalist) < d 
Totally dependent on the organisation 
are covering for their information, the 
come little more than passive public re 
tions arms. The stated intention of the rulin 
Liberal Democratic Party to reform the s 
tem and outlaw "money politics" badly 














































Last week | described a visit to a Japan 
robot factory. Certainly this ad for a co 
puter, spotted by Kevin Timan; indica 
that Japanese hi-tech is in advance. of : 
state of the art: | us 


12/16 MHZ cock speed opera 


: c" COMPUTER me : M c 
. MPU-286R or RS 
* from Japan's top maker 


But sex will, I suspect, survive. dte even 
found its way into the Mainichi Daly N News 
d of dassical music: 


i greatly admire the Japanese method 
taking a bath, which involves soapin 
self outside the bath, dousing all the 
and dirt off and then immersing ones 
to one's neck in hot, clean water. B 
the method is used abroad in Weste 
hotels, a flood can result, which in. 
lead to the sort of notice spotted in one 
top hostelries of Waikiki: 





PLEASE BATHE INSIDE T 
iu m S70) CC UR aL y 


— which is puzzling to non-Japanese. 
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ARCHITECTURE 


Affluence in Bangkok spawns new breed of architects 


Shape of things to come 


By Margaret Scott in Bangkok 


E —— M 


conomic good times have a way of 
transforming cities and obliterating 
their pasts as ruthlessly as war. 
From Hongkong to Singapore, a 
low-slung colonial skyline has been traded 
in for a tall and shiny rendition of Houston. 
Bangkok’s boom, though, has spawned a 
style of architectural excess unrivalled in 
Asia. Bangkok's fantasies in three dimen- 
sions are notorious: office towers which 
mimic gothic cathedrals or Roman temples; 
antuan corinthian columns clinging to 
the sides of glass-sheathed skyscrapers; con- 
dominium developments stuffed with mini- 
ature tudor mansions and rococco villas. 

But Bangkok’s sustained building boom 
also has spawned something else: a new 
breed of architects craving originality in de- 
sign rather than performing the building 
equivalent of painting-by-number. Battle 
lines have been drawn over architectural 
style and the role architects should play in 
the development of the city. Is an architect 
a hired hand performing a 
service, or should he have 
loftier intentions in which his 
craft becomes an art? 

Bangkok’s new breed in- 
sists on the latter. Their wise- 
man is Sumet Jumsai, an 
iconoclastic, pipe-smoking 
intellectual who is one of 
Thailand’s best known ar- 
chitects. And the handiwork 
of this new breed is 
exemplified by a young, in- 
novative firm called Plan Ar- 
chitect, started by seven 
former Chulalongkorn Uni- 
versity classmates whose 
ideas of design were shaped 
during their student days in 
the early 1970s, a time of poli- 
- tical and intellectual ferment. 
Their success is one of the 
more interesting side-effects 
of Thailand's new affluence, an affluence 
they reflect as well as scorn. 

What they scorn, says Krongsak 
Chulumorkodt, design director of Plan Ar- 
chitect, is the facet of Bangkok's affluence 
that has subordinated architecture to deve- 
lopment and turned architects into hired 
hands. Imagine a rice merchant who one 
day realises he is a fat cat, says Krongsak as a 
way of explaining the state of architecture in 





Pian Architect’s style. 


Bangkok. The fat cat soons enters the 
biggest game in town — real estate develop- 
ment — and he hires an architect. "That's 
how it happens,” says Krongsak. “These 
developers come in with these architecture 
magazines with lots of pictures. They 
spread them out on the table and say I want 
one of these and one of these.” 

Krongsak calls the result architecture by 
big business. Sumet calls it catalogue ar- 
chitecture. Because of an episode of intense 
nationalism, all building design since 1972 
has been the work of Thai architects, cour- 
tesy of revolutionary decree number 281 
which banned foreigners from certain pro- 
fessions, including architecture. Since that 
decree, the number of Bangkok firms 
jumped from less than 20 to more than 100; 
all kept bountifully busy feeding what 
seems to be an insatiable demand for deve- 
lopment. Just along Sukhumvit, one of the 
city’s busiest roads, there are 60 new office 
towers and shopping malls and con- 
dominiums in some stage of construction. 

Unlike other fast-developing cities in 
Asia where foreign architects 
have had a hand in shaping 
the skyline, in Bangkok it has 
been Thai architects who 
have turned fashion into 
caricature and given Bang- 
kok the look of a Hollywood 
film lot. But it is also Thai ar- 
chitects who are recoiling 
from the results. Sumet and 
the young designers at Plan 
Architect, each in his way, 
are seeking to retrieve ar- 
chitecture from the develop- 
ers. They aspire to an ar- 
chitecture that will endure 
beyond momentary fashion, 
beyond commercialism. 

The work of these ar- 
chitects has altered only 
slightly the complexion of 
the city. Sumets Robot 
building is fast becom- 
ing a landmark, for instance, and two small 
and elegant housing developments de- 
signed by Plan Architect have captured the 
attention of developers, if only because they 
happen to be drawing the highest rentals in 
the city at the moment. Their import thus far 
resides in their critique of the fashion of the 
day which they disdain because it is copying 
foreign forms, but is there such a thing as 
Thai architecture? If there is a Thai style, 
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what is it? What does it mean to design 
buildings for the city when there is no tradi- 
tion of the city in Thai history? 

Sumet's answer is that modernity and 
machines and technology know no national 
boundaries. It is to these that he turns for in- 
spiration. In 1987, he completed a hulking 
and playful skyscraper shaped to look like a 
robot for the Bank of Asia. The effect is 
heightened by huge nuts and bolts affixed to 
the building’s sides so that they function as 
window casings, sunshades and even a 
trance canopy. He has described it as “po 
Hi Tech.” 

The Robot building, as it is called, illus- 
trates many of Sumet's design ideas, espe- 
cially his theory that Asians have a habit of 
humanising machines. “It [the robot] is also 
very Asian in that it exorcises and humanises 
the machine. One only has to look at the 
decorated long-tail boats, the lorries and the 
jeepneys to understand this Asianess,” 
Sumet has written about his design. 

Whether or not it is peculiarly Asian, 
Sumet's affinity for the anthropomorphic 
qualities of machines again found its way 
into his recent design for a new headquar- 
ters for The Nation newspaper. For a man 
whose architecture is self-consciously art, it 
is no accident that the cubist painter Georges 
Braque also inspired his whimsical design 
for the 11-storey building which looks like a 
huge sculpture. Its fagade has an abstract, 
painterly quality and hints at the image of a 
man sitting at a computer. “It’s a game, 
it is a serious game,” Sumet says. 


onstruction on the Baht 200 million 

(US$7.8 million) building began 

this month on a site flush against 

the highway leading to the seaside 
resort of Pattaya. “There was no history 
along that strip so it was an empty slate, and 
anything goes,” says Sumet. Just as Braque 
turned to cubism to break an impasse in his 
painting, Sumet turned to Braque to break 
out of the dead-end in which he says ar- 
chitecture has found itself. And, like a paint- 
ing, The Nation building will not be reliant on 
its surroundings. 

Educated in Britain, the scion of an élite 
Thai family, Sumet is an internationalist. He 
rubs shoulders with the big names of ar- 
chitecture, and participates in the lingering 
debate between the modernists and post- 
modernists. Post-modernism was born of a 
revolt against the glass-and-steel box sky- 
scraper, and has given rise to a romantic, ec- 
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lectic style often returning to older, classical 
forms. In Bangkok, though, Sumet consid- 
ers post-modernism an alien transplant 
which has turned the impulse of classical re- 
vivalism into a parody of itself. 

“It is a borrowed debate using borrowed 
forms. We have no urban tradition. Our tra- 
dition is only bits and pieces. There is no 
overriding theme, it is informal, flexible," he 
says, which is why Thailand has been able 
to absorb foreign styles and ideas so easily. 
The trick, he says, is to absorb foreign forms 
and then make them your own. He thinks it 
is absurd to try to build Thai skyscrapers. 
“Tve tried. You wind up with skyscrapers 
with little Thai caps on the top that are sup- 
posed to symbolise the sloping eaves of Thai 
houses. But that is not the answer." 

The seven founders of Plan Architect 
were not educated in Britain. They only 
know the work of the master-builders, the 
luminaries of European architecture 

ough books. Their knowlege of the cross- 

rents in post-modernism is knowlege 
gleaned from afar. Yet they have come up 
with a rich, comprehensive view of 
architecture and the role of the ar- 
chitect. Evolving from their days at 
Chulalongkorn, its underpinnings 
are both political and cultural. 

Plan Architect now ranks among 
the top five firms in Thailand, but 
there was a time when the founders 
were branded as radicals and had to 
rely on friends and relatives to give 
them occasional work. “Now most 
people don’t even know about our 
past, but it is very important to [their] 
understanding of what we are trying 
to do,” says Krongsak, one of the 
firm’s founders. 

“We were interested in social is- 
sues and we saw architecture as part 
of the overall social and creative de- 
velopment of the country. We all be- 

ie pretty involved in student ac- 
uvism. Our philosophy remains the 
same. Our views on creativity and 
the relationship between culture and 
politics were shaped by our student days,” 
Krongsak says, sitting in their new office 
building which is a showcase of their talent 
and the unusual nature of the firm. 

The building is a rectangular box turned 
so that its narrow end faces the street. Its 
most remarkable feature is a broad external 
staircase which zigzags its way up one side 
of the black, gray and white building. It has 
a bold, strong look to it, heightened by 
generous splashes of primary colours, and 
each landing of the stairway serves as the 
entranceway to a separate part of the firm. 

To make a point, the stairway is both 
public and the spine that holds together the 
firm's various activities, stacked one on top 
of the next. The ground floor holds a small li- 
brary which is open to the public and filled 
with magazines and books on art and ar- 
chitecture. The next level contains Plan 
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Toys, the part of the company which manu- 
factures wooden toys. On top of that is the 
firm's printing and publishing company, 
and lastly, there is the architectural firm 
which has grown from seven classmates to 
40 architects. 


hen they were just seven and 

still studying architecture, they 

saw the birth in 1973 of what 

turned out to be a short-lived 
experiment in democracy. They opened a 
bookstore and filled it with books on art and 
politics. Then they saw the experiment's de- 
struction three years later when troops 
opened fire on students on 6 October 1976 at 
Thammasat University. The military had 
moved back into power. 

Krongsak and his friends immediately 
closed their bookstore. In protest, Krongsak 
refused to receive his degree. He still is not a 
licensed architect and cannot sign drawings 
for the firm. "Those first years after we left 
school were hard. We could only find small 
jobs and we designed houses for relatives 
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and friends whenever we could get the 
chance," said Theeraphon Niyom, now the 
managing director of the firm. 

By 1979, the group had opened a graphic 
design firm and then a publishing house. 
"We decided we couldn't do anything politi- 
cal anymore. So we decided that it was bet- 
ter to publish good books and magazines. 
Educated people are the best way to get a 
good political system. So we wanted to try to 
raise the level of education and help people 
place more value on creativity and under- 
standing culture," says Krongsak. 

Their first idea was a Thai version of 
Psychology Today, but they decided it would 
not sell. Instead they launched Rakluke, 
meaning love our kids, aimed at parents. 
"The idea is to try to bridge the gap between 
traditional ways of child-raising and modern 


ideas," says Subhawadee Harnmethee, the . 
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editor of the the magazine and another 
classmate from Chulalongkorn. There are - 
13,000 subscribers now and the monthly 
magazine carries articles on child-rearing, 
pre- and post-natal heathcare, child psychol- 
ogy and so on. 

As the architecture firm prospered, they 
created a foundation for the promotion of art 
and culure. The idea is to devote 60% of pro- 
fits after costs to this foundation which 
would give grants to artists. They also 
would one day like to open a museum. In 
1988, Plan Architect opened a kindergarten 
next door to the firm's offices. Designed by 
Krongsak, it is a castle-like building of four 
stories punctuated by turrets and balconies 
with sloping eaves and alcoves that are hid- 
den away. "We decided we would put into 
practice our ideas about design and creati- 
vity and education," says Krongsak. 

Baiyoke Tower, a thin 44-storey sky- 
scraper, was Plan Architect's first big project 
and remains the tallest building in Bangkok. 
It is not very impressive. The only interest- 
ing part of the building is a rainbow stripe 
emblazoned down each of the four 
sides. "We weren't in a position then 
to tell the developers what to do,” — 
says Niyom. "When we came up 
with the idea of the stripes, the de- 
veloper wasn't sure. It took us six 
months just to convince him." 

Things have changed since the 
Baiyoke was built. "We just won't do 
those columns. Developers come in 
and act like they are buying clothes. 
They want Roman or they want 
Greek. We say no. We tell them it is 
just copying and that one day it will 
look ridiculous. Slowly, they have — 
started listening to us," says Niyom. _ 

Bangkok’s affluence has been 
kind to Sumet and Niyom and his col- 
leagues at Plan Architect. Developers 
come to them now and no longer ex- 
pect doric columns to be included in 
the drawings. But as they win more 
and more victories in the battle of 
style, Niyom wonders whether any- 
one is worrying enough about the conse- 
quences of all this development on the city. 

Bangkok has no zoning laws and build- 
ings rise helter-skelter, commercial blocks 
next to industrial blocks next to residential 
blocks. Requirements for setting large build- 
ings back from the edge of the street, neces- 
sary to provide some open space at the 
ground level of skyscrapers, are scant and 
recently have been introduced in only a few 
districts of the city. Traffic alone is a daunt- 
ing problem. In the streets around the of- 
fices of Plan Architect, cars crawl at 4 mph 
during rush hour. 

"We aren't urban planners and we can 
only deal with particular projects. But each 
skyscraper that goes up adds more traffic, 
more garbage, more people. Architects say 
that's not our job, that's not our problem. 
But whose problem is it?” asksNiyom. m 
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Chinese Women in a Century of 
Revolution, 1850-1950 by Ono Kazuko. 
Stanford University Press, Stanford. US$35 
(cloth), US$10.95 (paperback). 

Daughters of the Canton Delta: 
Marriage Patterns and Economic 
Strategies in South China, 1860-1930 by 
Janice E. Stockard. Stanford University Press, 
Stanford. US$32.50. 

Superior Servants: The Legendary 
Cantonese Amahs of the Far East by 
Kenneth Gaw. Oxford University Press, 
Singapore. No price given. 

Concubines and Bondservants: The 
Social History of a Chinese Custom by 
Maria Jaschok. Oxford University Press, 
Hongkong. No price given. 


There was nothing mysterious about it, 
wrote Tan Sitong of sex. A Chinese scholar 
much given to radical ideas, Tan was be- 
headed at the age of 33 for his advocacy of 
political change in the Hundred Days Re- 
form of 1898. Long before Masters and 
Johnson, he suggested that sex was a bodily 
incident no more mysterious than the move- 
ment of a steam-driven piston, and that it 


would be altogether better understood if, at 
the time of copulation, measurements were 
made of changes in blood flow, saliva, mus- 
cular tone and so on. He fancied that a scien- 
tific approach would extricate sex from its 
unfortunate fusion with lust and licentious- 
ness in the public imagination, and women 
from being stigmatised as the instruments of 
that lust. 

Tan, Ono Kazuko tells us in her work- 
manlike study, was not the only member of 
the unfair sex to plead for the emancipation 
of women. Kang Youwei, the leader of the 
reform movement, saw the family as the 
root of all evil and argued for marriages of 
limited duration, the duration to be specified 
in a contract freely entered into by men and 
women and even homosexuals. To make 
childbearing attractive to well-educated and 
vocationally contented women, he thought 
that wives should be allowed lovers in the 
early stages of pregnancy, and mechanical 
pleasure devices after delivery. 

Later, during the May 4 era, the issue of 
female emancipation fitted, by no means as 
a minor part, into the wider discourse on 
democracy. It got a shove of impetus from 








the young, who saw it, Ono says, "as an ur- 
gent goal inextricably linked to their own 
emancipation from oppression." Yet the 
reader gets the feeling that Ono has to strain 
to show that the lot of women improved in 
the century spanned by her study. Telling- 
ly, in the two to three years following its 
promulgation, the Marriage Law of 1950, 
which made it possible for women to choose 
and divorce their husbands, provoked 
the death each year of 70-80,000 people, 
mostly women killed by their husbands 
or mothers-in-law for daring to ask for 
divorce. 

Centuries of male domination weigh 
upon Chinese women, making them a liv- 
ing history of what the writer Lu Xun has 
described as China’s “warped morality.” 
Most writers on the subject blame Con- 
fucianism for this, just as, in the West, 
people suppose the Judaeo-Christian tradi- 
tion to be the ultimate sexist villain. To her 
credit, Ono does not just trot out the Thi 
Obediences and the Four Virtues required 
women by Confucian ideology and leave it 
at that. She sees the subjugation of women 
as part of a larger oppression, of men by 
other men, of subject by ruler — the chaste 
constancy required of wives, she says, was a 
by-product of the absolute loyalty which, in 
the Confucian state, rulers demanded of 
their subjects. Her thesis, insofar as she may 
be said to have one, seems to be that 
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feminism and the revolutionary struggle 
went hand in hand. 

Nothing better assured the subjugation 
of women than that grotesque act of physi- 
cal disabling, footbinding. That this bizarre 
practice should have been invented at all is 
not as surprising as it may seem at first sight. 
Even among Western men — and fetishists 
are nearly always men — the commonest 
fetish is a woman's shoe. Footbinding 
cinched female captivity. “Lotus” feet 
turned women into almost useless creatures 
economically. 

Men have always owned their bodies; 
for women to make that claim, to withhold 
themselves from men or marriage, they 
have to have become self-supporting. Janice 
Stockard’s lucidly written book on the 
women of the Canton Delta is, among other 
things, a study of the way in which well- 
paid employment in the local silk industry 
freed women from the necessity of marry- 


In that area it was customary for bride 
and bridegroom to separate after their wed- 
ding and to start cohabiting only after a 
period of time, usually three years, had 
elapsed. The brides would spend those 
years working for high wages in the thriving 
local silk filatures, quartered companionably 
in what were called Girls’ Houses. They ap- 
peared not to have missed their husbands, 
and generally speaking, the longer they 





Huian woman: victim of custom. 
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could stave off reunion with spouse or 
childbearing, the better pleased they were. 

The practice of separating from their hus- 
bands also prevailed among the brides of 
Huian county, in Fujian province, but here 
it seemed a less happy arrangement, for the 
women were not financially independent, 
they had only their parents’ home to go to, 
and they were expected to work doubly 
hard in the fields, bringing in the harvest for 
their husband's family as well as for their 
own. 

In the Canton Delta, many of the silk 
workers would refuse to consummate their 
marriages altogether. As compensation, a 
bride would offer money saved from her 
wages or borrowed from her female friends 
to buy the husband a mui tsai (a girl sold by 
her family into domestic bondage), who 
would then discharge the conjugal duties on 
her behalf. A fascinating graph in the 
book shows that the popularity of this prac- 
tice paralleled the rise in filature employ- 
ment. 

Later, the girls started to choose celibacy. 
Women lived with other women as sworn 
spinsters, in sisterhoods sealed by cere- 
mony. Some did so from sexual disgust, 
others for the obvious reason that being a 
Chinese wife was a thankless assignment. 
Among themselves many developed tender 
friendships, some of which were lesbian. 
When forced by their families to marry, not 
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a few committed suicide, some indi- 
vidually, others collectively. Official- 
dom regarded these women unsym- 
pathetically, no doubt because sexual 
renunciation could be seen as a re- 
fusal to give assent to the family, the 
symbol of continuity and social stabil- 
ity. 

The economic basis for such re- 
nunciation collapsed in the 1930s, 
with the world depression, the incur- 
sion of the synthetic fibre industry and 
the Japanese occupation. Women left 
the Canton Delta in their thousands, 
to enter domestic service in Hong- 
kong, Macau, Malaya and Singapore. 
They became amahs, the "superior 
servants" celebrated by Kenneth 
Gaw in words and pictures in his 
readable, if somewhat waffly, book. 

They combined, he says, the warmth of 
the Black mammies of the American South 
and the professionalism of Victorian nan- 
nies. They were a distinct breed, called "the 
black and white" in Singapore and Malaya 
because of their style of dress — starched 
white cotton tops and black silky trousers. 
On their days off, or when they retired, they 
found refuge and companionship in a 
Southeast Asian version of the Girls House 
— rooms or lodgings they collectively paid 
for, or Buddhist establishments known as 
Vegetarian Halls. 








-—- 


Canton Delta emigrants arriving in Singapore. 


They remained their own women, in full 
possession of their bodies. Sadly, the same 
cannot be said of the mui tsai, who formed a 
lower class of Cantonese domestics in 
Hongkong and Overseas Chinese societies. 
Mui tsai were human chattel and white 
slaves. The children of impoverished par- 
ents, these young girls became, if not 
domestic drudges, then either concubines 
or prostitutes. The luckiest ones had kind 
owners who, when the time came, found 
husbands for them. The unlucky ones were 
brutalised. 


Maria Jaschok tells the stories 
of six such women, conveying a 
sense of money as a pervasive, 
corrupting glue that held them 
fast. The interest of the stories 
does not always override the thin- 
ness of her material and the awk- 
wardness of her writing style, an 
uncomfortable mix of narrative 
and academic diction. But we do 
not doubt the honourable motive 
behind her method — the wish to 
represent the shame of her women 
and their endured pain. 

She says in her conclusion: 
“The commercial trader in women 

. the purchasers of women — 
they have largely gone, maybe 
for good.” Alas, recent reports 
from China (REVIEW, 23 Feb.) suggest 
that they have not. 

If the lot of women was a touchstone of 
political and social progress, not n 
would seem to have changed since  — 
Sitong’s martyrdom. As for how Kang 
Youwei's views would go down in today’s 
China, it simply does not bear thinking 
about. Tan and Kang saw that puritanism 
engendered prejudice in the public attitudes 
to women. In the years following the com- 
munist triumph, puritanism swept China as 
it sweeps all revolutionary societies. 
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The elusive Mr De at 70 


Voices from the Iron House: A Study of 
Lu Xun by Leo Ou-fan Lee. Indiana University 
Press, Bloomington and Indianapolis. US$32.50. 


To read this study of modern China's 
most celebrated man of letters on the 70th 
anniversary of the May 4 Movement is to be- 
come immeasurably depressed, for the 
reader will fancy in Lu Xun's metaphor for 
Chinese culture and society — a window- 
less, iron house in which people are drifting 
from sleep into asphyxiation — disturbing 
analogies with today's China. 

The May 4 Movement, of which Lu Xun 
was a towering figure, gave expression to a 
political and cultural crisis in China. In its 

tical aspect, it rallied patriotic protesters 

. nst Japanese aggression and Western 
domination under the cry of "Save the coun- 
try." In its cultural aspect, it represented the 
repudiation of outdated Confucian values in 
the name of Mr Sai and Mr De, the popular 
sobriquets for science and democracy. 

The coupling of politics and culture is a 
familiar theme in China, where dynasty 
after dynasty ruled through a conjunction of 
knowledge and power. To grasp the truth of 
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this, one has only to think of the monopoly 
of learning by the governing class of scholar- 
officials, and the ancient Chinese apprecia- 
tion of the usefulness of cultural and 
ideological orthodoxy as an instrument for 
inducing political compliance. 

It seemed to many cultural nihilists in the 
May 4 era, asit seems to many Chinese intel- 
lectuals today, that making China strong 
required a wholesale transformation of 
Chinese consciousness and even of national 
character. The current preoccupation with 
dissecting the roots of Chinese culture — 
what is fashionably termed farsi, reflection 
or nachdenken in its original Hegelian de- 
rivation — is fitfully conscious of its con- 
tinuity with the May 4 cultural struggles. 

The conclusion which today's culture de- 
bunkers have arrived at, that there is some- 
thing rotten in the national character that 
answered to Maoism, would not have sur- 
prised Lu Xun. He was the one who, em- 
barked upon a course of medical studies in 
Japan, decided to switch to literature be- 
cause China's ills seemed to him to come of a 
diseased soul. 

Treatment did not mean a soothing 
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Lu Xun, 50: May 4 seer. 


salve. China’s spiritual infirmity became for 
Lu Xun a target of lacerating satire and 
irony; no one attacked Chinese culture more 
bitterly than he. It was a culture which de- 
voured people, he said in Diary of a Madman, 
the famous short story he ended with that 
desperate, ringing plea, “Save the children!” 
The literal-minded thought he was anti- 
Chinese. 

But there was no lifting the dead weight 
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Committed- 
to the future. 


Five points from the Chairman, 
Julian Ogilvie Thompson’s 
1988 Statement 





«J^ Our Centenary year was marked by record sales of diamond clin | 
underpinned by vigorous economic growth and the continuing expansion of - 
our market promotion and trade liaison activities. With CSO sales of rough - 

.. diamonds increasing by 35 per cent our profits were double the previous year: s 

-and the dividend was raised " 82 per cent. HOD 









e S We go forwardi into our second century financially and techr nical ye even 
: fenes equipped. to face the challenges that lie ahead and so preserve eand id sustain in 


d 1e well-being ofthe diamond industry worldwide. 











o b Un) De Beers is committed to play its part in the development of Souther dy 
Ss Africa The investment programme includes three new minesin Namibia,amajor ^ 
new diamond plant in Botswana, participation in that country’s £212 million soda - 


ash project and provision for a major new diamond mine in South Africa. It sealed 


. its partnership with the western world’s most important diamond producer by 
- ... welcoming two Batswana directors to the board. 





V De Beers is committed to education and social development in South 


c Africa andto promoting peaceful change. The path to a stable, democratic future 
lies in increasing prosperity. 8,000 employees now participate through share 
|... ownershipin the wealth-creating process and the company's success. 
Under its merit-based manning programme steady progress is being made i in 


black advancement. 


on -The full Chaitinai s Setenil is dpud in the Annual Report of the Company for the year ended . ER : 


d December 1988 whic 





h baih been posted to Shareholders. 





“The present position and potentialities of 
this region justify optimism." 


“Given the potential economic and 
political development of Asia we anticipate a 
growing demand for reliable, concise and 
above all objective assessments of events." 


. 


‘`. . -we discern a remarkable thirst for 
more and better education, information and 
knowledge, and intellectual satisfaction.” 


“At any time and in every case, unbiased 
and dispassionate, factual and balanced 
reporting will be our aim and policy.” 


The Editor 
Far Eastern Economic Review 
First Issue 1946 
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In the middle of a decade which had 
seen the greatest upheaval the world had 
ever known, a group of men with faith 
and foresight set their eyes on Asia. 

They recognized the need to chronicle 
the restructuring of Asia from the ashes of 
war. A region that they felt would rise and 
grow at an astonishing rate, perhaps faster 
than any other. A region that they felt the 
world would need to watch carefully. 

In October of 1946, a publication 
dedicated to balanced, objective coverage 
of Asian affairs was born. Its name: The 
Far Eastern Economic Review. 

In the decades that followed, the 
phenomenal growth of Asia astounded the 
world. The prophecy of those visionaries 
echoed strongly; leading the Review to 
consistently serve as an important channel 
of information on Asia. This dedication 
and foresight has not changed. 

Today, 42 years later, the Far Eastern 
Economic Review is the world’s premier 
publication on Asian affairs. Unmatched 
by any other. 

Today, more than ever, when the Review 
speaks, Asia listens. 


FarEastern Economic 


Unparalleled influence in Asia. 
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add-on capability means we'll always have the newest available features. Keeping 
stress down is an important factor in running my company. Create a superb 
lifestyle with Sharp. SF-8800 Modular Copier (40 copies per minute) 








YOUR NOT SMOKING | 
EEE nn AE 


7 uli 





SHARP 


SHARP CORPORATION, JAPAN 





TAIWAN: AURORA CORPORATION 7th FI., No. 148, Sung Chiang Rd., Taipei, Taiwan Tel: (02) 5639971 (10 lines) MALAYSIA: SHARP-ROXY SALES & SERVICE COMPANY 
THAILAND: THE BANGKOK TRADING CO., LTD. 995 New Road, 10500, Thailand Tel: 236-9310 ~ 4, 0170 
THE PHILIPPINES: DATACOM SYSTEMS CORPORATION No. 6 


(M) SDN. BHD. 118, Jalan 223, Section 51A. 
46100, Petaling Jaya, Selangor, Malaysia Tel: 7571477 (8 lines) 
5 Gil J. Puyat, Makati, Metro Manila, The Philippines INDONESIA: 
Tel: 815-24-11,815-24-55 


P.T. TRITANU Jalan Batu Tulis Raya No. 2, Jakarta 10120 Indonesia Tel: 367608, 380502 
SRI LANKA: BROWN & COMPANY LIMITED P O. Box 200, 481, T.B. Jayah Mawatha, Colombo 10. 
HONG KONG: SHARP-ROXY (HONG KONG) LTD. Room 1701-1 710, Admiralty Centre, Tower 1, Harcourt Rd. Hong Kong Sri Lanka Tel: 91171 (8 lines) 
Tel: 5-8229311 (16 lines) 
SINGAPORE: 


BANGLADESH: UNIVERSAL BUSINESS MACHINE LIMITED 82 Kakrail Vip Road 1st Floor 
SHARP-ROXY SALES (SINGAPORE) PTE. LTD. 100G Pasir Panjang Road, Singapore 0511 Tel: 4731911 


Dhaka-1000 Bangladesh Phone: PABX 40 12 19, 40 93 03, 41 66 14 & 40 70 63 











-+ of Chinese culture. All the while the suspi- 
-don lurked in Him that what he was doing 
. was wasted exertion. Was there much point 
in telling the terminally ill that they were 
dying? If you woke up the sleeping figures 
he iron house, he asked, were you neces- 
‘doing them a good tum? 
et he did wake them. He could scarcely 
My as a practitioner of literature, surely 
est means anyone has for teaching men 
look intelligently upon themselves. In- 
deed, so much did he want to bring light to 
the masses that he made himself write the 
mlk of his work in the “language of 
ticks haw men and pediars,” the modern 
2 colloquial style of writing ushered in by the 
May 4 generation. Believing the complicated 
Chinese ideographic script to be a barrier to 
mass literacy, he even supported moves to 
bring about its romanisation — "If it does 
not perish," he said of the script, "China 
will." 
^5 His anguish was that classical literature 
weaved a spell about him. His rejection 
of tradition had the vehemence of a man too 
- completely captivated. "Last year," he once 
wrote, "I said that in my opinion the young 
should read as few Chinese books as possi- 
ble, or even none at all: that remark, far from 
being a quip or an outburst of temper, repre- 



































sents a truth bought at the cost of bitter and 
painful experience.’ 

His own reading was catholic. He con- 
fessed to finding most English works "bor- 
ing," though this did not stop him from writ- 
ing about George Bernard Shaw. His interest 
in Nietzsche, Kierkegaard, East European 
and Scandinavian writers is well known, 


and Prof. Leo Ou-fan Lee's analysis of his 


prose poetry shows it to contain echoes of 
Baudelaire. The form for his short stories he 
owed to Russian writers who published 
around the turn of the century, and whom 
he read through Japanese translations. 

Lee is illuminating about Lu Xun's debt 
to Soviet literature and Marxist literary 
theory. Lu Xun was drawn the more to 
these by his own tilt towards leftism. He be- 
came, Lee said, "something of a fellow 
traveller" in his last years, but this does not 
make him the "great revolutionist" that Mao 
said he was. After his death the communist 
party canonised him, making him the pa- 
tron saint of its literature and the inspirer of 
Mao's thinking. This was to do him a great 
disservice, for to turn a creative artist and a 
fiercely independent thinker into a Maoist 
hero is to diminish him. 

To Lu Xun, the fate of the writer was 
forever that of the "seer-outcast-victim." He 


- More misunderstood than mad 





; ‘ * The Question of Hu by Jonathan D. Spence. 
i Alfred. A. Knopf, New York. US$18.95. 


~ John Hu was an ordinary Chinese, a dev- 
cout Christian and a lowly but literate 
gatekeeper at a Canton church who accom- 
panied Jean-Francois Foucquet, a French 
-. missionary in China for 22 years, to Europe 
- in 1722. Expecting he would meet the pope 
` later become famous by writing a book 
ut his travels, Hu signed a five-year con- 

tract to be Foucquet's research assistant. 
Hu never met the pope, never even got 
. toRome. He spent most of his three years in 

_.. Europe at an insane asylum in France. 

z Relying on archives in Britain, France 


a um and the Vatican and on his formidable im- 





te agination and literary talents, Yale Univer- 
. .: sity Prof. Jonathan D. Spence recreates the 
horrors of Hu's voyage to Europe, his clash 
-> with Western culture and Foucquet's virtual 
< abandonment of him. The narrative reads 
^; ke a novel and brings to life the per- 
. sonalities, colours, smells, rivalries, quirks, 
grandeur and pettiness of a remote era. 
The Question of Hu simultaneously illumi- 
nates several themes, including the tensions 
. and theological disputes within the Jesuit 
i: community two and a half centuries ago; 
and the tenuous and vulnerable position 
issionaries in China were in, particularly 
the death of Emperor Kangxi in 1722. It 
about one man's obsession with his 










research and his desperation to prove that 
the Chinese classics were inspired by the 
God revered by Christians. This blinds 
Foucquet to the plight of Hu, one of only 
three Chinese known to have ventured to 
France around that time. 

There is no indication that Foucquet was 
fazed by the starvation, death, warfare, 
scurvy, storms on the high seas he witness- 
ed during the eight-month voyage from 
Canton to France. His pre-eminent concern 
was to ensure that his 11 crates of books and 
research materials arrived safely and were 
not confiscated by the authorities. 

Once Hu showed he was reluctant or un- 
able to help Foucquet with his research, the 
priest lost interest in him. Despite the more 
than two decades he lived in China, Fouc- 
quet appears to have little cultural sensitivity 
and even mocked Hu's deep religious con- 
victions. He regularly left Hu alone in places 
where no one knew Chinese or could com- 
municate with him. 

Neglected and misunderstood, Hu 
began to act in a strange manner. At one 
point he made a little drum and banner that 
said in Chinese: “Men and women should 
be kept in their separate spheres.” Each day 
he drew a crowd at the local church as he 
banged his drum, waved his banner and 
preached in Chinese. One day Foucquet 
had the banner and drum confiscated. Hu 
became alternately violent, sullen and with- 





was deeply sceptical of the writer 
pects in a communist revolution, for 
revolutionaries and freedom fighters o 
day, he saw, could be the power-hol 
literary persecutors of tomorrow, 
explored in a speech the ques 
whether the interests of the intell 
of the holders of political power were 
patible. His answer was no: knowled: 
power, he thought, could not coexist; 
powerful would not tolerate freedon 
thought or expression lest it dir 
their authority. 
As the his Ge heaves into view 

































must change. the present, * But it will tal 
more than two generations to change t 
present, in a country with so tenacious a 
past. The zone of acceptable expression re- 
mains narrow. Mr De remains elusive. Spe 
tators at the recent student demonstrations 
around Tiananmen Square in Peking would 
detect, amid the poems dedicated to the 
memory of Hu Yaobang and stuck on th 
Monument to the Peoples' Heroes, this ev 
cation of the May 4 Movement: "Mr Sai h 
no rice for his cauldron. Mr De has no voi 
for his sorrow.” 


drawn. Gone were his earlier: exubetan 
and curiosity. Foucquet conveniently dis- | 
missed his behaviour as madness and had | 
Hu committed. ue 

After more than two years in the asylum, e 
Hu was finally able to talk to someone in | 
Chinese, and he had the presence of mind | 
to ask: "Why have I been locked up?" Look- 
ing like an “exhumed corpse," Hu was dis- 
charged shortly thereafter and returned. e 
China, where he became acelebrity. «^ — 

While Foucquet did not do right by Hu, 
he may have done right by history. Hu ap- - 
parently wrote only two letters about his exc 
perience, and one of those was lost. Fou 
quet, however, was an avid letter wri 
with a guilty conscience. After Hu safely 3 
turned to China in 1726, rumours began 
circulate in Paris and Rome that Foucqt 
had treated him badly. To try clear his r 
and retain his high standing in: 
Foucquet circulated several ac 
relationship with Hu among 
























every letter and memo, copying and 'ecor 
ing many of them, "convinced that th 
cord in its totality would vindicate his vie 
of his own rightness.” These are the r 
materials for The Question of Hu. 

While Foucquet had many faults, tai 
pering with the past was not one of 
However, the record he left behind d 
vindicate him. It does answer the qi 
of Hu, who was locked up, like man 
throughout history, for being. - ii 
exasperating and misunderstood, 
insane. 
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POLICIES 


Government potsed to allow banks to enter broking business 


Tokyo's 


By Nigel Holloway in Tokyo wh 








apan is on the verge of determining its 

most important financial liberalisation 

to date. A report from the Financial 

Systems Research Council (FSRC), 
which advises the Finance Ministry, is ex- 
pected to recommend that banks be allowed 
to enter the securities business. Japan's 
brokers will fight the proposals tooth and 
nail, but the result seems inevitable. In a 
couple of years, Sumitomo Bank and Indus- 
trial Bank of Japan will be battling it out with 
Nomura Securities to underwrite bonds and 
to broker equities. 

Since before World War II, the Japanese 
Government has controlled its financial 
markets in two main ways: by manipulating 
the price and quantity of money, and by di- 
viding the finance industry into separate 
compartments. Controls over interest rates 
have been disappearing since 1984, to the 
point where banks will soon offer competi- 
tive rates on money-market certificates of ¥3 
million (US$22,779). But the burden of re- 
form is now switching to an even larger 
issue — the segmentation and structure of 
Japan's financial industry. 

The system of pigeon-holing institutions 
is blocking Tokyo's development as an 
international financial centre. For example, 
Japan ought to be a prime location for an 
international bond market but an absurd 
rule prevents banks from underwriting sec- 
urities and forces issuers to use banks as 
commission agents. Article 65 of the Sec- 
urities Exchange Law is the key regulation, 
but there are many other laws which 
keep institutions in their place. 

Scrapping the partitions will 
also change the nature of the com- 
petitive threat facing foreign financial 
institutions and, by implication, for- 


top 10 banks, yet they have been un- 
able to follow their European com- 
petitors into the securities business. 
Until last year, it was generally 
thought that Japan would not start 
breaking down the barriers until the 
US scrapped the Glass-Steagall Act, 
on which Article 65 was modelled. 
But Japan has developed enough 
confidence in its financial power to 
feel it no longer has to wait for the US 
to lead the way. Liberalisation is also 
made easier by the expectation that 
the banks and brokers will reach a 


54 





X. fo % 4. 


AV The 
"i -^ unl DS NS e ‘ 


compromise to prevent the sort of free-for- 
all that accompanied Britain’s Big Bang in 
October 1986. 

This became clear as the FSRC narrowed 
the range of options as to the best way for- 
ward. In March, the council said that there 
were five basic patterns for developing the 
system: 

P Universal banking. This would enable 
banks and brokers to compete in any part of 
each other's territory, with no holds barred 
— as in Big Bang. Only the city banks liked 
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Securities firms 
Regional & sogo banks 762 


Nonlife insurance companies 710 
Trust banks 645 
Long-term credit banks 255 
Finance & leasing companies 144 


*Fiscal year to end-Mar. '88 
Source: Jardine Fleming 


the sound of this. Other types of bank — 
long-term credits, trusts, regionals — op- 
posed it because they lack the branch net- 
works to compete for retail broking business 
with the city banks and securities com- 
panies. 

P Holding companies. Under this scheme, 
banks could enter the securities business by 
establishing a holding company, which 
would then create a subsidiary to compete 
against the stockbrokers. There were no tak- 
ers at all for this idea, because it would re- 
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Daiwa: threat to livelihood. 


FAR EASTERN ECONOMIC REVIEW 


———— 


walls tremble 


quire an amendment to the anti-monopoly 
Law which forbids the creation of holding 
companies. This has been a fundamental 
tenet of Japan's post-war industrial struc- 
ture. 

> More ofthe same. The policy of gradually 
relaxing the rules would continue, thus un- 
dermining Article 65 on an ad hoc basis. Al- 
though they did not state it plainly, the trust 
banks joined securities houses in advocating 
the current haphazard process of liberalisa- 
tion. But many finance officials strongly : 
pose this option, because it generates o 
tinual haggling between the banking and 
securities bureaus of the Finance Ministry. 
> Investment-bank subsidiaries. Through 
the creation of wholly owned subsidiaries, 
banks would be able to offer securities, 
banking and corporate finance services to 
their big customers. Stockbrokers would be 
able to do the same. The main difference be- 
tween this and the first option is that it 
would be confined to wholesale activities. 
No change would be necessary to Article 65, 
because it only forbids banks, not sub- 
sidiaries, from entering the securities busi- 
ness. Neither banks nor brokers would be 
able to invade each other's retail territory, 
and the number of investment-banking of- 
fices would be strictly limited. 

> Separated subsidiaries. Under this vari- 
ant of the investment banking option, banks 
and brokers could enter each other's fields 
through separate, wholesale subsidiaries 
specially created for individual services. 

Long-term credit banks supported ei: 
of the last two options. By mid-April the 
FSRC had also declared itself in favour 
of these two alternatives. Its report to 
that effect is expected to be ready for 
the finance minister by the end of 
May. 

This is, however, far from the end 
of the matter. The ministry's sec- 
urities bureau will almost certainly 
arrange for its own advisory body 
(the FSRC is appointed by the rival 
banking bureau) to consider the 
question of Article 65. 

Even so, the issue is now how, 
rather than whether, banks should 
enter the securities business. The 
banks think they have an ace up their 
sleeve in the guise of the banking 
bureau’s director-general, Sadaki 
Hirasawa. He is widely expected to 
be appointed in the middle of the 
year as the next administrative vice- 
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minister, which would help him 
push through financial reform. 

The securities houses will fight a 
rearguard action, but it will be an up- 
hill struggle for them. The original 
reason for separation was to squeeze 
as much money as possible from Ja- 
panese savers so it could be channel- 
led into industry. Japan is now too 
rich to need such classifications and 
the securities firms are strong 
enough to look after themselves — 
particularly if banks are barred from 
retail broking. 

Any changes could lead to even 
greater concentration in the financial 
industry, but the investment-bank- 
ing option would probably prevent 
that. The main problem with this al- 
ternative is the conflict of interest that 
could arise between, say, a commer- 
cial bank and its securities-based subsidiary, 
7*5 for example, the bank lending money 

company issuing shares underwritten 
by the bank's subsidiary. 

The banks and stockbrokers are not the 
only ones fighting for territory. Long-term 
credit banks and trust banks are also trying 
to repulse invaders of their exclusive pre- 
serves. The specialised foreign-exchange 
bank system has become virtually meaning- 
less, and sogo banks have already been al- 
lowed to convert to ordinary ones. Ending 
the separation of banks from securities firms 
would be so momentous it would seem 
anomalous to allow long-term credit banks 
the sole right to issue five-year debentures. 

Other banks may eventually be allowed 
into certain parts of the trust business, but 
probably only on the wholesale side of 
things — thus barring them from lucrative 
investment trusts that cater for individuals. 
Insurance companies are also interested in 
investment banking. Their own research 
council in the ministry will consider amend- 

he law to allow them to carry out sec- 
's business as well as insurance. 

If this is how reform turns out, Japan's 
brokers would, on the face of it, face a seri- 
ous threat to their livelihood. The big four 
securities houses — Nomura, Daiwa, Nikko 
and Yamaichi — derive more than 4076 of 
their operating revenues (of ¥2.3 trillion in 
the year to September 1988) from commis- 
sion income. They broker 42% of all equities 
transactions on the Tokyo Stock Exchange 
and their share of stock underwriting is 
nearly 75%. These are the two areas in 
which the banks would hope to exploit their 
strong ties with other members of their in- 
dustrial groupings and thus wrest business 
away from the big four. 

The four also seem vulnerable because 
they depend more heavily on institutional 
rather than individual brokerage — pre- 
cisely the area that would be affected by the 
investment-banking option. Nomura de- 
rived 35% of its total revenues in fiscal 1987 
from individuals, according to Jardine Flem- 
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Sumitomo: taking up the challenge. 


ing’s Robert Zielinski, compared with 55% 
for Sanyo Securities, a second-tier securities 
house. 

So much for the apparent threat. The 
reality is that the banking and the securities 
businesses are as different as chalk and 
cheese. And as the British experience after 
Big Bang has shown, bankers rarely make 
good stockbrokers. The former stress con- 
servatism and the analysis of credit risk, the 
latter thrives on volatility. In addition, 


Japan’s top brokers will not give 
ground easily. Their ability to distri- 
bute newly issued securities is likely 
to remain unchallenged for several 
years — at least in the case of Nom- 
ura and, to a lesser extent, Daiwa. 
Nikko is a marginal case in terms of 
its ability to compete with the banks, 
and Yamaichi is almost certainly en- 
dangered by them. 

Which banks will take up the 
gauntlet? Industrial Bank of Japan 
and Long-Term Credit Bank are al- 
ready positioning themselves out- 
side Japan as investment banks. If 
and when they are allowed to do sec- 
urities business on their home turf, 
they are likely to concentrate on the 
capital markets and project finance, 
and allow their other banking opera- 
tions to wither away. 

Of the 12 city banks, perhaps six or 
seven of the largest will take up the chal- 
lenge, but some of these may eventually 
drop out. The ones that are expected to 
remain are Sumitomo Bank and Mitsubishi 
Bank, because they are the most aggres- 
sive. Fuji Bank is possibly too conserva- 
tive, Dai-Ichi Kangyo too unwieldy, with 
innovative Sanwa perhaps caught in be- 
tween retail banking and its global securities 
ambitions. a 
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Hanoi pins hopes on offshore oil exploration 


Over a barrel 


By Murray Hiebert in Hanoi 


oreign investors are finding the lure of 
F offshore oil the strongest attraction for 


doing business in Vietnam. The gov- 
ernment wants them to provide the technol- 
ogy and finance to exploit Vietnam's poten- 
tial reserves of oil — which, like Indonesia's, 
is low in sulphur but has a 2076 paraffin con- 
tent. If Hanoi's targets are met, the country's 
crude oil exports should finance its imports 
by 1992. 

The White Tiger (Bach Ho) field in the 
south is expected to produce about 30,000 
barrels a day of crude oil this year, roughly 
enough to finance a third of the country's 
fuel imports, and construction began last 
year on Vietnam’s first commercial oil refin- 
ery, aided by the Soviet Union. 

Vietnam's 15 April agreement with a 
French-British consortium, including Enter- 
prise Oil of Britain, marked Hanoi's fifth 
long-term off-shore oil exploration agree- 
ment in the past year. 

Since May 1988, the Vietnam Oil and Gas 
Co. has signed other contracts with Hy- 
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drocarbons India, a consortium involving 
Shell of the Netherlands and Petrofina of 
Belgium, Total from France, and British Pet- 
roleum (BP). 

“Our policy is to concentrate our efforts 
to push up oil exploration,” said Dao Duy 
Chu, managing director of the Vietnam Oil 
and Gas Co. “We hope the oil industry will 
make an important contribution to our econ- 
omy, but it’s still too early to say.” 

Vietnam’s exploration contracts with for- 
eign companies are based on the produc- 
tion-sharing model used by Indonesia, 
according to Chu, a chemical engineer 
who studied in China and East Germany. 
Vietnamese officials are reluctant to provide 
details on individual contracts, but each 
company is expected to invest about US$60- 
70 million in technology and expertise for 
exploration, said Do Hoang Phu of the De- 
partment of Foreign Investment Manage- 
ment in the Ministry of Foreign Economic 
Relations. 

Once a foreign company began produc- 
ing crude oil it would be allowed to take 30- 
35% of its production to recoup its explora- 


B.U SN-.ESS A Ff ARS 


LAA e ARAB! SETS UNE NND MN E E DRE Re E NE 


tion costs, Chu explained. The 
remaining crude would be divided 
between Vietnam and the company 
based on a formula calculating 
the costs of production and the 
size of the field. Chu said the 
foreign company would be allowed 
to export its share without taxes or 
fees. 

For a contract area of about 10,000 
km?, an oil company would be ex- 
pected to shoot roughly 5-6,000 km? 
of seismic lines and to drill five-to- 
eight exploratory wells during an ini- 
tial five-year period. 

He estimated that each well 
would cost US$5-8 million, de- 
pending on the depth of the 
water and the distance from 
shore, and that the cost of seismic 
lines, including ^ interpretation, 
would be US$500-600 a km. Foreign 
companies would be free to with- 
draw if they did not discover oil 
in the first three years. 

Hydrocarbons India is exploring a 
12,000 km? block south of the port 
city of Vung Tau, Shell and Petrofina are 
exploring 30,000 km? off the coast of the old 
imperial city of Hue, BP is exploring more 
than 12,000 km? off Danang, and Total is 
exploring a 12,400 km? block in the Gulf of 
Tonkin north of the port city of Haiphong. 
The French-British consortium is exploring 
9,000 km? off the southern coast, according 
to the Vietnam News Agency. 

The first four contracts, along with a 1981 
agreement with the Soviet Union, involve 10 
of the best exploration blocks, ranging in 
size from 4-7,000 km2. 

Vietnam has about 50 blocks in its conti- 
nental shelf of which five are in areas dis- 
puted with its neighbours and 15 have little 
potential for oil. About 20 undisputed, 
"geologically attractive" blocks remain, ac- 
cording to Chu. 

He said Vietnam was also preparing to 
open 30 deep water blocks in the vicinity of 
the Spratly Island archipelago, which is dis- 
puted by several neighbouring countries in- 
cluding China. Chu said the average depth 
in this area was more than 200 m. 

A joint-venture Soviet-Vietnamese com- 
pany, Vietsovpetro, began pumping Viet- 
nam's first crude oil from the White Tiger 
field in 1986. Last year, the field, which was 
discovered by Mobile Corp. of the US at the 
end of the Vietnam War in 1975, produced 
15,000 barrels a day, most of which were ex- 
ported to Japan, France and Singapore. As- 
suming an average price of US$15 a barrel, 
Vietnam last year earned more than US$80 
. million from crude oil, making it the coun- 
try's third-largest export item following ag- 
ricultural and forestry products, and handi- 
craft goods. 

This year, White Tiger, which now has 
seven oil-producing wells, was expected to 
produce 30,000 barrels a day, Chu said. He 
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| Shell/Petrofina area, 
> | totals 30,000 km? 


So | 
~~} BP concession, 
>} totals 12,000 km? 


t Total concession, 
| totals 12,400 km? 


expected production by 1992 would increase 
to 100,000 barrels a day, which should 
roughly pay for Vietnam's oil imports, 
which now total about 2.5 million tonnes per 
year. Vietnam’s output is only a fraction of 
the 1.2 million barrels a day produced by In- 
donesia. 

Vietnam is negotiating with several other 
oil companies, including PetroCanada and 
firms from Sweden, Japan and Australia, ac- 






cording to Chu. He said two US oil 
companies — Unocal and Sunoco — 
and several small independent US 
companies had explored the pos- 
sibilities, but could not invest be- 
cause of the US trade embargo. 

But Vietnam remains interested 
in investment from US oil com- 
panies. “We very much want Ameri- 
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-| Hydrocarbons India area, can technology," Chu said. "I under- 
.] totals 12,000 km: stand American [off-shore] oil 
i technology is high. British and 
E. French companies in some sectors 
$; can't compare.” He added: “We 


want to accelerate exploration on the 
whole continental shelf. We can't 
wait [for the Americans]." 

Hanoi’s top oil official reported 
that work began last year on an oil re- 
finery in Long Thanh, about 60 km 
southeast of Ho Chi Minh City, with 
aid from the Soviet Union. The first 
phase of the refinery, which will ~~~ 
roughly US$200 million, will be ; 
to process 3 million tonnes of cruae 
a year when it is completed in 
1995. 

This phase will involve only primary dis- 
tillation, producing petrol, diesel fuel and 
ethyl alcohol. Chu said Vietnam was hoping 
other foreign partners would invest in fur- 
ther stages of the refinery, so paraffin pro- 
ducts and petrochemicals such as fertiliser 
could be produced. Ho Chi Minh City last 
year opened a small pilot refinery, called 
Saigonpetro, which refines 50,000 tonnes a 
year. E 





Jakarta takes long, hard look at gold mine prospects 











donesia, the government and foreign 
mining companies are taking a hard- 
er, more sober look at the prospects. All 
still agree that there is plenty of gold to be 
found — if not quite as much as first thought 
— but getting it out of the ground is taking 
longer and costing more than projected. 
Early forecasts of 100-150 tonnes of gold a 
year by the mid-1990s are now dismissed as 
wishful thinking. Industry sources feel pro- 
duction of 30-50 tonnes a year by the end of 
the century is a more realistic target. Even 


T hree years after gold fever struck In- 


this level, they point out, would still be suffi- i 


cient to propel Indonesia into the world's 
top 10 producers. 

A partial explanation for the downward 
revision is that some mining companies 
oversold their survey results when negotiat- 
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But mining companies contend that ex- 
ploration has been hampered by the many 
thousands of would-be prospectors who 
have descended on gold-rich areas. These il- 
legal miners pan for gold and chip away sur- 
face rock on sites the mining companies 
want to explore, complicating further the al- 
ready substantial difficulties of doing busi- 
ness in Indonesia's remote areas. "The situa- 
tion has got better in the past year but it is 
still a major, major problem," said a Euro- 
pean mining company executive. 

Between 1985-87, Indonesia signed 103 
contracts with international mining com- 
panies which granted them exclusive min- 
eral rights in concession areas, mostly in 
outer regions of Kalimantan, Sumatra and 
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Sulawesi. Only a handful of these have 
started production and, say industry offi- 
cials, most will never get past the explora- 
tion phase. "We're figuring on a success 
ratio of maybe 20%,” said Rachman 
Wiryosudarmo, director for mining deve- 
lopment at the Ministry of Mines and 
Energy. 

No one knows for sure how much gold is 
being picked off by the illegal miners but an 
indication can be found in Indonesian ex- 
port statistics. Production from legal mines 
amounted to less than four tonnes in 1988 
but a March 1989 US Jakarta Embassy re- 
port put actual production as high as 20 
tonnes. 

The difference is attributed to the esti- 
mated 150,000 unregistered miners who not 
only escape the land, royalty, income and 
export taxes imposed on mining companies, 
but also create a big environmental and so- 
cial headache for the government. 


^Y hese miners use sophisticated equip- 
ment like water pumps and diesel- 
powered stamp mills, and are report- 

edly organised and financed by Indonesian- 
Chinese traders who export the gold to Sin- 
gapore, Hongkong and Japan. Settlements 
of illegal miners, reminiscent of the US' 
Wild West, are said to come complete with 
gambling dens, brothels and armed guards. 

Some of the unofficial miners, a minor- 
ity, are indigenous residents of the gold-pro- 
ducing areas. They have traditionally pan- 
ned for gold in between planting seasons 
and are tolerated by the government. Many 
more are refugees from logging companies 
or Jakarta's transmigration programmes 
which resettle farmers from crowded Java 
on to Indonesia's outer islands. 

Separate ministries are responsible for 
gold, logging and transmigration — coordi- 
nation among them is weak. It is not un- 
usual, miners say, for the same property to 

ntracted out by more than one minis- 

"We don't mind if loggers come in and 
cut trees in our concession area," says one 
foreign miner. "But we have a problem 
when they stay and mine for gold instead 
because they think it is more lucrative." 

The central government, slow to realise 
the magnitude of the problem, is starting to 
move against the small-scale prospectors. A 
presidential decree issued early last year set 
a 1 July 1988 deadline for the removal of all 
illegal miners. Industry sources estimate 
20,000 prospectors have already been 
cleared from concessions. 

But so far the brunt of the effort has been 
left to ill-equipped regional authorities and 
the battle against illegal miners, sources say, 
is far from over. "In some areas the flow of il- 
legal miners has slowed, in others there has 
been no improvement," said an official in 
Jakarta. By early 1989, illegal miners were re- 
portedly filtering back into concession areas, 
particularly in the more remote provinces. 
“The government permits only handheld 


=< 11 MAY 1989 * 





Illegal gold hinerst in 1 contral calinsanitiere stanigadinig explécitiun: 


panning devices but about 100 pumps have 
come back to this area in just the past two 
months," said Michelle Hawke, senior 
geologist for Kelian Equatorial Mining, an 
Australian venture exploring in central 
Kalimantan. 

Several of the foreign miners at or near 
production are very worried that the en- 
vironmental damage being wrought by the 
illegal miners will inevitably be blamed on 
them. Unlike mining companies which 
must comply with the government's en- 
vironmental protection guidelines, illegal 
miners are on their own. “The illegals are a 
disaster waiting to happen," claims one 
Australian miner. 

In the alluvial areas of Kalimantan, illegal 
miners pump water out of nearby rivers and 
sluice off ground cover as far as their hoses 
will reach. Gold settles to the bottom of this 


flow and the run off flows into nearby rivers. 
Huge amounts of agricultural land are lost 
this way each year and ecologists say the riv- 
ers, crucial for transportation in Kalimantan, 
are silting up. 

In Sumatra and Sulawesi, where pros- 
pectors have to mine and process gold ore, 
the environmental risk is even greater, min- 
ing companies say. In these areas, illegal 
miners crush ore in special mills using mer- 
cury to separate the gold from waste ore. 
After extracting the gold from the mercury, 
mining companies say the toxic mercury 
waste is often flushed directly into rivers. 
"There are at least two potential Minamatas 
in Indonesia," said a miner in Sumatra, re- 
ferring to the mercury pollution near the Ja- 
panese village of Minamata in the 1950s, 
which is blamed for the deaths of 2, 


people. 





TRADE 


China faces hard bargaining over Gatt membership 


On the last lap 


By Frances Williams in Geneva 


ince applying in 1986 to rejoin Gatt, 
China has been taking the prelimi- 
nary hurdles at breakneck speed. But 
the path is going to get tougher, as negotia- 
tions on the terms of China’s readmission 
get under way. 

The consultation stage — during which 
Peking responded to more than 1,000 ques- 
tions on its trade regime — was completed 
last year in just eight months. The assess- 
ment of those consultations ended in April 
1989. Now work has begun on drafting 
China’s protocol of accession to Gatt. 

This is where the real negotiations start. 
There is a consensus among Gatt’s 96 mem- 
bers that China should be readmitted. Al- 
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though at present it accounts for a mere 2% 
of world trade, it has vast potential. It al- 
ready trades with most countries, and 85% 
of its trade is with Gatt members. 

But that trade is governed by bilateral 
deals which hurt both sides. China loses 
from discriminatory trade terms for its ex- 
ports (Gatt members are entitled to trade 
among themselves on the best terms availa- 
ble) and its trading partners have tightly re- 
stricted access to China’s domestic market of 
1.1 billion people. 

The negotiations are about the terms of _ 
China's membership. Gatt rules are 
founded on the premise that members’ 
economies respond to market signals — 
especially price. Countries are permitted to 
protect domestic industries, but only 
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through tariffs — a "transparent" form of 
protection. In practice, most countries use 
various other protective devices, but special 
problems are posed by  non-market 
economies where prices are often fixed and 
trade is planned and administered by 
bureaucrats. 

China maintains that its “open door" po- 
licy, launched at the end of 1978, and sub- 
sequent economic reforms mean that its 
trade regime is consistent with Gatt rules, 
and so is pressing for full Gatt membership. 
This would rule out the caveats or reserva- 
tions applied, for example, to the Eastern 
European members of Gatt. 

Rather, the emphasis is on designing a 
protocol that ensures both that Gatt rules 
can be applied in non-market circumstances 
(for instance, on ways of determining pro- 
duction prices in cases of alleged dumping) 


and that the momentum of economic reform 
is maintained. 

Among the potential problems are: 
China's unpublished annual and five-year 
plans setting targets for trade and produc- 
tion in specific sectors such as agriculture; 
import and export licensing controls; strict 
foreign-exchange controls including a two- 
tier exchange rate; awkward national techni- 
cal standards; official encouragement of im- 
port substitution, and direct export sub- 
sidies and the privileges granted to special 
economic zones. 

Also under scrutiny will be China's claim 
to developing country status, entitling it to 
favourable treatment under Gatt rules. 
Western countries may want to limit these 
benefits in China's case. 

The US administration has already sent 
the Chinese Government a list of the “ele- 





RETAILING 


Taiwan begins to dismantle military-run retail chain 


All over the shop 





By Jonathan Moore in Taipei B 





from local retailers, Taiwan will begin 

dismantling an extensive Defence 
Ministrycrun commissary shop system 
from 1 July. The break-up of Taiwan's largest 
single retailing chain comes at a time of rapid 
change in local buying habits and presages 
major changes to the retail economy. 

But the government has been slow to 
propose a plan for what will be put in its 
place, leaving retailers and suppliers uncer- 
tain as to how their businesses will be af- 
fected. 

The commissary system, or PX, is run by 
the Ministry of National Defence and has es- 
timated annual sales of between NT$15 bil- 
lion (US$588.2 million) and NT$20 billion. 
Once for the exclusive use of military per- 
sonnel, the PX was extended in 1975 to in- 
clude teachers and other civil servants as a 
way to provide benefits to low-paid govern- 
ment workers without raising salaries. A 
12% pay raise for civil servants this year 
helped pave the way for the change. 

Now, some 3 million of Taiwan’s 20 mil- 
lion population are entitled to shop at the 
PX's 86 stores, buying all kinds of packaged 
grocery goods, from cosmetics and deter- 
gent to cooking oil and powdered milk. The 
actual number of shoppers is much greater 
since many use the stores on borrowed 
passes. 

The attraction is the PX's lower prices. Pri- 
vate retailers complain that the PX undercuts 
them by an average of 10-20%. Although it is 
not directly subsidised by the government, 


| n response to cries of unfair competition 


its prices are low because its size enables it to 
dictate prices to its suppliers. The suppliers 
are willing to accept lower prices to gain ac- 
cess to the PX's market. Overheads are also 
kept low by employing soldiers in the stores 
and using government buildings as store 
space. Finally, its profit margin is a meagre 
1-1.5%; other retailers say they need a 15- 
20% markup. 

Suppliers, including foreign importers, 
have also complained that the system is a 
kind of non-tariff import barrier. Goods are 
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admitted according to an arbitrary and com- 
plicated bidding system which, though re- 
newed every six months, may skip certain 
items for several years. Because of the PX's 
market share, suppliers who have won a 
place on the PX's shelf have an edge over 
competitors. In some product lines, the PX's 
market share is as high as 40-50%. Both the 
American Institute in Taiwan, the US Gov- 
ernment agency, and the Taipei American 
Chamber of Commerce have applied pres- 
sure to free up this system. 


FAR EASTERN ECONOMIC REVIEW 


331 ANYVS 


ments" it thinks should be in any protocol. 
These include: a requirement for China to 
continue the path of reform towards a mar- 
ket-oriented economy; provisions on trans- 
parency (such as the publication of trade 
plans and revisions); rules on the use of 
non-tariff measures, and special transitional 
arrangements to apply until the economy re- 
sponds to market signals. 

On purely technical criteria, the protocol 
could be drafted and endorsed within a 
year. China will determine the pace, Gatt in- 
siders say. Some suggest the current hesita- 
tion in the reform programme, which has 
caused unease among China's major trad- 
ing partners, could slow the negotiations. 

However, China cannot afford to stall if it 
is to achieve its objective of membership by 
the time the Uruguay Round of trade 
liberalisation talks ends late next year. e 


While manufacturers and impo: 
benefit if they gain entry to the system, | _ 
say they participate reluctantly because of 
the one-sidedness of the PX's purchasing 
contracts (they may not sell to middle men 
for distribution, for example) and the bid- 
ding process, which one trader called 
"agonising." 

"Dealing with the PX is a necessary evil if 
we want to remain in competition," said 
Tim Boyle of Tait & Co., a large importer of 
foreign goods. 

Despite the government's intent to en- 
gage in a major restructuring, it has not com- 
municated with or sought the advice of pri- 
vate business in drawing up its plan for the 
PX, much to the disquiet of many retailers. 
The plan, according to the Central Person- 
nel Administration, the agency charged 
with reforming the PX, is to limit access to the - 
stores. Some existing outlets will be closed 
or moved to the workplaces of the civil ser- 
vants they serve. The remaining PX outlets 
not on military bases will be restricted tc 
litary personnel and family. 

The government says it will retain the 
PX's current purchasing muscle in the new 
system, with a PX union which will centrally — 
bargain on behalf of the various commis- 
saries and recommend products for them to 
buy. But foreign and local businessmen are 
sceptical. They predict the system, decen- 
tralised and broken up, will be a lot weaker, 
leaving room for private retailers to expand. 

Apart from a narrower market, they say, 
the new system could be hampered by dis- 
tribution problems since the proposed new 
stores will be smaller and more widely dis- 
persed than at present. Also, decentralising 
the stores may not be practical as the local 
workplace groups might be too small to sup- 
port their own stores. 

In addition, as one Taipei businessman 
observed, the present stores thrive because 
they are big and carry a variety of items. If 
split into small stores, shoppers might de- 
sert them for the greater variety offered by 
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l Taiwan’ S supermarkets and department 
.. Stores. That, though, is precisely the desire 
- of Taiwan's retailers. But the prospect raises 
-a contradiction at the centre of the govern- 
ent/s reform plan: how to maintain the 
Xs. purchasing power, and its ability to 
eep prices low for civil servants, and ap- 
pease unhappy retailers at the same time. 








— . “Jn my honest opinion, it will be abso- 
B lately pointless to dismantle it and then 
change it round. But if some sort of dinosaur 
is set up with all sorts of statutory rights — 
who knows?" said Boyle. 

.. The private retail industry is booming as 


Taiwan consumers, with larger disposable 
incomes and less free time, are preferring to 
shop at modern supermarkets and depart- 
ment stores than the once plentiful "mom 
and pop" grocery stores, now on the wane. 
Still, mass merchandising stores only ac- 
count for a small share of total retail sales. 
The PX chain has just a 1.7% share of total 
retail sales, according to the government — 
its nearest rival in revenue is Far Eastern De- 
partment Stores which earned NT$9.2 bil- 
lion last year. Foreign retail chains, though, 
especially Japanese and Hongkong retailers 
such as Sogo, Dairy Farm and Park 'n 5hop, 





FOREIGN A!D 


Western nations pledge increased support for Pakistan 
£ I 


V ote of confidence 


ust six months after Prime Minister Be- 
nazir Bhutto was swept to power in 
Pakistan, Western nations have signal- 
led their support for her government by 
pledging US$3.1 billion in aid for fiscal year 
1990; beginning 1 July. 
«The aid commitment by a consortium of 
d 14 member countries and international fi- 
- . nancial institutions, known as the Paris 
Club; represents a 22% increase on the 
. amount they pledged for the current fiscal 
year. The jump is largely a result of a big rise 
in support from Japan, which is keen to in- 
vest in Asia and extend its sphere of influ- 
‘ence. Tokyo, as a result, emerged as the 





3 "Donors back Dhaka 


largest single donor, pledging US$745.9 mil- 
lion, against US$400 million for fiscal 1989. 

Pakistan's finance minister, Ihsan-ul Haq 
Piracha, who led his country's delegation to 
the Paris talks, said Bhutto's efforts to "es- 
tablish a democratic order were one of the 
important reasons for larger consortium 
commitments." Another official said the 
pledges confirmed Western confidence in 
Pakistan despite its economic difficulties, 
which include a mounting trade imbalance; 
a rising inflation rate, now officially esti- 
mated to be 1296; a growing foreign debt 
burden, which currently stands at US$13 bil- 
lion, and a crippling budget deficit. 

The bulk of the aid consortium's pledges 
are earmarked for debt repayment — and 


— rather, it reflects the completion of several power and fertiliser 
projects. In fact, the disbursement ratio of project aid has fallen. 
from 21% in fiscal 1987 to an estimated 18% in fiscal 1989... 

Meanwhile, the mid-term review of the plan shows private- 
sector investment slumping. Since the early 1980s, the polic yof 

















































are a growing presence in Taiwan. They 
in a position to take advantage of th 
change, and some are even taking ove 
space vacated by the PX. 

Suppliers are of two minds as to th 
benefits of the PX's break up, depending 
whether they are currently selling throug 
the PX or not. Generally, the change shoul 
bring fairer competition for import iter 
and a more efficient market. The cur 
users of the PX will be the main losers, . 
consumers, already caught by an u 
in inflation, are likely to face addition. 
ward price pressure. | 


economic modernisation, which has. een 
neglected in the past because immediate 
needs were considered more urgent. Main 
donors include the World Bank (US$880 mil- i 
lion), the Asian Development Bank (US$710 
million), the US (US$405 million), and Wes 
Germany (US$119.2 million). 

Pakistan officials are thought to be par 
ticularly pleased about Japan's pledges be- 
cause they include US$300 million whic 
will be used to support Pakistan's deteriora 
ing balance of payments. Officials are hop- 
ing that Tokyo will also extend packages _ 
worth US$150 million each for two energy _ 
projects — one in the state sector and the 
other in the private sector. These would be 
in addition to its indicated aid allocation. 

Pakistan will also receive US$823 millio 
over three years from the IMF on condition. 
that it removes most government subsidies, 
increases charges for utilities, and cuts the 
budget deficit. Some utility charges havebeen 
increased, fuelling inflation. That is likely. 
be accentuated when the other measures are 
put into effect in the May budget. > B 





Paris Club donors pledged US$2. 2 billioni in aid to Bangladesh for 
i the 1990 fiscal year at their meeting in April. The total is likely to 
mise to US$2.3 billion when Canada and other countries finalise 
their commitments. 
















money is expected to pay for long-ten 
currently under research. In addition, the multi-purpose 
a Bridge project (which alone may cost about US$700 mil- 
and which is currently under renewed cost-benefit 
is expected to attract more aid. 
money is pledged for fiscal 1990 — 

ird five-year plan. Aid disbursement during the first four years 
of the plan is likely to total US$6.12 billion. Of this, US$1.08 bil- 
— lion has so far gone on food aid (including emergency support for 
-. naturaldisasters), US$1.73 billion on commodity aid and US$3.29 
billion on project aid. 


the last year of the 






tative provement i in the overall performance of the economy 


_ private-sector investment was only about 43% of the target. — 


| dustry, but exceeded the pk n 


"he aid package comprises USSI. w billion in project aid, " 
_ This reflects the tradi 


8 million in commodity aid and US$180 million in food aid. 
m flood control mea- 


Half the target may be a 


_ The relatively high devel of project aid does not reflect a qual- 


privatisation was supposed to stimulate the private sector to lead 
the economy to better growth. During the plan's first three years, 





















Private investment was par an low in agia t 





ing and merce cantile | bias Sous 
Private industrial investment in constant 1 
Taka 6.98 billion (US$186.6 millic n) in the plan’ 
against the target of Taka 44 billion. On curre 
ment will barely reach 35% of the target. Agric alte 
stood at Taka 13.81 billion against the target of Taka 44 bill 
:hieved. In the physical planning : 
housing sector, only Taka 11 billion was invested — she t E ; 
was Taka 36.5 billion. E 
The only sector other than trading sh 
romise was transport and comur unication i in whic 
of Taka 13.75 billion almost reached the Taka 15 billio 
trading and services, Taka 12.59 billion was invested. 
target of Taka 8.5 billion. | "à 
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Slick film tricks 


n the 18th century BC, Babylonian 

priests used to try and predict the fu- 

ture by observing the behaviour of oil 

poured on water. Three thousand 
eight hundred years later, scientists are still 
at it. At the end of last month, in the town of 
Tsukuba, 60 km north of Tokyo, some 300 
scientists from all over the world gathered to 
discuss their latest work on the modern 
equivalent of divinatory oil — Langmuir- 
Blodgett (LB) films. 

The future that LB films portend is one 
that would surely have baffled the Babylo- 
nians. It includes the ability to see in the dark 
and the assembly of devices too tiny to be 
seen by the naked eye. 

LB films are made of amphiphiles — or- 
ganic compounds whose molecules are 
shaped like rods. One end of the rod repels 
water, the other attracts it. Pour an am- 
phiphile onto a trough of purified water and 
the molecules align themselves on the sur- 
face in a layer exactly one molecule thick, 
with the rods all pointing in the same direc- 
tion. 

This precise thinness, plus the ability to 
tailor the molecules' size and characteristics 
more or less at will, are what make the films 
so attractive to scientists. A floating layer of 
molecules — strictly speaking, a Langmuir 
film — takes on the other half of the double- 
barrelled name when transferred to a sub- 
| Strate, such as a wafer of gallium arsenide. 
This is achieved simply by dipping the sub- 
strate into the trough. Multiple layers can be 
built up by repeated dipping. 

Women have played a significant role in 
the development of molecular films. The 
first modern experiments were done late last 
century by a young German girl, Agnes Poc- 

kels, in her family kitchen. 

| Pockels used simple materials such as 
soap. Thirty years later Irving Langmuir, a 
Nobel prize-winning chemist working at 
General Electrics laboratory in Schenec- 
tady, gave her work a sound scientific basis. 
His colleague, Katherine Blodgett, sub- 
| sequently discovered how to transfer films 
onto solids, and to build up multiple layers 
of them. 

In her final year at Oxford University, a 
certain Margaret Thatcher worked on 
Langmuir films, publishing a paper on them 
in some long-forgotten journal. But, the con- 
siderable contributions of the distaff side 
notwithstanding, much of the credit for 
pointing out the commercial potential for LB 
. films must go to a man, Gareth Roberts. 

In the mid-1970s, as a professor at 
Durham University, northern England, 
Roberts was looking at ways of incorporat- 


ing organic films into the resolutely inor- 
ganic world of microchips. The main stum- 
bling block was the inability to achieve thin 
layers of sufficient quality. Working with 
ICT's corporate laboratories, Roberts and his 
colleagues demonstrated that the technique 
of LB films could be harnessed to a wide vari- 
ety of applications, especially in electronics. 

Of them, the one most likely to become 
the first commercial LB-film based product is 
a thermal image sensor. Such sensors, 
which work by detecting minute changes in 
the temperature of objects in their path, are 
used by the military to enable them to see at 
night. Hooked up to a monitor screen, they 
can produce a remarkably bright image of a 
sniper hiding in a tree, for example, or of a 
survivor trapped under rubble. 

The snag with current night vision sen- 
sor systems is that they are extremely expen- 
sive — a single unit can cost more than 
£100,000 (US$168,634). They are also incon- 
venient because they are based on an inor- 
ganic compound semiconductor called cad- 
mium mercury-telluride that only works 
when chilled to liquid nitrogen tempera- 
tures. This means having to hump bottles of 
liquid gas around, a considerable nuisance 
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on the battlefield. Whereas an LB-film based 


sensor would work at room temperature. 
Roberts, who now divides his time 
between Oxford University and directing 
research at the British electronics firm 
Thorn-EMI, reckons that the enormous cost 
reduction that such a system would bring 
could considerably expand the size of the 
market for thermal-image detectors. Im- 
proved surveillance systems for home 
security are one possibility, and medical 
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and industrial uses are also conceivable. 

A consortium consisting of Thorn-EMI 
and Philips (who already make the conven- 
tional systems) plus four universities has 
been formed to push sensor research to- 
wards the marketplace. Roberts says that 


commercial production could begin in about | 


four years. 
The other notable recent development in 


LB film research is a huge surge of Japanese | 
interest in it. Based on attendance figures at | 








last month's gathering in Tsukuba, Roberts | 


estimates that there may be as many as 300 | 
Japanese scientists active in the field, most of | 


them at industrial laboratories. This, 
says, "is far in excess of what is going oi 
other parts of the world." 


Much of this effort derives its inspiration | 
directly from Roberts’ work at Durham. In- | 
deed, several of the professor's former stu- | 


dents work or have worked for Japanese 
electronics firms, such as Sony and NEC. 
Oddly enough, however, the Japanese were 
actually responsible for the first recorded ap- 
plication of LB films, albeit an aesthetic rather 
than scientific one. 


This was the traditional technique of sumi | 


nagashi, in which a mixture of ink and glue is 
thrown onto water to form a marbled pat- 
tern. This is allowed to set, then transferred 
onto a sheet of paper. 


Japan's scientific involvement with films | 
begins in 1933, when Langmuir stopped off | 


in Japan on his way back to the US after re- 
ceiving his Nobel prize in Stockholm. He 
taught his technique to Jitsuzaburo Sa- 
mejima, a professor at Tokyo Universitv. 
Samejima in turn passed it on to Kiyos 











Fukuda, who last week chaired the Tsul.... | 


conference. 
Much to his surprise, after decades in 
academic obscurity, Fukuda now finds him- 


self in great demand with Japanese com- | 
panies seeking to learn how to make LB | 
films. In the short term, these companies are | 





interested in using the films in the lubrica- | 


tion of magnetic tapes and disks, insulation 


for compound semiconductors, optical stor- 


age and biosensors. 
Further into the future, however, is the 
emerging field of molecular electronics. As 


levels of integration of microchip circuits | 
spiral ever higher and the chips themselves | 


continue to shrink, there comes a point 


when you are no longer dealing with bulk | 


materials but with groups of molecules. 
Because of their precise thinness and the 


level of control they offer over molecular | 


structure, LB films promise to be of consider- 
able use in building such microscopic cir- 
cuits. 8 Bob Johnstone 
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and friendliness. or home-like Economy Class in 
To 24 cities in 3 continents. Oriental hospitality. 


Enjoy the in-flight movies, select 
music and delicious continental 

On time arrivals and departures and exotic oriental cuisine. 
with convenient onward connections. 


Served with a smile. 
Biman 
BANGLADESH AIRLINES 


our home in the air 


Step aboard our world of warmth Travel in luxurious Executive Class 


In wide-body comfort. 











All New and Completely Updated Editions 
If you are interested in China here’s a 


double-barrelled offer you cannot 








The People’s Republic of 


China Year-Book 1988/89 
The People’s Republic. of 
China Year-Book 1988/89 is 
not only fascinating reading 
for those with social and cul- 
tural interests in China, but an | 
essential reference for people 
with business dealings in the 
country. 


What is it? 
This annual volume with over 800 
pages singularly offers the most 
complete guide to every aspect of 
life within China available today. Its 
fully updated contents range from 
the people and culture to economics, 
finance, trade, politics, education, 
science and technology. Plus countless 
other subjects covered in precise detail. 
It is the culmination of thousands of 
hours in research invested by the New 
China News Ltd., professionals who 
know the country intimately. The result 
is a cyclopaedia of unparalleled insight 
and information. 


Who needs it? 


If you have any interests in China 

at all then you'll find the People’s 
Republic of China Year-Book 1988/89 

to be an essential companion. And, 
because it is completely indexed, it is a 
particularly helpful reference for 

students, professors and people 
conducting business in or with the country. 








The People’s Republic of China Year-Book 
1988/89 combined with The Almanac of 
China’s Foreign Economic Relations 1988 
bring you all the information about China 
you'll ever need. 
Order your copies today. 







To take advantage of this opportunity and save US$34.00 sim 
-——— ed eave eee 


Publications Division, Review Publishing Company Ltd., GPO Box 160, Hong Kong. 






















NOW THESE TWO 

ESSENTIAL WORKS 
CAN BE YOURS 

AT A SAVING OF US$34.00 


Buy both of these informative books 
and you can save US$34.00 off their 


original combined price. Which means 


that for only US$145 you'll get: 

€ Thousands of pages of detailed 
data examining the changing face of 
China. 


@ Expositions, speeches and articles 
contributed by specialists, pertaining 


to the exciting market potential and 
business opportunities available in 
China. 

e Hundreds of photographs and 
illustrations of interest. 

€ Two systematic and valuable 
references for those with business 








dealings or academic interests in China. 


afford to pass . . . 


The Almanac of China's 


Foreign Economic 
Relations & Trade 
1988 


China's trade policies with 
the rest of the world have 
never offered more 
opportunities than they do 
today. The country represents 
an unprecedented potential — 

an expanding market equivalent 
to one quarter of mankind. And 
yet, data on this rapidly growing 
economy has, until recently, been 
scant and unreliable. 
Now, there is one book that 
encapsulates every detail relevant to a 
businessman conducting dealings with 
China — The Almanac of China's 
Foreign Economic Relations & Trade. 


What is it? 

The Almanac records articles and data 
contributed by leading scholars and 
specialists as well as representatives 

from China's Foreign Economic Relations 
and Trade Department. Its contents are 
extensive and detailed, systematically laid- 
out for ease of reference. It includes vital 
information to businessmen, such as trade 
policies and restrictions, and even offers 
listings of potential joint-venture 

partners. 


Who needs it? 


The Almanac is absolutely vital to anyone 
thinking of, or already involved in, business 
relations with China. It is also a fascinat!no 
record of the changing face of China'st 
policies. Not only is it one of the few boun» 
that offers an accurate view of China's 
economy but it is also the most up-to-date 
documentation of this data. 
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People's Republic of China Year- Almanac of China's Foreign 
Book 1988/89 for which I enclose Economic Relations & Trade Year-Book 1988/89 and The 
US$100/HK$780 per copy. For 1988 for which I enclose Almanac of China's Foreign 






Economic Relations & Trade 1988 
for which I enclose 

US$145/HK $1,131 per set. 

For surface mail delivery add 
US$12/HK$94, for airmail delivery 
add US$44/HK $340. 


surface mail delivery add 
US$6/HK$47, for airmail delivery 
add US$22/HK $170. 


US$79/HK$615 per copy. For 
surface mail delivery add 
US$6/HK$47, for airmail 
delivery add US$22/HK$170. 
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outh Korea has always had an easy 
time setting up new industries. But 
it is finding it more difficult to shut 
them down. 

South Korea says it is committed to a 
free-market economy. Along with democ- 
ratisation has come a presidential commis- 
sion laying down the free-market principles 
that policymakers are expected to follow. 
Among them: no more subsidies to dying 
industries or companies. 

But the ghosts of former president Park 
Chung Hee's ambitious heavy industry pro- 
gramme from the 1970s, which should have 
heen quietly buried, continue to haunt the 

nomy. 

The government has promised to auc- 
tion off Korea Shipbuilding and Engineering 
Corp. (KSEC) for close to a year. (The com- 
pany was taken over by the Bank of Seoul 
about two years ago as it teetered on the 
brink of bankruptcy.) Press reports periodi- 
cally promise that KSEC will be sold "soon" 
or "next month." 

Finally, last month the government 
opened the company up to bidders. It was 
an unprecedented display of economic 
democracy, officials crowed. What hap- 
pened next was slightly less impressive. 

One bidder withdrew without explana- 
tion and the government disqualified the 
other two. Meanwhile, the shipyard has 
drifted along; it did not receive a single order 
in 1988. Management, which has turned 
over rapidly, is incapable of making funda- 
mental business decisions. Workers at the 
company's Pusan yard have been doing 

' at many other South Korean workers 

e been doing — demonstrating for more 
pay. After all, they seem assured of their 
jobs, no matter who owns the company. 

Sooner or later, someone will end up 
with KSEC. The package will probably be 
sweetened with low-interest loans or other 
government favours. If the new owners do 
not make a go of it, the government can be ex- 
pected to step in with another rescue effort. 

The government is also trying to sell off 
another lemon, Korea Heavy Industries & 
Construction (KHIC). KHIC, which Park or- 
dered Hyundai International to set up in the 
1970s, was taken over by the government in 
1980. The government merged it into the 
state utility, Kepco. Kepco, which is sche- 
duled to be partially privatised this year, no 
longer wants the burden of KHIC. 

Although Kepco is smaller than KHIC, it 
is handsomely profitable, and its earnings 
masked KHIC’s losses. KHIC reportedly lost 
a cumulative by total of Won 270 billion 
(US$409.1 million) by 1987. 
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INVISIBLE HAND 


KHIC has benefited from a special law 
which has guaranteed it orders on a number 
of power stations and other large govern- 
ment projects. The law has been phased 
out, but KHIC continues to insist on special 
treatment. The company says that before it 
is sold off it wants to have guaranteed work, 
mostly for nuclear power plants, worth 
Won 3.3 trillion. 

It is not lack of business, however, which 
is hurting KHIC. It has a full order book, but 
lax management has caused it to lose money 
consistently. The government would proba- 
bly do the company a favour in terms of 
long-term competitiveness if it refused to 
guarantee the new contracts. 

The rescue of Daewoo Shipbuilding and 
Heavy Industry, which has been under way 
for more than six months now, has been the 
most heavy-handed of South Korea's recent 
bailouts. The idea that Daewoo might actu- 
ally have to go to the wall made everyone 
shudder, though there were a few brave 
souls who admitted that in theory it might 
be a good thing. Too much prestige, if not 
money, was at stake on all sides. 

After all, South Korea is supposed to be a 
young, dynamic economy. It just would not 
do to have Seouls mandarins shutting 
down industries as if the country were one 
of the rustbowl economies of the West. 
Moreover, no one wanted to confront the 
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Daewoo shipyard: stockholder alarm. 


14,000 angry workers at the shipyard who 
would be out of a job. 

So Kim Woo Choong, chairman of 
Daewoo, will have to dispose of a number of 
subsidiaries to raise Won 400 billion to invest 
in the shipbuilding unit. Kim is also due to 
sell his 11% stake in Daewoo Securities, 
though that stock is reportedly being sold to 
another Daewoo company. 

After this public atonement, which is 
supposed to include the sale of the Daewoo 
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Breaking up is hard to do 


headquarters building, the government will 
allow Daewoo Shipbuilding a grace period 
on its loans and perhaps lend the firm more 
money. Daewoo's Kim is a master at this 
sort of strategic surrender. He donated all 
his personal holdings to a foundation in 
1985, when it appeared that the government 
might try to dissolve Daewoo. 

Rough justice this might be, but it is a 
long way from sensible economic policy. 
President Roh Tae Woo said his administra- 
tion would be a break from Chun Doo 
Hwan's Fifth Republic — so he dubbed his 
the Sixth Republic. Looking at these bail- 
outs, bankers in Seoul can be forgiven for 
saying that Roh's administration looks more 
like the 5(a) Republic than the sixth. 

Silliest of all was the government's sug- 
gestion that Daewoo Heavy Industries (DHI) 
would swallow Daewoo Shipbuilding in the 
early 1990s. That succeeded only in alarm- - 
ing DHI stockholders — and foreign holders 
of the company's convertible bonds. 

The government's reasoning seems to be 
that the bigger the problem, the bigger the 
company needed to cover it up. That does 
little to promote efficiency. It also establishes 
the principle that the government will al- 
ways be ready to take care of the big prob- 
lems. 

These piecemeal solutions do nothing to 
rationalise management or business. In- 
stead, they encourage workers to press for 
unreasonable wage demands, because they 
know that even if bankruptcy occurs, the 
government will see to it that another com- 
pany takes over the firm and that their jobs 
remain secure. And it encourages manage- 
ment to take much larger risks than they 
would have otherwise. 

For, at its heart, this policy of protecting 
jobs and companies is South Korea's version 
of the "iron rice bowl," the enervating cer- 
tainty that the state will make good all mis- 
takes. The sense of security does not come 
cheaply. For example, between May 1986 
and February 1988 the government wrote 
off Won 986 billion when 56 companies 
were transferred to new owners. 

Moreover, these quick-fix policies are at 
odds with last year's presidential commis- 
sion on economic restructuring, which rec- 
ommended that the government should not 
support declining industries and poorly per- - 
forming firms. Government support, said 
the commission, should be limited to short- 
term aid for displaced workers and designed 
to allow them to move to other jobs. But the 
blueprint for the Sixth Republic has collided - 
with the reality of the 5(a) Republic. 

m Mark Clifford 
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. Strategic errors leave the Sorianos’ San Miguel vulnerable 
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. ByRigoberto Tigiao in Manila 


of the Soriano family's control over 
the Philippines’ largest business 
UE group — its eclipse partly the result 
..- Of a strategic error in deciding to withdraw 
_ from the country in 1983, and partly due to 
* the resurgence of Philippine business which 
. has seen new rivals emerge, powerful 
_ enough to assault the empire the Sorianos 
_ built up over three generations. 
v5 The Sorianos stand to lose control in the 
ext few years not only of the P8 billion 
5$372.1 million) Atlas Consolidated Min- 
g and Development Corp., Asia's largest 
pper producer, but of their flagship, the 
9 billion San Miguel Corp. (SMC), the 
ülippines' largest private company. 
From as much as 25% equity in SMC in 
: 19705, the family's holding has shrunk to 
s than 2%. This was the result of a series 
events that started with a struggle for cor- 
rate control in the early 1980s, first against 
cousin Enrique Zobel and then against 
Chinese-Filipino industrialist John Gokong- 
i. That conflict ended in a pact that al- 
ved Marcos crony Eduardo Cojuangco to 
ain control of the firm at the same time as 
the Sorianos began to transfer a major chunk 
X their holdings offshore. 


















On other pages 


Sorianos’ prized asset under siege: 
67. Vintage stock: 67. Ayalaseeks 
partners for building projects: 69. 


When the government lifts its sequestra- 
tion of the erstwhile Cojuangco-controlled 
shares, representing 51% of the firm's 
equity, the Sorianos will come under siege 
by new business alliances itching to take 
control of the country’s premier corporation. 

A precedent has been created for suchan 
assault: the takeover bid for Atlas Consoli- 
dated Mining by the Alfredo Ramos group. 
In just two months, a hastily organised rag- 
tag group has captured 2275 of the equity in 
Atlas, dwarfing the Soriano family's 996 
share. "Whatever happens in the Atlas case, 
one thing's sure: the Soriano empire has 
been dented and San Miguel is likely to be 
the next target," said Vivian Locsin, chair- 
man of the Makati Stock Exchange. 

The present head of the family, Andres 
Soriano IH (younger brothers Eduardo and 
Carlos have remained mostly in the back- 
ground) clearly had not enough time to be 
tutored in the arts of corporate leadership 
before his father, Andres Soriano, Jr, died in 


March 1984. However, Soriano III, whose 


un sets on an empire 


work experience was solely in suc's Hong- 
kong subsidiary before he assumed the titu- 
lar role of chief operating officer in 1983 
under Cojuangco as chief executive officer, 
appears to have done well in running SMC 
since he became chairman after Cojuangco 
fled the country with Marcos in 1986. 

Soriano was fortunate that SMC had 
of the most developed management à _ 
in the country and that the country began a 
consumption-led economic recovery, which 
SMC with its virtual monopoly of the beer 
market could easily ride. Its sales jumped 
31% in 1987 and 29% last year while its pro- 
fits soared 58% in 1987 and by 16% last year 
to reach P2.1 billion. : f 

The brewery giant under Soriano hasun- ` 
dertaken an aggressive business program- 
me in the past three years, for example, buy- 
ing the La Tondena Distillers to expand its 
control in the liquor market and pumping 
P242 million into its subsidiary Premium 
Packaging International to consolidate its 
hold over the bottle-making industry. 
Aware of its vulnerability to economic 
cycles, it has set its sights on the interna- 
tional market, expanding its prawn-culture 
business and, recently, striking a joint-ven- 
ture agreement with Meiji Milk Products, 
Japan's largest ice-cream producer. SMC's ex- 


pansion has been SO aggressive fhat the 















been better able than his inex 
Soriano businesses out of the ris 
Cojuangco partnership. | 
Jaime Zobel de Ayala also opted to stick by the Philippines 
the troubled early 1980s, even AE Ayala's overseas 
. presence. Andres Soriano Jr, though, idly moving as- 
sets offshore, only to have his son double back rani attempt to use 
the family overseas holdings to regain control of San Miguel. 
Then there is a simple question of structure. A business group 
built on land is bound to be less vulnerable to an economic down- 
turn than an industrial conglomerate such as that of the Sorianos. 
Further, the Zobel de Ayalas control tightly the equity of their 
many companies, while the Sorianos have failed to build up a 
majority stake in several of their firms. They instead exercise con- 
trol through t contracts held by the primary family 
holding company, A. Soriano Corp. (Anscor). 
While the management contracts have guaranteed a flow 
of revenue in good times and bad, they are a less-than- 
ideal device for fending off raiders. In the battle for Atlas, the 


ced son to steer the 
waters sailed into with the 


er that failed to tum a profit in four of the past five years: - 
The Zobel de Ayala empire looks currently to be more durable — 


than that of the Sorianos, though it is clear that the as 


the caciques — those Spanish families that have dominated P 
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pine business since colonial times — is over. At the Atlas share- 


holders meeting on 26 April, a shaken Andres Soriano II faced a. 


roomful of angry investors whose faces reflected the many hues 


of Filipino ethnicity. This is likely to be a preview of what will 
government decides to sell its — 


surely come when the Aquino 
shares in San Miguel to the public. 
Instead, it is now the Filipi 


Shoemart, a huge footwear su 


environment of recovery, a better understanding of how to 


from a barely regulated and rising stockmarket. “There is no 


question that the major ns are now being made by 
Chinese Filipinos," said Jaime Zobel de Ayala. "The Spanish mes- 


who are on the offen- — 
sive. This fact was noted long ago by the Zobel de Ayalas who i 
took on board as a major Ayala equity partner their tenant 
permarket run by magnate Henry | 
Sy. The Sy, Ramos and Gokongwei families have their own land _ 
to leverage, their own banks to borrow from and, in the heady <. 


- 


| 0... group built shareholder support by pointing to the in- 
equitable nature of Anscor's gains from a copper produc- 


company now is faced with legal obsta- 
des involving banks’ single-borrower 
limits. 

The expansion programme, according to 
Soriano, will double the number of SMC 
plants from 33 at the end of 1987 to 70 by 
1992 and nearly triple revenues from P16 
billion in 1987 to P45 billion by 1992. The 
company opened six new plants in 1988 and 
expects to open eight more this year. 

Soriano, who has chosen to remain a US 
citizen, unlike his brother Eduardo who has 
become a naturalised Filipino, appears to 
have succeeded in enthralling the firm's 
management corps in seeing him as the 
symbol of SMC. 


amon del Rosario, who until 

March was SMC's chief financial 

officer, explains that Soriano IMs 

imprint has been his success in in- 
stilling strategic planning in the company 
which, he says, is “after all the major role of 
a chairman.” 

However, Soriano has not been as suc- 
cessful in consolidating family control in SMC 
nor in Atlas Mining. He appears to have 
lacked the sensitivity to see that local busi- 
ness and politics had changed so signifi- 
cantly since Marcos fled in February 1986 that 
the Soriano empire had to adapt quickly to 
the new situation. 

Soriano has shirked from forging al- 
liances with emerging local groups and even 
with foreign companies, choosing instead a 
corporate pattern of maintaining family con- 
trol while dispersing stock ownership 
among thousands of small — and powerless 
— shareholders. This was in contrast to the 
strategy of many Philippines tycoons. 

Soriano apparently had seen his role as 
the new. patriarch who would quickly re-es- 
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tablish the glorious days of the family’s 
hegemony in the firm. This was evident a 
few months after the EDSA revolution 
when he undertook a scheme to purchase 
the 33.1 million shares, representing 31% of 
SMC equity, held by the formerly Cojuangco- 
controlled United Coconut Planters Bank 
(UCPB). According to Soriano’s staff, the 
move was intended to restore stability 
quickly in the company after Cojuangco 
fled. According to del Rosario, the scheme, 
which he was implementing, was intended 
“to stop a dissipation of corporate fun 


The Soriano ownership web 
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during that unsettled period because of the 
void left by Cojuangco in terms of corporate 
control. 

That may have been a laudable objective, 
but Soriano grossly misread his family’s in- 
fluence with the Aquino government as well 
as the new role of public opinion. Details of 
the transaction uncovered by the local press 
in 1986 showed that the purchase of the 
shares would be to Soriano’s account, and 
that the 2500 million downpayment for the 
P3.3 billion purchase was raised through a 
loan collateralised by shares in SMC's Hong- 
kong subsidiary, Neptunia Corp. The rest of 
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tizos are somewhat of a dying race." 


a Jonathan Friedland 


the funding apparently would have been 
raised through the sale of company assets, 
with control of the shares placed solely with 
the Soriano family. This was kept secret 
from the government, which controlled the ` 
company through shares it sequestered 
from Cojuangco firms representing 15.5% of 
the SMC equity. 

Public disclosure of the details of 
Soriano's attempt to use company assets to 
regain board control of the firm — which 
would also have allowed payment, in the 
chaotic conditions of that period, to flow to 







Cojuangco — prompted the government to 
sequester the UCPB shares. It triggered a 
spate of suits and counter-suits that have so 
far prevented not only any move by the 
Soriano family to buy back the shares it had 
sold in 1983 to Cojuangco but government 
plans to sell the sequestered shares. . 
Soriano's blunder in the so-called Nep- 
tunia transaction has also moved control of 
the firm further from the family's hands. 
The company's share prices has since 
moved from the P100 a share price set for 
the transaction to a current P211. In the 
three years since the government froze the 
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shares to await the results of legal suits, 
other business groups have amassed war 
chests big enough to bid for those shares 
when the government implements its stock- 
dispersal programme. 

Discovery of the Neptunia manoeuvre 
made the Aquino government suspicious of 
Soriano's intentions so it appointed as its 
representatives on the SMC board per- 
sonalities such as UCPB president Ramon Sy, 
Ateneo University College of Law dean 
Eduardo de los Angeles and Credit Informa- 
tion Bureau president Jaime Ladao — all of 
whom apparently shared the view that the 
Sorianos were not only scheming to regain 
complete control of the firm but have been 
unfairly benefiting from deals between SMC 
and Soriano-owned firms. 

While directors Sy and Ladao were re- 
moved from the board at the 18 April stock- 
holders’ meeting, the government's inten- 
tion to keep close watch over the Sorianos 
was signalled by its increase of government 
nominees from nine to 10, the retention of 
de los Angeles and the appointment of pre- 
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sion by 1983 and moved to liquidate his 
holdings in the Philippines through a two- 
step process. 

First, the sale of the Soriano shares to the 
Cojuangco group at P50 a share, when the 
market price was P28, generated about 
P1.7 billion for the family. Part of this was 
used to settle the debts of their holding com- 
pany, A. Soriano Corp. (Anscor), much of 
which had been incurred when Andres 
Soriano, Jr bought the shares from his 
brother. The rest allegedly was used for the 
Sorianos’ expansion of their investments 
offshore. 

The second step in the plan involved the 
consolidation of Soriano holdings in their 
ancestral homeland of Spain, particularly in 
Spanish firm San Miguel, Fabricas de 
Cerveza y Malta, in Lerida. A REVIEW recon- 
struction of the process indicates that in the 
late 1960s, the Sorianos gained a 3076 stake 
in the Hongkong-based San Miguel Interna- 
tional, previously 100% owned by SMC, as a 
result of a new stock issue to which the 
Manila parent had waived its rights. That 
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sidential legal counsel Adolf Azcuna to the 
board. 


everal of the government nominees" 

antipathy towards the Sorianos 

stems from their perception that the 

Soriano family struck their deal with 
Cojuangco in 1983 as part of an overall plan 
to quit the Philippines entirely. This appears 
. to have been the Soriano family's strategic 
error, brought about partly by the elder 
Andres Soriano’s failing health and partly 
_ by a misreading that the Marcos regime 
would survive unchanged for the rest of the 
. decade. 

Indeed, the elder Soriano's brother Jose, 
in the early 1980s, reportedly tired of the 
Marcos regime, and was the first to decide to 
.. quit the country. Andres Soriano, Jr how- 
ever, chose to stick it out, buying at a high 
premium his brother's shares. However, 
- based on various interviews by the REVIEW, 

he seems to have reversed his earlier deci- 


P 


Source: Company reports 


30% proved to be an important asset as, in 
1983, the Sorianos swapped it for SMC's 30% 
holding in the Spanish firm. 

Control over the Spanish firm has been 
important for the Sorianos: the firm holds 
the trademarks that cover European mar- 
kets, and has blocked SMC from exporting its 
products to Europe. This was the subject of 
heated discussion in SMC's board in October 
1988, which ended with Soriano telling the 
board that SMC cannot export its beer to 
Europe unless it “buys the trademark from 
SML [San Miguel Lerida] or come into some 
form of agreement with them." 

Soriano refused to be interviewed for this 
article. SMC’s corporate communications of- 
fice, however, answered a list of questions 
submitted by the REVIEW. According to that 
office, the answers were cleared by Soriano. 
In the firm's responses, it confirmed that "in 
April 1983, following a strategic review of its 
international operations, SMC rationalised its 
foreign investments and divested its hold- 
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ings in Papua New Guinea, commenced di- 
vestments in Indonesia, and sold its minor- 
ity interest in the Spanish breweries.” 

SMC also pointed out: “The transaction 
regarding the Spanish breweries was ap- 
proved by the boards of Neptunia and SMC 
in May 1983. In response to inquiries made 
after 1986, the SMC board was subsequently 
given a full briefing on this transaction." 


his, however, is contradicted by in- 

formation contained in SMC's 

board minutes. The minutes of the 

11 August 1988 meeting point out 
that the board's executive committee had re- 
ferred de los Angeles' request to inspect 
board minutes that would explain the sale of 
the Spanish breweries "to the [firm's] Gen- 
eral Counsel for legal opinion." De los 
Angeles told the REVIEW that so far SMC 
management has refused to provide the 
documents he had been requesting. The 
board had also agreed to "keep the Ler?- 
matter an open matter and for off-board : 
cussion." 

According to de los Angeles, "what 
would enlighten the situation is the disclo- 
sure by the Sorianos of the valuation of the 
shares undertaken by the New York ac- 
counting firm Peat Marwick." Former SMC 
finance chief del Rosario, however, claims 
that the swap was value for value, though 
he emphasises that he had not seen the 
evaluation. 

De los Angeles' probings into the Lerida 
question actually reflects a new constraint 
on the Sorianos' businesses. For decades, 
the Sorianos' earnings have not been solely 
from dividends from sMC, Atlas Mining, 
and its other firms. A substantial chunk of 
the group's earnings had been through 
transactions by Anscor firms with the two 
major companies, either through suppliers' 
contracts or service fees. More than half of 
the Anscor group's earnings in the past 
were from hefty management fees impx ` 
on SMC, Atlas Mining, Atlas Fertiliser 
Phelps Dodge Philippines. This revenue 
source has contracted: the compromise with 
raider John Gokongwei involved the termi- 
nation of the SMC management contract 
while Cojuangco in 1983 took from the 
Sorianos their international suppliers’ con- 
tracts. 

Government representatives in SMC have 
been intent on making sure that Anscor 
firms do not gain undue advantage in busi- 
ness deals with SMC, which has prompted 
Anscor officials to claim that their firms are 
in fact now being discriminated against. 

Still, despite its slipping control of SMC 
and Atlas Mining, last rites for the Soriano 
empire in the country are premature. 
Soriano III has pulled off a brilliant move in 
developing a new base of stockholder sup- 
port in the company with the implementa- 
tion of an employee stock purchase plan that 
would involve nearly 3% of the company's 
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» breach in the Soriano family's 
^ walls around copper producer Atlas 
P . Consolidated Mining, which it has 
-... controlled since 1954, came through an un- 
-expected source — the successful bid on 31 
d March by the Alfredo Ramos-led Convoy 
= Consolidated Holdings for the 3.8 million 
= Atlas shares held by smc, headed by Andres 
- Soriano II. 

That block of shares, representing 4.5% 
of the equity, would have taken at least two 

- months to accumulate in the stockmarket, 

Se and at a higher price than the winning 

9,88 bid as Atlas shares have since moved 

62. 

HE “The capture of those SMC holdings 

= ‘boosted the Convoy Consolidated stake, ac- 
“cumulated over the past two months, to 
(22.75, dwarfing the Soriano companies 
9.7%, It also created a major psychological 
- impact that rallied many Atlas corporate 
_. shareholders, especially stockbrokers who 
:.: held a major block of the shares, around the 
E Ramos takeover bid. 
|. o ER was at that point, Ramos told the 
REVIEW, that they decided to shift their goal 
from, at best, the capture of four seats on the 
<- 11-man Atlas board (REVIEW, 16 Mar.) to a 
- full-scale assault on the Sorianos' prized 
| company. 
cc. “The loss of SMC's shares in Atlas was not 
us simply an accident nor just the Ramos 

— group's good fortune: it reflected the dif- 
ficulties the Soriano clan has been facing 
and, more importantly, the clan’s weak- 
nesses under siege. 

EL Government directors in SMC had in- 
sisted at a December 1988 board meeting 
that instead of incurring debts for its ambiti- 
ous expansion programme, the company 
should sell the Atlas shares. SMC chairman 
and Atlas Mining vice-chairman Andres 
Soriano III apparently was unable to dis- 
suade the board members from doing so, 
and was himself convinced that the value of 
the Atlas shares, at P36 a share at the time, 
would rise no further. 

The SMC board decision, however, had 
been kept secret, and. the Ramos group 
was informed of the meeting only on 29 
March, two days before the bidding. How- 
ever, a government director of SMC, who 
was critical of the Sorianos' control of the 

. brewery firm itself and who had felt that the 

^. Sorianos had unfairly kept under wraps the 
decision to sell the shares, leaked it to Ramos 
the day before. The one-day advanced infor- 
tion proved crucial as the Ramos camp 
able to arrange with their banks both 


ie required bond and the payment 










1e battle for Atlas 


for the P230 million block of shares. 

Soriano's inexperience in the stock- 
market, his error in valuing the shares of the 
company his family controlled, or his offi- 
cers' gross underestimation of the Ramos 
takeover alliance, proved to be disastrous. 

Either because the Sorianos were certain 
that the Ramos group would not be able to 
participate in the bidding, or because of a 
major miscalculation on the valuation of 
Atlas shares, the bid the Sorianos tendered 
was well below the Ramos group's, at 
£55.30 a share. 

The Sorianos' bid price led the Ramos 
group to suspect that Atlas had struck a 
sweetheart deal with Mitsubishi Metals 
Corp., as the Japanese firm bought on the 
same day P50 million worth of Atlas shares 
— allegedly sold by a Soriano affiliate to gen- 
erate funds that could be used to buy more 
shares — at an even lower price, P45.34 a 
share. That purchase, coming at a time 
when most analysts saw that a battle for the 
control of Atlas was in full swing, boosted 
Mitsubishi Metals’ stake from 5.5% to 
8.67%, a block of shares that presumably 
would be voting for the Soriano nominees 
on the board. 
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[55-year-old Ayala unveils expansion plans 


Vintage stock 


along with brewer San Miguel, the 
bluest of Filipino blue-chip com- 
panies, these are the best of times. 
Urban real estate holdings, the core of a 
P4.36 billion assets business empire that has 
outlasted two colonial eras, two world wars, 


F or the 155-year-old Ayala Corp., 


the Marcos years and the EDSA “people | 


power” revolution, are skyrocketing in 
value. Manila's Makati business district, 
which Ayala conjured up out of scrubland 
in the early 1960s, is at the centre of a real es- 
tate renaissance fuelled by local and offshore 
money. Ayala's élite housing develop- 
ments, such as Forbes Park and the 
eponymous Ayala-Alabang are like expen- 
sive wines — becoming more sought-after 
as they grow older. 

Food manufacturing, banking, export- 
oriented electronics assembly and insur- 
ance, which form the balance of the Spanish 
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It was subsequently disclosed at t 
April stockholders' meeting that Atla 
ing had signed an agreement with | 
subishi Metals committing the mining i 
to supply the Japanese company 4 
130,000 tonnes of ore from April this ye 
March 1990. ss 
In the event, the Ramos group's di 
22.7% stake was only enough to win thre 
11 board seats after a long proxy co: 
Eight incumbent directors, includin 
who supports Sorianos ’ challengers, w 


aes that many y of the proxies it 
icited have been invalidated. 

A separate vote also reaffirm 
management contract over Atlas 
yielded P150 million to Anscor last ye 
was the main target of the Ramos, gro U 
tack on the the board. - 

After the 26 April celis: Ramos. o 
the REVIEW: "It's obvious that the Soriano 
strategy is to dig in for a legal battle, wh 
would say is a good one, since they can. 
charge the legal fees on Atlas and even ifwe 
win [in court], it would take years." e 

However, even if the Ramos group. fails 
in its takeover bid, a major dent has been: 
made in the Soriano empire. The entire af- 
fair has exposed its vulnerability and weak- 
neses to stockbrokers and other business 
groups enriched enough by the stockmarket 
and overall business boom to set their sigh 
on the now-profitable Atlas Mining.: o = 
" eec Tiglao 
























mestizo-owned and operated Ayala gro 
are also booming in response to the Philip- 
pines’ consumption-led recovery. The 
group, and most of its individual con 
nents, have just turned in. record. 
1988 and look set to do the same in 
Further, Ayala's 995 milli 
but an estimated 5% of wl 
the controlling Zobel family, group 2 
and long-term allies such as Mi 
Corp. and local retail giant Henry $ 
trading at close to P20 a share, double th 
value of a year ago. Shareholders’ e 
had already increased substantially in : 
rising from P2.68 billion to P3.37 bilio: 
Ayala's impressive 44.1% increz 
consolidated net profit to P743 mi 
1988 represents an affirmation 
tious management style adopt 
Zobel de Ayala since becoming chair 
September 1983. Taking control after 


BUSINESS AFFAIRS 


a 


family spat which saw his more flamboyant 
elder cousin Enrique Zobel step down as the 
Philippines exploded into turmoil, Zobel de 
Ayala’s less aggressive approach to growth 
befitted the uncertain tenor of the times. 
“My first decision was to keep the com- 
pany on an even keel and out of debt," ex- 
plains the patrician, soft-spoken Zobel de 
Ayala whom many analysts feared would 
be too ineffectual to steer Ayala through 
troubled times. His other key early deci- 
sions: to stick with the Philippines rather 
than shifting family assets offshore and to 
keep as low a profile as possible for the com- 
pany during the turmoil that followed. 
Üpon taking charge, Zobel de Ayala 
hived off a handful of poorly 
performing assets, sold the 
group's international operations 


magnates as Sy, National Bookstore owner 
Alfredo Ramos, and industrialist-developer 
John Gokongwei and even the Soriano 
family — the Zobel cousins who, among 
other things, control the rapidly expanding 
San Miguel — Ayala appears to have been 
slow in gauging the changing cir- 
cumstances. Only in the past few months 
have Zobel de Ayala and his deputies, in fits 
and starts, unveiled expansion plans aimed 
at capitalising on a recovery now well under 
way. 
“Now that the process of transforming 
our corporate structure is complete, we in- 
tend to become leaders in each area of our 
operations,” says heir-apparent Jaime Au- 


Ayala Corporation financial history 


E oni : P '000 1984 1987 1988 
o his estranged cousin, an ar Tey SERES" OEE A 

Revenue 828,909 974,506 1,408,981 
brought down gearing ratios ^ wetincome 335256 - 515616 — 743092 
that were already modest by EP) |— 02 052. 075 
local standards. He moved to . Emus — — 


rationalise the management and 
control structure of the group's 
36 operational affiliates and subsidiaries. In 
doing so, he strengthened the role of a 
handful of lieutenants including his two 
sons, Jaime Augusto, now in charge of 
group strategic planning and Fernando, 
who plays a similar role at group real estate 
subsidiary Ayala Land. 

This process culminated in April 1989 
with the devolution of Ayala Land, the 
source of 60% of Ayala's P1.4 billion in rev- 
enue. The restructuring has left Ayala Corp. 
as a holding company that will confine its 
role to reeling in dividends and to plotting 
the group's strategic direction. It also makes 
Ayala one of the Philippines' simplest busi- 
ness groups to understand, a contrast to the 
tortuous, tax-driven structure of many local 
family empires. 

The challenge now facing Ayala, accord- 
ing to corporate analysts, is to moderate the 
conservatism which has governed its be- 
haviour under Zobel de Ayala to take great- 
er advantage of the Philippines' vastly im- 
proved economic climate. "They have no 
loans on their balance-sheet: isn't that a little 
bit anachronistic in this place and time?" 
asks Roberto Lorayes, head of local brokers 
Barcelon, Roxas Securities. 

— Indeed, unlike such Filipino-Chinese 
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gusto Zobel de Ayala. “But first we had to 
get the structure right. That took four 
years.” 

Ayala does not have too far to go. Cur- 
rently its 43%-owned Bank of the Philippine 
Islands (BP!) is the country's largest bank in 
terms of consolidated assets. The 73%- 
owned Purefoods Corp. is the leading meat 
processor and is fourth in poultry produc- 
tion. Two of Ayala's three insurance com- 
panies, Filipinas Life Assurance and FGU 
Insurance are, respectively the third-largest 
life insurer and the largest domestic under- 
writer of fire and motor policies. Its 80%- 
owned Integrated Microelectronics Inc. (IMI) 
is the Philippines' top integrated circuit sub- 
contractor. And, of course, there is real es- 
tate, much of which was accumulated for a 
song during the Spanish era and is held on 
the books at cost. 

Ayala appears to be expanding with 
most alacrity to its two current strengths, 
real estate and food processing, and 
to one area with great future promise, 
information technology. Where prospects 
are tougher, such as financial services, 
Ayala is concentrating on safety rather than 
yield. 

This is a pronounced trend at BPI, long an 
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insurance 
& banking 





FGU Insurance Corp. 
(84%, property, casualty) 
Filipinas Life Insurance 
(79%, life insurance) 
Universal Reinsurance 
(83%, reinsurance) 


elitist lender to transnational companies 
doing business in the Philippines, which 
changed its character slightly and doubled 
its assets with the purchase of retailer Family 
Bank in 1984. While acknowledging strong 
pressure from similarly sized competitors 
Far East Bank and PCI Bank, BPI president 
Xavier Loinaz contends that a costly retail in- 
vestment programme has already left BPI 
well positioned to capitalise on its already 
strong earnings. Ayala’s three insurance 
companies which, except for Universal 
Reinsurance, tallied improved gains last 
year are still being repositioned to make the 
most of strengthened demand. 

Ayala’s most ambitions plans are on the 
real-estate front. The four main 
projects under way include a re- 
novation of the flagship Makati 
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1989" 
TIP Commercial Centre, the con- 
'924 000 struction of a 400-ha industrial 
080 estate at Canlubang and a new 


upper-income housing devek 
ment at Las Pinas, both south 
Manila, and an effort in conjunc- 
tion with the Sorianos and the Hongkong- 
based Kuok family to replicate the success of 
Makati in the centre of Cebu City. Together 
these projects will cost P7-10 billion, not all 
of which will be borne by Ayala. To help fi- 
nance the housing development at Las 
Pinas, Ayala in February floated P375 mil- 
lion in shares in a new subsidiary called 
Ayala Property Ventures Corp. 


oon after, the group announced a P1 

billion expansion of Purefoods. The 

P2.16 billion sales company will use 
its internal resources and may modestly bor- 
row to double the size of its poultry opera- 
tions, to expand by half its tuna canning and 
meat processing output and to build a P.450 
million flour milling plant that aims to cap- 
ture 7% of the domestic market. 

The third major thrust — in information 
technology — is more of a risk for Ay; 
based on the less than sparkling rest... 
turned in to date by its affiliates. Circuit 
board and disk drive component assembler 
IMI squeezed out a modest profit increase on 
lower operating income in 1988. 

Ayala is also attempting to create a mar- 
ket in software programming for export 
through the creation in April 1989 of a joint 
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Batangas Bay Carriers 
(60%, cargo) 
Davao Insular Hotel Co. 
87%, hotel 





Ayala Systems itt 
(50%, computer software) 
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E venture with Mitsubishi called Ayala Sys- 


2 tems. A final area of hi-tech expansion will 


be via the corporation's 29% stake in Globe 
Mackay Radio and Cable Corp., provider of 


a telex services. 


. Being viewed as stodgy is a recent deve- 
pment for Ayala, a company best known 
ere for the audacity of its real-estate deve- 
opments. Formed from a partnership be- 
veen Spanish land-owner Domingo Roxas 
hisemployee Antonio de Ayala who to- 
> gether in 1834 set up a crude distillery, Ayala 

- for its first 100 years engaged in farming, 
mining, a bit of manufacturing and the oper- 
ation of trams. 

Ayala's thrust into real estate came in the 
post-war era, when it built an élite residen- 
tial development called Forbes Park, at that 
time virtually in the middle of nowhere, and 
created — in the 1960s — the adjacent city of 
Makati, now indisputably the hub of Philip- 
pine business. 

The hallmarks of Ayala projects were 
d planning, high construction quality 





and a retention by the corporation of com- 
mercial land area. 

Unlike other mestizo firms which failed 
to adapt, Ayala was converted from partner- 
ship to corporation in 1968 and simultane- 
ously handed over control to the younger 
generation, led by Enrique Zobel, a gruff, 
charismatic character. Zobel used the wealth 
generated by the construction of housing for 
the rich to diversify into manufacturing and 
hi-tech ventures such as Purefoods and MI. 

Although Zobel managed to orches- 
trate steady growth and huge profits, ac- 
quisitiveness eventually led to his downfall. 
In 1983, he attempted to seize control of San 
Miguel from his ailing cousin Andres 
Soriano Jr. Rebuffed by San Miguel's board, 
Zobel sold Ayala’s then substantial brewery 
stake to Marcos crony Eduardo Cojuangco 
and, soon after, stepped down from 
Ayala. Two years later, he resigned as chair- 
man of BPI to pursue independent invest- 
ments, often in concert with the Sultan of 
Brunei. 
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_ Ayala seeks partners for building projects 





: uu the Ayala Group is embarking on a 


ee fter four years of modest expansion, 


«COL M. series of major real estate projects. 
-Ranging from a multi-billion peso renova- 
- fion of Ayala's flagship Makati Commercial 
~~ Centre (MCC) to the construction of a 400 ha 
"industrial park south of Manila, group sub- 
sidiary Ayala Land is reasserting itself as one 
of the Philippines' highest profile develop- 
ers. 
nlike the past, the company will share 
' equity in its undertakings from the 
start. It is also focusing more on commercial 
than residential development, a change 
— from the past five years when the group 
= concentrated almost solely on less risky 


.—. upper income residential estates. 
- . Ayala plans to hold on to many of the 


pE buildings it completes. Its transition from a 


x _. developer that leases land to building own- 
— ers to full-scale landlord is designed to bols- 


| -ter the group's already formidable recurrent 


income stream, 60% of which is derived 
"from real estate-related activities. 


o These moves reflect the changing nature 
of the urban property market in Manila. The 

- economic recovery has combined with the 

~ growing aggressiveness of Filipino-Chinese 
=. developers backed by Overseas Chinese 
—- money to foster an exponential increase in 
- Manila land values. Vacant Makati commer- 
— -; dal lots that were valued in 1987 at P4,000 a 


ome, are now valued at P32-35,000 a m? ac- 
cording to Jesus Nugui, an assistant vice- 


Sharing the risk 


president at valuers Asian Appraisals. 
While this has boosted the value of Ayala's 
holdings — it owns 70-75 ha in Makati alone 
— it has also made the cost of developments 
far more expensive. 

While other developers might use 
S eting asset values to leverage their 
balance-sheets, Ayala “would rather share 
equity than borrow,” says Ayala Land presi- 
dent Francisco Licuanan. For the develop- 
ment of a 44 ha, mixed use complex in the 
centre of Cebu City, Ayala late last year en- 
listed the help of its 43%-owned subsidiary 
Bank of the Philippine Islands (BP), A. 
Soriano Corp. (Anscor) and Hongkong- 
based magnate Robert Kuok. Ayala, to- 
gether with BPrs Santiago Land Develop- 
ment, put up 44.28% of the P550 million 
needed to purchase the golf course prop- 
erty. It will also design and develop the pro- 
ject, which will indude a majority Kuok- 
owned and managed Shangri-La Hotel. The 
Cebu project is Ayala's first major develop- 
ment outside the Manila area. 

Similarly, in the still embryonic develop- 
ment of 400 ha south of Manila at Can- 
lubang, Ayala will share equity with Japan's 
Mitsubishi Corp., former owners of the 
property, the Yulo family, and perhaps one 
other Japanese corporate partner. Can- 
lubang is Ayala's first major venture into the 
construction of an industrial estate, and ap- 
pears to reflect a high degree of confidence 
that investment will pick up steam. 
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While Enrique Zobel left Ayala in 
lent financial shape, especially given the 
state of the Philippine economy, and - 
cessfully fended off the depredations of 
Marcos gang, his self-effacing cousin 
still moved to batten down the hi 
Long-term debt, which had grown 
P49 million in 1978 to a still modes 
million by 1983, was pared to ha 
amount by 1984. New investments, 
for the purchase of Family Bank 
completion of real estate developme 
ready under way, were put. L 
For the remaining five years until h 
tires at 60, Zobel de Ayala says th 
to rebuild the group's international presence 
and to expand Ayala's development reach 
further into the provinces. He also main- 
tains that Ayala should use its expertise to 
provide lower cost housing, for which there 
is great demand and little supply, a situation 
the Philippines' premier developer has 
neverattemptedtoease. ^^. ^77 5 0. 
a Jonathan Friedland 









The trend towards equity sharing is mc 
pronounced in the planned development of 
158 ha in Las Pinas, bordering Ayala 
Alabang, a 670 ha upper-income develop- 
ment south of Manila. Thirty-four ha of the 
Las Pinas property is owned by Ayala Prop- 
erty Ventures Corp. (APVC), a group sub- 
sidiary which has applied for a listing on t 
Makati and Manila stock exchanges. 

Some 375 million shares in APVC we 
floated in February, with the price movin 
almost immediately to a 50% premium 
While all but 75 million shares went 
Ayala-related companies, brokers say, the - 
flotation is the most telling indicator yet that _ 
Ayala will in the future be sharing more 
the risks and the rewards of its core busin 
with outside investors. n 

Ayala's magnanimity does not exten 
however, to the renovation of the MCC an 
the adjacent Greenbelt complex. The refur 
bishment of the prime 38 ha shopping pl. 
is likely to be financed entirely from inter 
resources, according to Licuanan. The eight 
year programme, which was under way las 
year and will cost an estimated P20 
million annually, aims to turn the Mi 
a sprawling 1960s suburban mall into 
of-the-art urban shopping plaza more 
to the city that has grown up around it. 

Completion of the MCC renovation : 
also mean a vast increase in rental inco 
for Ayala. Apart from the four main stores 
which have 48-year leases, and the twi 
existing hotels — one of which is owned 
Zobel family holding company Merma 

— most of the buildings in the MCC w 
long to Ayala. Provided the economy: 
up, this will help Ayala to start on the lo 
awaited final phase of Makati — the de 
lopment of the 7 ha Ayala "Triangle" at 
centre of the business district. —— — ^. 

m Jonathan Friedl: 
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ECONOMIC MONITOR: MALAYSIA 


Still on track 


f the Malaysian economy is growing 

more slowly this year, as Bank Negara 

(BN, the central bank) says it is, then 

few people have noticed. A quarterly 
survey by the semi-official Malaysian Insti- 
tute of Economic Research (Mier) showed 
that a representative sample of 120 com- 
panies reported an improvement in busi- 
ness conditions during the first quarter of 
this year. 

The fourth quarter has usually seen 
slower growth in Malaysia, so a rebound in 
the first quarter of the next year is to be ex- 
pected. However, the survey found that 
54% of the companies reported strong sales, 
compared with 48% the same quarter last 
year; and 44% of the companies said they 
were operating at 80-100% of capacity. 

Miers survey also showed a fall in 
stocks as sales outstrip production. New 
export orders have declined slightly but 
domestic demand is picking up at a faster 
rate, confirming the view of many 
economists that the engine of growth is now 
domestic consumption rather than export 
demand. 

Investment in new plant and equipment 
is growing faster than in 1988, includ- 
ing the electrical and electronic sector 
which experienced a bit of a downturn 
in the previous quarter. About 3096 of com- 
panies in this sector are running at 80-100% 
of capacity and nearly half of all companies 
are reporting increased investment in 
capacity. 

Mier concludes that the Malaysian econ- 
omy is still on track to achieve its forecast 


real GDP growth of 7.1% this year. This is 
slightly more bearish than BN's economists, 
who are projecting 7.3%. 

The balance of payments will remain in 
surplus. BN projects a 10.5% increase in mer- 
chandise exports and a 22% increase in im- 
ports, which will lead to a smaller surplus of 
some M$12 billion (US$4.45 billion) in the 
merchandise account and M$1-1.5 billion in 
the overall current account in 1989. Mier is 


Factories working harder 
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41-60% 61 81-100% 
Capacity utilisation 





0-40% 
Source: Mier 


forecasting a current-account surplus of 
M$900 million. 

Both forecasts may prove too pessimistic, 
especially because of the big rise in prices in 
the mining and quarrying sector. The price 
of tin — though a less important part of 
overall commodity exports now than 10 
years ago — is 40% higher than BN's forecast 
for 1989. Petroleum, meanwhile, is trading 
at prices 3776 above forecast. If production 
remains at planned levels, total exports will 
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be boosted by some 5% with these price in- 
creases and the current-account surplus will 
be around M$4-4.3 billion. 

Much will depend on the value of the 
local currency against the US dollar. After 
several months of decline — caused largely 
by an outflow of money seeking higher de- 
posit interest rates in Singapore — the 
ringgit has strengthened to around M$2.65- 
2.68:US$1 from a low of about M$2.75. For- 
eign-exchange dealers have attributed the 
rise to large purchases of the local currency 
by the oil companies, who have been paying 
their tax bills, and a lot of short-sellers taking 
profit. 

In an effort to bring interest rates up « 
reduce the outflow of funds to Singapore, 
BN has been soaking up liquidity in the 
money markets for months. Unfortunately, 
the oil company payments have been used 
by the accountant-general's office to pump 
some M$1 billion into the money market, 
which has had the effect of lowering inter- 
bank rates and undoing most of BN’s good 
work. Three-month money is now down to 
5.7% and even that rate is being propped up 
by the central bank. 

Some foreign-exchange dealers believe 
that itis only because of continued large pur- 
chases of ringgit by exporters and the clos- 
ing out of speculators against the currency 
that the ringgit has not been pushed back to 
the M$2.75 level. The move by the accoun- 
tant-general is almost a re-run of a similar 
cash injection in late 1986, which also under- 
mined BN's control of money-market move- 
ment. @ Nick Seaward 
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ANT Telecommunications [1] 


ANT Nachrichtentechnik. GmbH is 
one of the leading companies in the 
telecommunications sector, with ac- 
tivities in multiplex systems, telecom- 
munication cable systems, microwave 
systems, space communications sys- 
tems, special communications systems 
and audio systems. We have about 
7186 employees engaged in planning, 
developing, manufacturing and mar- 
keting telecommunications equipment 
and systems for both the home market 
and export. 





Atlas Consolidated Mining 


LORS 
ANNUAL 
REPOKT 





Atlas Consolidated Mining and Deve- 
lopment Corporation operates one of 
the largest copper mines in Asia, and 
also a gold mine. 


The high copper prices in 1988 and 
1989, coupled with strong and prudent 
management, have caused Atlas 
Mines shares to be actively traded in 
the Philippine and American Stock 
Exchanges, in recent months. 


Exploration work is aggressive. Inte- 
grated mining operations provide its 
own power and a steel foundry for 
mining applications. Atlas was 


founded 1953 and employs over 15,000 people. 





Banque Internationale A Luxembourg S.A. 


At its meeting of 16 March 1989, the 
Board of Directors of Banque Inter- 
nationale à Luxembourg adopted the 


| balance sheet and the profit and loss 


account for the business year 1988. 
The 132nd business year of B.I.L. 


i closed with an increase of 13.1% ofthe 


balance sheet total which amounts to 


^H 418.3 billion francs. 


After allocations to provision and de- 
preciation accounts, net earnings 
showed an increase from 1,094 million 
francs to 1,416 million francs 
(+29.4% ). The General Meeting will 


be asked to decide on the distribution of a net dividend of 500 
francs against 430 francs for the previous year. 


BFCE stands among the main French 
banks in providing to internationally 
oriented firms a full rang of financial 
facilities and services, ranging from 
corporate lending or trade financing to 
treasury products and equity financ- 


ing. Through its presence in the 
world's largest money centers, BFCE 
is an active participant in currency or 
interest rate hedging as well as in all 
other treasury activities. In 1988, its 
balance sheet reached USD 43 billion. 
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Integrated Information Systems 
Sales in 1988: 31,547 MFF 
Present in 90 countries worldwide 
R & D: over 1196 of total sales 


Firmly established in Europe and the 
United States, Group Bull is among 
the world's ten leading companies in 
its sector of activity. With its com- 
prehensive product line ranging from 
micros to mainframes, Bull offers open, 
interactive data processing systems 
complying with international norms 
and integrating the major standards. 


CSX Corporation, with assets of $13 bil- 
lion and 1988 revenue of $7.6 billion, is an 
international transportation company 
which offers rail, container shipping, 
barging and trucking services, and has 
interests in real estate, resorts and tech- 
nology. 





The Elec & Eltek Group 





The Elec & Eltek Group is a well-estab- 
lished electronic manufacturer. Apart 
from being one of the leaders in printed 
circuit boards manufacturing in South 
East Asia, the Group also engaged in 
OEM assembles, manufacture of compu- 
ter grade switching power supply and 
data communication equipment. 


The Group's manufacture facilities are 
situated in Hong Kong and Thailand 
which provide a total manufacturing 
space of 400,000 square feet. The total 
area will be increased to 700,000 square 
feet towards the end of 1989 when the 
construction of the last two phases of the 


Group's Thailand plant and the first phase of the PRC plant are 


completed. 


société nationale elf aquitaine 





The above figures are based on currency rates at Dec. 31, 1988. 


[s] 


ELF AQUITAINE is headquartered 

in France and ranks among the top 30 

industrial groups worldwide. 

Its businesses cover three major areas 

of ne oil and gas, chemicals 

(ATOCHEM) and pharmaceuticals, 

bio-industries and beauty products 

(SANOFI). 

Consolidated financial results for 1988 

were: 

— Sales: $21.1 billion 

— Funds gemens from operations 
Uy of exploration written off): 

3.3 billion 
— Capital investment: $4 billion 
— Netincome: $1.2 billion 


















Federal-Mogul 
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GM Hughes Electronics 


Hang Lung Development Company 


cessing, department stores and car park operations. 


HANG SENG BANK LTD. 12 


Federal-Mogul Corporation, head- 
quartered in Southfield, Michigan, is a 
manufacturer and worldwide dis- 
tributor of products ranging from pre- 
cision parts for the transportation, 
farm equipment, construction and 
manufacturing industries to aerospace 
and electronic components. 


Shares of this billion-dollar corpora- 
tion are traded on the New York and 
Pacific Stock Exchanges. 


[10] 


“GM Hughes Electronics (GMHE) is 
a world leader in advanced automo- 


j tive, defense and space electronics 


through its Hughes Aircraft Company 


| and Delco Electronics Corporation 


subsidiaries. 


Record earnings, revenues and profit 
margin were achieved for the third 
consecutive year in 1988. GMHE 
earnings increased 20% to $802 mil- 
lion in 1988, and revenues grew to 
$11.2 billion. The 1988 profit margin 
rose to 7.196 from 6.4% in 1987. Quar- 
terly dividends have been increased 


ial payout in 1986." 


[1] 


Hang Lung Development Company is 
one of Hong Kong’s leading property 
py e and investment groups. 
In its 1987/88 financial year the Group 
achieved a profit of HK$755.6 million 
on turnover of HK$3,429.5 million. 
Shareholder's Funds amounted to 
HK$6,094.3 million. 

Hang Lung's investment property in- 
terests are held within its subsidiary 
Amoy Properties Limited, a Hong 


"= Kong publicly listed company. 


The Grand Hotel Group is Hang 
Lung's hotel arm. Other major ac- 
tivities include restaurants, food pro- 






Hang Seng Bank Limited, which was 
established in 1933, became a member of 
the HongkongBank group in 1965. 
Hang Seng Bank is one of the largest 
locally incorporated banks in Hong 
Kong. Its consolidated assets amounted 
to more than HK$129 billion at 3lst 
December 1988 while the consolidated 
profit for the year then ended increased 
by 20% to HK$1,535.7 million (1987: 
HKS$1.279.7 million). It has a net'vork of 
116 branches and offices throughout the 
territory. 

Its role as a domestic bank has been 
strengthened by a high degree of 
automation and the continued emphasis 
on traditional good customer service. 
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Norfolk Southe 


Hong Kong Bank 











Nationale-Nederlanden NV 





The Hongkong and Shanghai Banking 
Corporation, together with its sub- 
sidiaries and associates, now ranks 
among the 30 largest banking groups in 
the world, with over 1,300 offices in 
some 50 countries and a staff of over 
52.000. Listed on the stock exchanges 
of Hong Kong and London, its shares 
are held by over 175,000 shareholders 
in more than 90 countries. 


Through the advanced communica- 
tions system which links its offices, the 
group provides a comprehensive range 
of banking and related financial ser- 
vices to customers worldwide. 


LVMH Moét Hennessy Louis Vuitton 
is the world's leading luxury products 
Group. Its prestige brands include: 
Dom Pérignon, Moét & Chandon and 
Veuve Clicquot Ponsardin cham- 
pagnes; Hennessy and Hine cognacs; 
Louis Vuitton luggage, leather goods 
and accessories; Christian Dior, 
Givenchy and Roc perfumes and 
cosmetics; Givenchy Couture. 


In 1988, the Group had sales of FRF 
16.4 billion and net income of FRF 2.0 
billion. 


Nationale-Nederlanden, | one of 
world's leading insurers with 25,000 
employees working in 22 countries, re- 
ported a 12% increase in profit and a 
1796 increase in revenue in 1988. 


The Group offers services in all types 
of life and non-life insurance, includ- 
ing professional reinsurance and other 
insurance related services. 

The executive board expects further 
improvements in profit and revenue in 
1989. 


Norfolk Southern Corporation, “The 
Thoroughbred of Transportation,” is a 


J Virginia-based holding company that 
ll owns all the common stock of and con- 


trols two major operating railroads, 
Norfolk and Western Railway Com- 
pany and Southern Railway Company, 


! and a motor carrier, North American 


Van Lines Inc. Increases in traffic, 


š higher revenue yields and cost reduc- 


tions resulted in record net income of 
$635 million in 1988. 
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EMEN Saab-Scania develops, manufactures 
1X and markets products in the “means of 
transport" sector: cars, trucks and 
buses, civil and military aircraft, mis- 
293 siles and satellites, as well as industrial 
automation. 
Consolidated sales of the Group 
amounted 1988 to SEK 42.5 billions 
and consolidated income to SEK 3.2 
billions. Pre-tax return on capital em- 
ployed was 19.4 per cent and the 
equity/assets ratio 50 per cent. 
For your own copy of Saab-Scania's 
ppor > 1988 Annual Report write to: Saab- 
Scania AB, Corporate Communications and Public Affairs, 
S-581 88 Linköping, Sweden. 
















Sun Hung Kai & Co. Limited 


Sun Hung Kai is a premier securities 
and commodities broker, and invest- 
ment house. The Company maintains 
offices in London, New York, Singa- 
pore, Tokyo and Manila. In 1988, 
shareholders’ capital increased by 
7.4% to HK$1.2 billion, and Group 
operating profit was HK$120.8 mil- 
lion. 

The Annual Report explains more 
about the Company and the vision for 
the future. 













Transamerica Corporation 





Transamerica Corporation’s mission is 
to be the premier provider of 
specialized financial and insurance ser- 
vices. In 1988, we achieved record 
operating earnings while consolidating 
our finance businesses into the na- 
tion's third largest independent fi- 
nance company. Our 1988 annual re- 
port details our corporate strategies 
and the issues and opportunities facing 
us. 
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Mr Samuel J. Atlee 
General Manager — Marketing & Sales 
Far Eastern Economic Review 
GPO Box 160, Hong Kong 


Please send me without charge or obligation the annual reports 
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A vital 


Communications 
tool for China 
traders 


ow you can 
have the 
China Telex 

and Fax Directory, 

the only directory of 

its kind available in 

the market. 








China Telex & Fax 
Directory is a vital 
communications tool 
for all China traders. 
Compiled from our | 
own database, it | 





provides the most 
comprehensive listing of up-to-date and accu- 
rate telex and fax numbers of all the significant 
organizations in China. Indexed in four ways, 
you'll find it easier and more convenient to use: 


1. Alphabetical listings of 
companies and organizations. 


|J. 2. Geographical listings of names 
and numbers. 


3. Numerical listings of telex numbers. 


4. Alphabetical listings of telex 
answerbacks. 





You can get this extremely useful book by simply completing the 
order form and sending it along with your payment to China 
Phone Book Co., Ltd., GPO Box 11581, Hong Kong. 


To: China Phone Book Co., Ltd., GPO Box 11581, 
| | Hong Kong. | 


| i Please rush me copy/copies of the China Telex and Fax I 
i Directory 1988/89 as indicated: 


Name: . 


RIELIITLSEISATlg 
| 





Company: — —— T adm AM PETS 
Address: =f S 


i 3 Ios I, D. UM TERR 
f O China Telex & Fax Directory 1988/89 
Price: Hong Kong — HK$150 + HK$ 10 for postage & packing 
Elsewhere — US$28.50 cinctuding airmail postage & packing) 
No. of copies — PII 2 z 
L]Ienclose. Jom — .. in payment thereof 
i (cheque payable to The China Phone Book Co. Ltd.) 
C I prefer to charge to my credit card (tick 
one): 






























È Amex] Diners |! MasterCard | | Visa |) 


i Card No: Expiry Date: __ 








E 





Signature: 3i ues ..., ROSTICTE 
| E. ak cues R p 


N The China Phone Book Co. Ltd. is a wholly owned subsidiary of Review Publishing Co. Ltd. 
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Nationale-Nederlanden is one of the world's 
leading insurers with 25,000 employees in 22 





f — Aruba countries. 
REVENUE AND. PROFIT 
Australia Revenue for 1988 increased by 179oto over 
f , DFls 20 billion and net profit increased by 
Belgium 12% to DFIs 787 million; — 
| Sizeable improvements in all classes of non- 
I Canada life insurance worldwide and favorable 
changes in currency exchange rates were key 
France factors in this positive development. 
I Life insurance premiums rose by 24%, but life 
Gror profits were depressed by substantial 


Professional reinsurance and investments and _ 
other activities made good progress. Favorable 
INCRE ASES movements in share prices and successful 
Indonesia 


investment in new business developments. S m 
PROFIT f Hong Kong 


investment management boosted share- 
holders’ funds to DFls 7.7 billion. Total assets 








Ireland stood at DFls 82 bilion at the end of 1988. 
Japan OVERVIEW OF RESULTS 
1988 1988 1987 
Malaysia Us 8 M. DF. M. DFi M. 
ann idea AAAA EEANN ATTA aiaa a ninaa 
7015 Premium income 14025  I1795 
04S — investment & other activities & G95 5411 
i The Netherlands Traean eaaa 
10063. Revenue 20120 17207 
3950  Netassers i 7 896 & 374 
394 Net profit 787 703 
MIMMAMNIIUNÓUPNATTTTHÁHIBHUHU HAMA SIPIIH Me HEP APO aii Litt t tiir 
f Per share of DFis. 2.50: 
AA n ATAA AANRAAI MAR BALA derer PH SHRIMP A THTUATUMHWB SU eaaet 
US$ DFIs, DFIs. 
3.19 Net Profit 5.38 Bak 
1.49 Dividend 2,79 i690 
p.40 Dividend as declared 2.850 Z5 
31.19. Shareholders fundas &2.36  — 52.15 





(adjusted For capital 
nrovemepnts) 


STRONG | Netherlands Antilles OT  Bchaage eusse 000000007 
REVENUE f Philippines Th DIVIDEND 
IX : e dividend for 1988 was set at DFIs 2 80 per 














we: į Republic of Korea shai: 
GROWTH ZA EXPECTATIONS FOR 1989. 
n | | Singapore Especially with the latest acquisitions in North 
America the executive board expects further 
Spain increases in revenue and profit. 


MORE INFORMATION 

Suriname If you would like to learn more about 

Nationale-Nederlanden, please ask fora an 
Taiwan ROC annual reportat o o 
aidi í - Nationale-Nederlanden, Johan de Wittlaan 3 
oir KU 2517 JR The Hague, The Netherlands 
| UNIV TIR HU tel: (70)581657 ——— 
j Uus or at one of our ed companies listed 

















fic esi the Pacifi ic area: i National Life Hoken, Tokyo: The Netherlands Insurance Company. 

arta; The Netherlands Insurance (Malaysia), Kuala Lumpur; The Netherlands Inst 

an Company, Singapore; Life Insura: :e Co. of Georgia, 
Merc aile Mi ital Toldings, Sydne 
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SHROFF 





Bucking political gravity 


utch journalist Karel van Wolfe- 

ren's new book The Enigma of Ja- 

panese Power argues that in the 

land of the rising sun, the buck 
does not stop anywhere. It just goes on cir- 
culating. If he is right, then the place in 
which it moves round is the Tokyo Stock Ex- 
change (TSE). Surely only in Japan can the 
untimely resignation of a prime minister 
cause the stockmarket not to drop but to 
spurt upwards. The Nikkei gained 1.3% on 
25 April, its third-biggest rise this year. 

Announcement of Premier Noboru 
Takeshita's political eclipse cleared some of 
" ir and made more likely the passage of 

iudget, which had been stalled by the 
parnamentary opposition. But political tur- 
bulence has not disappeared. 

Perhaps investors’ attention was else- 
where. Indeed, according to Bob Uchida of 
First Boston/CSFB, before and after 
Takeshita’s resignation, politics comprised 
no more than a 30% weighting in TSE invest- 
ors’ minds. 

Economics made up the other 70%. 
Which is why punters are waiting to see if 
the Bank of Japan (Boj) will raise the official 
discount rate (ODR) for the first time in nine 
years from its current level of 2.576. Like the 
main actor in a tortuously long noh drama, 
the central Boj has done a superb job prepar- 
ing the psychological ground for an increase 
in the rate. 

It is hard to remember a time when BoJ 
governor Satoshi Sumita was not admonish- 
ing his audience about growing inflationary 
pressure in Japan. 

™ ye upshot is that a 0.5% increase in ODR 
' — dhavelittle dampening effect on stock- 
market sentiment if it occurred this month. 
Some Bo] Officials have even privately 
suggested making a one-point rise in order 
to get all the bad news out of the way at 
once. This would have a much bigger effect 
on share prices for a while. However, ana- 
lysts think the market would soon bounce 
back and are even wondering whether the 
Bo} would then be able to lower the discount 
rate later in the year. 

Whatever the trend for the ODR, it is now 
a lagging, not a leading, indicator since the 
central bank began direct intervention in the 
money markets late last year. Even if its 
symbolic importance should not be under- 
estimated, a rise in the rate would not mark 
a historic shift in Japan's monetary policy. 
As long as the country enjoys a large cur- 
rent-account surplus and a strong domestic 
currency, the era of low interest rates will 
not end. Inflation is expected to rise a little 
this year (a likely 1.6% increase in consumer 
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prices compared with a 0.7% rise in 1988), 
mainly because of the imposition of a new 
consumption tax, but no economist in 
Tokyo is predicting that prices will spiral up 
out of control. 

If interest and inflation rates stay low and 
growth remains strong, the stockmarket 
could well see a renewed surge of confi- 
dence after an ODR rise. Then Shroff would 
be in an excellent position to win his bet wa- 
gered in January that the Nikkei index 
would see 38,000 by the end of 1989. It is al- 
most half way there already. 

u Nigel Holloway 


US closed-end funds 


% divergence from net asset value 


28 Oct. 88 21 Apr. ‘89 

1st Australian -17 -22 
Brazil -24 -47 
France -15 -12 
Germany -9 -13 
tst Iberian n.a. -15 
India -27 -26 
Italy -9 -19 
Korea +57 +82 
Malaysia -15 -15 
Mexico -34 





Open-end or closed-end, which to pre- 
fer? It seems a matter of fashion and timing 
is the key. The open-end Taiwan Fund 
(ROC), the daddy of the offshore funds in- 
vesting in Taiwan, has won agreement to 
convert to a closed-end fund to be quoted on 
the New York Stock Exchange with a name 
change to ROC Taiwan Fund. This will help 
resolve the rather odd situation in which an 
open-end fund, which is supposed to be is- 
sued and redeemed at net asset value (NAV), 
has, because of the restriction on foreign 
entry to Taiwan, traded in the informal mar- 
ket at up to 70% over NAV. Obviously the 
holders hope that the New York quote will 
give them a readier access to the premium. 
But will it? 

The premium on the American Stock Ex- 
change quoted Taiwan Fund is now at 
rather modest levels, reflecting foreign in- 
vestor scepticism of the market's ability to 
maintain stratospheric levels being balanced 
by the scarcity value. 

And if there is a bad break in the market, 
the premium could become a hefty dis- 
count. Premiums and discounts on the 
closed-end funds can move more dramati- 
cally than the markets themselves. For in- 
stance, in the past six months the Korea 
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Fund has moved from 57% premium to 82% 
premium while the Brazil Fund discount has 
doubled from 25% to almost 50%, com- 
pletely wiping out the 25% gain in US dollar 
terms which the Brazil market has shown 
over that period. The logic can be hard to fol- 
low. 

The Thai premium seems to overstate 
the cost of foreigners getting into the mar- 
ket, while the Malaysian discount, which 
has been fairly steady, may understate the 
tax benefits that fund enjoys. Take your pre- 
mium while you may bet the best policy for 
the new ROCkers. 


After waiting a dozen years for permis- 
sion, the World Bank has been quick to take 
advantage of its ability to borrow in the 
Hongkong market now that withholding 
tax has been dropped. (In theory, the Hong- 
kong Government should have exempted it 
from withholding tax anyway but previ- 
ously discouraged the bank from coming to 
the Hongkong market.) But the Sanwa 
Bank-led HK$500 million (US$64.1 million) 
issue which marks the World Bank's debut 
seems more for effect than for the benefit of 
the borrowers or the lenders. 

With a coupon of 10.125% and an issue 
price of 100.5, the issue, which is tiny by 
World Bank standards, seems to be more ex- 
pensive for the bank than US dollar issue 
such as its recent 9.75% seven-year 
Eurobond — even allowing for generous 
HK/US dollar swap terms which clinched 
the mandate for Sanwa. 

The issue will find a sure market among 
those institutions with a need for long scarce 
Hongkong-dollar fixed income instruments. 
But anyone who expects Hongkong interest 
rates to fall soon, or at least more than their 
US counterparts, may be in for a big sur- 
prise. Hongkong’s current-account surplus, 
the source of the previously high level of 
local liquidity, has been rapidly eroded in re- 
cent months mainly as a result of a con- 
sumer spending boom. The trade deficit for 
the past months was at an annual rate of 
HK$27 billion, equating with the guesti- 
mated surplus on services and trans- 
fers. 

Local investment is buoyant while capital 
outflow shows little sign of easing and ex- 
port market prospects are flat. So the long 
period when the Hongkong dollar peg was 
sustained by interest rates below US levels 
may be over for quite a while. Eighteen 
months of inflationary boom have ruled out 
the revaluation option, so there is little to go 
forin the Hongkong dollar except yield. 

B Philip Bowring 
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METALS 


Australian base metal producers feel bullish 


Extracting profits 


By Michael Malik in Sydney 


ase metals prices have peaked and in 
some cases, such as aluminium, even 


declined, but Australia's mining in- 
dustry remains distinctly bullish about its 
prospects, not only for the immediate future 
but also for some years to come. 

Base metals such as copper are a barome- 
ter for world industrial activity because they 
are vital materials in transport, electronics 
and construction. With US industry reach- 
ing capacity utilisation levels of just under 
85% by the start of this year — after a steady 
rise since 1986, when it was 79% — metal 
demand rose in parallel. 

Simultaneously, thanks to reduced pro- 
duction as a reaction to the 1981 resources 
bust, worldwide stocks of metals were — 
and still are — at historically low levels, only 
recently rising above the equivalent of four- 
weeks' world consumption. These two fac- 
tors have produced the boom in metal prices 
over the past two years. 

But unlike in some previous booms, it 
appears the Australian industry at least has 
learned some lessons. Expan- 
sion of production has been 
limited, while high earnings 
have been used largely to 
reduce debt and borrowing 
levels. 

Recent forecasts by the 
Australian Bureau of Agri- 
cultural and Resource Eco- 
nomics (Abare) suggested 
that base metal prices for 
the 1989-90 financial year 
(starts 1 July) compared 
with those for 1988-89 would 
be: 

P» Aluminium US$1,925 a 
tonne, down from US$2,340. 

»> Copper £1,400 (US$2,360) a 
tonne, from £1,600. 

Pm Lead £360 a tonne, from 
£370. 

> Nickel 
US$14,000. 
P Zinc US$1,500 a tonne, from US$1,600. 

But despite these figures and an ex- 
pected drop in metal prices in the coming 
few months because of the traditionally 
slower northern hemisphere summer 
season, most analysts say the industry 
is well placed to enjoy a medium- to long- 
term period of prosperity. Fundamental 
underlying strength in world construction is 
expected to support metals despite some 
Slowing of OECD economies, and some 





US$12,000 a tonne, from 
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Australian miners reduce net borrowings 
A$ billion 


Note: Financial year, ending 30 June 


believe that prospects for new markets, 
particularly in the Soviet Union and China, 
may mean that the good times will be 
prolonged. 


Another positive factor is that many of 


Australia’s major competitors in the base 
metal field face immediate or potential pro- 
duction problems, with some industry ex- 
perts suggesting that about 15% of world 
supplies are subject to disruption. 

These producers include Peru, one of the 
world’s six top producers of copper and 
zinc, where a nine-year-old leftwing in- 
surgency and waves of strikes have caused 
serious stoppages. Chile, also politically un- 
stable, has serious geological problems at its 
deep El Teniente mine and high levels of ar- 
senic in some mined ores, as well as worry- 
ing demands for the nationalisation of for- 
eign-owned mines by opposition groups. 


Zambia and Zaire, the two big African 


copper producers, are suffering supply dis- 
ruption caused by poor mine and rail 
maintenance. 

While pointing to these problems, most 
Australian analysts, however, are inclined 
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to discount as a threat to production recent 
unrest in Papua New Guinea (PNG), where 
Australian miners CRA and BHP have sub- 
stantial holdings in the Bougainville and Ok 
Tedi open-cast copper mines. While produc- 
tion has been halted at both mines in the 
past few months by labour unrest and local 
sabotage, analysts are more concerned by 
the high level of taxation the PNG Govern- 
ment extracts from miners when copper 
prices are high. 

Optimism about continued strength in 
metal prices is not only based on predictions 
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of continued strong demand to meet the 
needs of infrastructure construction, which 
consumes some 27% of world base metals 
production. This demand will be a combina- 
tion of new needs in developing countries, 
including China and the Soviet Union, and 
the increasing ageing of developed world 
facilities, many of them badly in need of re- 
newal. This also applies to the replacement 
of the world's ageing aircraft fleets, and in- 
creasing demand for electronics of all sorts. 

At the same time, brokers J. B. Were 
suggest, low levels of exploration also sup- 
port the view that a medium- to long-term 
fine balance between supply and demand 
could easily tip over into supply shortfalls. 

Figures from Australia and Canada show 
a decline of 15-20% in base metal reserves 
over the past nine years, with the major 
explorers only spending an average 15% of 
their exploration budgets on metals. Much 
of the reserves are low grade, with miners 
not inclined to develop them at current 
prices. This is a situation which cann 
quickly reversed, so assuming continuea 
reasonable demand, known reserves will 
decline for some years. 

The huge disparity between consump- 
tion of metals in North America, Japan and 
Western Europe — about a quarter of world 
production — and Asia (excluding Japan), 
which uses less than 8% of world produc- 
tion, suggests that Asian countries offer a 
vast new market for base metals as their 
economies expand. Already, growth in de- 
mand for metals in Asia, at 
6.2% last year, is the second- 
highest rate in the world, 
second only to Japan, where 
demand grew by 7.9% com- 
pared with North America's 
2.9% growth and Europe's 
3.196. 

The specific outlook for 
Australian miners is enhanced 
by the way they have 
dramatic increases in ean _ 
from high prices and improved 
work practices in the industry. 
Debt levels have been im- 
proved, putting them in a posi- 
tion to look forward to growth 
in the 1990 rather than the 
rationalisation and cost cutting 
which followed the fall in metal 
prices in 1981. 

Analysts say that the greatest improve- 
ments have been made by CRA and Com- 
alco, both of which could be free from debt 
during 1990 at current earnings levels. With 
improvements recorded by all the leading 
companies, analysts expect to see some 
asset growth, mainly from acquisitions, 
which offer the fastest prospect for returns. 

The biggest new venture on the Austra- 
lian metals scene for years was the forma- 
tion last year of Pasminco, the merger of the 
zinc, lead and silver mining and smelting 
businesses of CRA and North Broken Hill, 
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becoming the Pacific region's largest 
suppliers of zinc and lead. 

The merger was basically to enjoy the 
benefits of economy of size in the face of 
competition from the massive group tie-up 
‘between Metallgesellschaft, MIM, Cominco 
and Teck, and pool their efforts over man- 
ning reductions and improved work prac- 
tices. CRA and North each took 40% of the 
new company and floated the other 20% in 
March to raise A$203 million (US$161.1 mil- 
lion). 

The company has ambitious develop- 
ment plans, proposing to spend A$1 billion 
over five years on improvements to mines 
and smelters with a target of increasing pro- 
duction 25% by 1993. 

Comalco, on the other hand, despite re- 
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& ng-Lits groomed for international role 


Strategic advance 


By N. Balakrishnan 


he Singapore Government is urg- 
i ing its homegrown public and 
private corporations, which are 
cash rich but find limited opportunities 
to expand in the republic’s small domestic 
market, to look abroad. And Sheng-Li Hold- 
ings, a diversified government-owned 
group with interests ranging from arma- 
ments to shipbuilding, seems to be the next 
corporation being groomed for a move over- 
seas. 

Founded in 1973 to bring 12 defence-re- 
lated companies under one group, Sheng-Li 
last year comprised 48 companies with 
l employees and S$1 billion (US$516 
n 1) in sales. Some in the government 
see it as becoming the "next Singapore Air- 
lines" — to date the country's only large 
multinational. In 1988 Singapore Airlines, 
had a turnover of S$4 billion. 

With an eventual public listing in view 
and to make foreign investments 
easier, the Sheng-Li group was re- 
structured in late April. Beneath 
Sheng-Li Holdings, which remains a 
private holding company, a new par- 
ent company called Singapore 
Technologies Industrial Corp. (STIC) 
has been created. The new-look 
Sheng-Li will have four subsidiaries, 
each specialising in either industrial 
products, aerospace, ordnance or 
marine under the umbrella of STIC. 
STIC itself will direct industrial pro- 
ducts activities, Singapore Aerospace 
will manage aviation products, Char- — 
tered Industries of Singapore will 
continue to run the arms-making 
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firms, and Singapore Shipbuilding and En- 
gineering, the marine activities. 

STIC has adopted a higher public profile 
than Sheng-Li: it has a prominent logo — 
Singapore Technologies — that all four divi- 
sions will use, it has begun a scholarship 
scheme to send students to study technical 
subjects in the US, and it has advertised 
prominently in local newspapers to promote 
its new image. These moves are in sharp 
contrast to Sheng-Li’s former reticence, 
largely due to its sensitive role as a manufac- 
turer of ordnance and ammunition, and its 
export of small arms to various countries 
and organisations, such as the Cambodian 
resistance factions. 

At the launch of sric, Trade and Indus- 
tries Minister Lee Hsien Loong said that one 
reason for the restructuring was the need 
to diversify away from military markets 
for group growth. He said the group plans 
to expand into civilian industrial pro- 
ducts, adding that it was "one of a few 


Sheng-Li's new structure 
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porting an improvement in its balance-sheet 
and improved management, productivity 
and capital investment, is tenative about any 
expansion of production. It has defined 
some possible projects, such as expanding 
bauxite production facilities and aluminium 
smelters in Queensland, but these are only 
being taken "to the point where they could 
be implemented rapidly if and when market 
outlook and other considerations made such 
decisions appropriate." 

MIM is also taking a cautious attitude to- 
wards its zinc and lead operations in 
Queensland where plans for a concentrator 
at Hilton are only in a "final feasibility 
stage," with "external cost factors" being im- 
portant in decision-making, the euni 
says. 


strong indigenous industrial firms which 
can take their place beside the multi-national 
companies." 

Market sources say that further restruc- 
turings of Singapore Technologies can be ex- 
pected in the near future and that the gov- 
ernment can be expected soon to list parts of 
the group, excluding the ammunition 
manufacturing Chartered Industries. Mean- 
while, STIC is expected to step up its invest- 
ments in technological start-up companies 
abroad. STIC is also said to be planning to ex- 
pand greatly its world network of marketing 
offices and increase its global sub-contract- 
ing activities. 

So far, Sheng-Li has invested about S$60 
million in two overseas computer com- 
panies: the US firm Metheus Corp., which 
specialises in computer graphics, and the 
Australian firm Formulab. The government 
is said to hope that the sTic example will 
serve as a catalyst for Singapore's private- 
sector companies to look at overseas invest- 
ment in fields other than property and 
hotels. 

Only Wearnes from the Oversea- 
Chinese Banking Corp. stable has so far 
gone for aggressive non-traditional invest- 
ments abroad, taking an interest in elec- 
tronics companies in California and horticul- 
ture in Florida, though with mixed results. 

The Government of Singapore Invest- 
ment Corp., the company in charge 
of investing the more than $$32 bil- 
lion in foreign reserves, is also said 
have invested in a number of US 
technological companies, again with 
mixed results, though details have 
not been made public. 

At the stic launch, Lee urged 
other companies to go internation- 
al, adding that the government 
will help such companies acquire 
stakes in foreign companies. He 
acknowledged, however, that there 
were difficulties since most Singapo- 
reans “do not have the business ex- 
perience necessary to run overseas 
operations." a 
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Malaysia’s smelters reap benefits of tin price surge 


Showing their mettle 


By Nick Seaward in Penang 


Ithough the price of tin has surged by 
A more than 40% since the beginning of 

the year to the M$28 (US$10.39) a kg 
level, Malaysia’s mining companies are only 
now cautiously opening up mines which 
have lain desolate since the world market 
collapsed in October 1985. However, the 
country’s two smelters in Penang are al- 
ready working at 100% capacity and reaping 
the benefits of the higher price. 

While it is clear that even with the re- 
opened mines, Malaysia will never regain its 
former pre-eminent position in global pro- 
duction, the success of the smelters in find- 
ing work during the depression indicates 
there may still be a significant role for 
Malaysia to play in downstream markets for 
the metal. 

Since the tin price started rising, it is esti- 
mated that the number of mines operating 
in Malaysia has increased to 227, compared 
with 219 at the end of last year. The govern- 
ment now estimates that production this 
year might increase by some 10% from last 
year’s total of 28,866 tonnes. However, this 
compares with 449 mines operating in 1984 
— the last full year before the crash — which 
produced 41,300 tonnes of metal. 

Malaysia lost its position as the world’s 
largest producer to last year to Brazil, which 
produced around 40,000 tonnes. Deputy 
Primary Industries Minister Datuk Alias Ali 
told parliament in April that known tin re- 
serves totalled 50,000 tonnes and would be 
depleted within 16 years. Alias said that 
while attempts were being made to identify 
new ore-bearing areas, it was “not the gov- 
ernment's intention to forever 
maintain its status as a major 
tin-producing country." 

For Malaysia's two tin smel- 
ters — Datuk Keramat Smelt- 
ing (DKS) and Malaysia Smelt- 
ing Corp. (MsC) — this threat 26-| 
has already become a reality. 
Total Malaysian ore production 
is now only a third of the smel- 
ters capacity. In 1986, im- 
ported concentrates processed 
by DKS exceeded local supply 
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smelters to market their services worldwide 
and to reduce costs to their bare minimum. 
While other smelters have gone out of busi- 
ness since 1985, DKS and MSC now account 
for some 25-33% of world capacity. Con- 
centrates are being sent to Penang from 
as far afield as Britain, Zaire, Bolivia 
and Peru, lending credence to the smel- 
ters'claim that they are the most efficient in 
the world. 

This increased efficiency has not come 
cheaply. DKS managing director Nazir Ariff 
told the REVIEW that his company has been 
forced to spend several million ringgit to up- 
grade the plant to handle the foreign con- 
centrates, which can go down in purity to 
about 40% tin metal content, compared with 
the normal 75% metal content of Malaysian 
ores. The lower purity levels also reduce the 
amount of tin that can be smelted. DKS can 
produce up to 40,000 tonnes of metal a year 
from high-grade ores but with its current 
feedstock it can manage only 18-20,000. 

The position for Msc is slightly different 
as the company is 58% owned by Straits 
Trading of Singapore, which has substantial 
minority shareholdings in local miners Pet- 
aling Tin, Gopeng and Killinghall Tin. MsC's 
remaining 42% is owned by Malaysia Min- 
ing Corp., which produces about 25% of 
Malaysia's total concentrates. 

With this kind of parentage, MSC has no 
difficulty securing local ores and has the 
additional advantage of their higher tin 
content. Notwithstanding that, managing 
director Hunter Caldwell said that his 
five furnaces will handle about 50,000 
tonnes of concentrates this year com- 
pared to a maximum capacity of 75,000 ton- 
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nes a year if all concentrates were high grade. 

With low-grade ores forming such a large" 
part of their feedstock therefore, both smel- 
ters are effectively running at 10076 capacity. 
This compares with about 80% of capacity 
for Msc just after the market collapsed irw 
early 1986 and about 20% of capacity at DKS. 

The collapse of the tin market hit both 
companies hard when the International Tins 
Council (rrC) defaulted on contracts to buy 
about 7,000 tonnes of metal from them. The 
tin is still stockpiled in Penang and subject to 
litigation between two of the ITC's creditors, 
Malayan Banking and Bank Bumiputra, the 
two smelters and the rrc. However, both 
companies had to make substantial provi- 
sions in 1986 — DKS M$12.43 million and 
MSC, which is not listed, was also pushed 
into the red. 

Both companies have since learned their 
lessons and now do more smelting on a toll 
charge than on the back-to-back purchase 
basis which left them in the lurch in 1°95, 
MSC's Caldwell told the REVIEW that his - 
pany still does some purchasing but arways 
hedges out on the Kuala Lumpur Tin Mar- 
ket: "We would not take a position — we are 
an industrial company," he said. 

With so much emphasis on toll smelting 
now, the recent jump in the tin price will 
have a direct and substantial effect on the 
smelters' incomes over and above the gen- 
eral beneficial effect on the tin industry as a 
whole. In addition to a cash charge, the 
smelters also levy a charge in kind at the rate 
of 1% of high-grade concentrates, rising to 
about 2% for the lower grades. This levy-in- 
kind currently accounts for about half of the 
al lup smelting charge. The smelters’ in- 
come is therefore very sensitive to move- 
ments in the price of the metal. 

The prospects for DKS and Msc should 
improve further with the recent decision 
of the London Metal Exchange (LME) 
to back down from its earlier insistence 
on 99.9% purity for tin, when trad: n 
its revived contract starts on 1 June. 1 
companies produce tin to 99.85% purity, 
as per the old LME contract, and 
they refused to uprate their re 
fining process unless they re 
ceived a premium for the 
higher grade. "I can produce 
99.9% tomorrow," Nazir said 
"put firstly only 20-25% o 
world consumption requires i 
and secondly we get no pre 
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Malaysia pushes up 

inter-bank rates 

» Malaysia's Bank Negara (BN — the 
«central bank) has moved to push up 
inter-bank interest rates by raising the 
statutory reserve requirement of all financial 
institutions by 1-1.5 points to a uniform 
4.596, from 1 May. The Kuala Lumpur 
inter-bank offer rate for three-month money 
rose from 5.64% to 5.96%. Money brokers 
said that BN's decision was probably 
prompted by the accountant-general's 
ill-advised release of funds into the market 
last month, which had undone BN's 
attempts to mop up liquidity and raise 
interest rates to protect the local 

currency. 


1  landseeks key role 
in rebuilding Indochina 


> Ata28 April trade and investment 
conference in Bangkok attended by 
high-level delegates from the three 
Indochina countries, officials called on 
Thailand to play a leading role in their 
economic development after the 
Cambodian conflict is resolved. Thai Prime 
Minister Chatichai Choonhavan urged an 
end to "two Southeast Asias" in which one 
is capitalist and prospering and the other 
communist and backward. Vietnam's 
Foreign Minister Nguyen Co Thach 
proposed that a regional "consultative 
body," coordinated by Thailand, be set up 
to facilitate “common efforts in future 
regional economic cooperation." 


Taiwan's currency 

a  eciates quickly 

P X JSaccusation on 27 April that Taiwan 
manipulates its currency caused the NT 
dollar to jump to a high of NT$25.50:US$1 
on 29 April, a rise of 105 NT cents in two 
days, before settling back to NT$25.82 on 2 
May. The surge also partly reflected greater 
buying interest in the NT dollar because of a 
rise in Taiwan interest rates. Over five 
trading days, the NT dollar appreciated 
about 6%. 


Taiwan authorities move 


against illegal trading 

9 The Taiwan Securities and Exchange 
Commission (SEC) on 25 April moved to 
crack down on illegal trading and bring 
down soaring trading volumes by stepping 
up disclosure procedures for brokerages. 
The new rules are aimed at eliminating 
rampant same-day trading which is illegal 
in Taiwan. The SEC two days later said it 
would revoke the licence of Tainan 
Securities Co. for violating the trading law. 
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Market analysts said the moves reflected 
the SEC's concern that stock values and 
volumes are getting out of hand. The 
market index has gained 71% since the start 
of the year and volumes routinely exceed 
US$3 billion. 


Hongkong banker jailed 
for accepting bribes 


> Former Hongkong associate director of 
the WestLB Asia bank, Paul Kiang, 40, on 2 
May was sentenced to three years' jail for 
accepting HK$2.8 million (US$358,974) in 
bribes. He was convicted of accepting 
HK$2.3 million from George Tan, former 
boss of the collapsed Carrian group, and 
HK$500,000 from shareholders of another 
company Eda, to show favour in 
recommending loans to their companies 
totalling HK$2.79 billion. The Hongkong 
court ordered Kiang to make full restitution 
of the HK$2.8 million to the liquidators of 
Carrian and Eda. 
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South Korea reports second 
monthly trade deficit 


> South Korea's merchandise trade deficit 
in April widened to US$23 million from 
US$5 million the previous month, the first 
time in more than three years a trade deficit 
has been reported for two consecutive 
months. The Ministry of Trade and 
Industry said exports, in US dollars, rose 
only 3.1% in April while imports rose 14%. 
It blamed labour disputes and currency 
appreciation for the poor performance. 


Alan Bond proposes share 
buyback to bolster stocks 


»> After shares of Australian company 
Bond Corp. Holdings reached a three-year 
low of A$1.12 (89 US cents) on 24 April, it 
announced a scheme to buy back and cancel 
1096 of its own shares on the market — à 
plan which must be approved by the 
Australian Stock Exchange and 75% of 
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Bond shareholders. If approved and the 
buy-back is successful, it will lift the holding 
of Alan Bond's private company, Dallhold 
Investments, from 64.5% to 71% — fuelling 
rumours that he might then launch a full 
privatisation bid. Meanwhile, Bond's many 
problems were not helped on 1 May when 
the credit-rating agency Australian Ratings 
downgraded Bond Corp. from B to CCC — 
its second lowest-category. 


Seoul to sell stake 

in state-owned utility 

> The South Korea Government says it 
will sell 2196 of the Korea Electric Power Co. 
(Kepco), a state-owned utility beginning late 
May. The sale should fetch from Won 1.3 
trillion (US$1.97 billion) to Won 1.7 trillion. 
Almost all of the stock will be reserved for 
low and middle-income workers and 
farmers, and Kepco employees as part of 
the government's policy of broadening 
stock ownership. The shares are expected to 
be listed in August. 


Indonesia tightens 
export credits 


> Indonesia's central bank governor 
Adrianus Mooy has responded to calls for 
fairer trading practices by lowering 
government subsidies on export credits. 
Interest on export credits for primary 
products was raised from 9% to 14% and 
for non-primary goods from 11.5% to 
14.5%. 


Singapore reports slower 
growth in first quarter 

> Singapore's GDP grew by 8.4% in the first 
quarter, compared with 9.7% for the same 
period last year. The result is in line with 
forecasts. The economy is expected to slow 
still further and post a GDP growth of about 
7% for 1989, compared with the 11% last 
year. The government has also announced 
that it will raise the employers’ contributions 
to the Central Provident Fund (CPF) by three 
percentage points to 15% and lower that for 
employees by two percentage points, to 
23%. 


Vietnam sacks top 


state bank official 


9 The Vietnam state bank director, Lu 
Minh Chau, who had been criticised for 
more than a year for his handling of the 
country's banking policies, was ousted in 
late April, Hanoi Radio announced. Chau 
was replaced by Cao Si Khiem, an alternate 
member of the communist party central 
committee and party chief of the northern 
province of Thai Binh. 
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PRICES AND TRENDS 


Last sale to 1 May Latest Previousweek 3months ago Year ago Average of representative high-grade issues 
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STOCKMARKETS 


a a a /okyo rises to record level a a a Bangkok passes 500 mark u u u 


Australia makes further gains a a a Student unrest unsettles Hongkong u a u 
Profit taking hits Kuala Lumpur u a a Taipei turnover soars a u u 


Nikkei Stock Average, 33,954.99 
34,000 


4, 
JASONDJFMAMJ 


Hongkong 


Hang Seng Index, 3,156.37 





JASONDJFMAMJ 


All Shares Index, 342.89 


340 
325 
310 
295 
280 
265 


JASONDJFMAM J 


Kuala Lumpur 


KLSE Composite Index, 443.62 


430 
400 
370 
340 
310 





280 





JASONDJFMAMJ)J 


Bangkok 
SET Index, 501.83 


| 





8 le ls ls la |g 


JASONDJFMAM J 





RUNDE M iR P yrs 
JASONDJFMAM]J 


82 


Shares rose steadily to new highs as 
political uncertainties waned and the 
possibility of interest-rate rises receded. 
Automotive firms and department stores 
fared best but oil companies dropped on 
profit-taking. Nissan Diesel Motor added 
Y211 (US$1.59) to * 1,210 and Daiichi 
Cement gained ¥390 to ¥1,840. Sales 
averaged 1.2b shares a day worth ¥1.5t. 


Student unrest in China dominated 
sentiment, with institutions reluctant to 
trade until the outlook became clearer. 
When good news arrived, deferred buy 
orders hit the market on 27 Apr. and 3 
May, prompting gains. Turnover 
averaged 543m shares a day, worth 
HK$969m (US$124.2m). Hongkong Land 
rose 60 HK cents to HK$11.80. 


Prices rose again decisively following the 
long holiday weekend. Volume averaged 
92.2m shares a day, valued at s$166.2m 
(US$85.23m). Most of the volume was due 
to interest in warrants and Malaysian 
speculative stocks, however, with City 
Development warrants closing 9.5 s cents 
up at 59.5 S cents, and Selangor Dredging 
up 7S cents to 58 $ cents. 


Prices fell back before the weekend on 
profit-taking, but buyers returned later in 
the period, buying Malaysian lower- 
liners. Average daily volume fell to 38.9m 
shares, worth M$64.6m (US$23.97m), as 
investors stayed away for the holiday 
weekend. Samanda closed 16 M cents 
higher at M$2.20 while Muda Holdings 
put on 23 M cents to M$2.68. 


The index burst through the 500 mark, on 
the back of a surging construction- 
materials sector. Siam Cement rose 11.9% 
to Baht 3,816 (US$149.65). Metals were 
strong, with zinc smelter Padaeng 
Industry rising 6% to Baht 1,166. 

Siam Food Products surged 11.9% to Baht 
113. Average daily turnover was 14.38m 
shares worth Baht 1.2b. 


Prices rose sharply in the four trading 
days. Commercial-industrials were led by 
Ayala, which at one point touched 223.25 
(US$1.08); PLDT, up 215 to P305; San 
Miguel, up P7 to P218; and First 
Philippine Holdings, up P1.75 to P20. 
The Atlas battle pushed up the mining 
average. Average turnover was 1.7b 
shares worth P162.8m. 
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FAR EASTERN ECONOMIC REVIEW 


Prices fell in light trading, as institutional 
investors were hit by the government's 
tight monetary policy. Securities shares 
performed best, gaining 4.3%. Hanshin 
Securities rose 7.1% and Hyundai 
Securities advanced 6%. Fisheries fell 
7.1% and pharmaceuticals lost 3.8%. 
Volume averaged 11m shares on dail 
turnover of Won 267.9b (Us$405.9m). 


Prices rose as investors reacted positively 
to the arrival in Peking of Taiwan's 
delegation to the ADB. SEC efforts to « 
down on illegal stock churning had | 
effect, and turnover on 2 May was a 
record NT$105.1b (Us$4. 12b). Average 
turnover was NT$74.0b. Nan Yang 
Dyeing and Finishing rose NT$11 to NT$97. 
Everlight Chemical rose NT$25 to NT$197. 


Corporate activity, overseas market 
strength, a weaker local currency and 
options trading at one point pushed the 
market to a six-week high. The All 
Ordinaries Index finished 16.5 points up 
at 1,492.6. Turnover eased to 505.86m 
shares worth A$1.143b (US$907.1m). BHP 
rose 16 A cents to A$7.46. Pioneer jumped 
25 A cents to A$2.60 on bid speculation. 


Heavy selling of Goodman Fielder Wattie 
to raider Ranks Hovis McDougall pushed 
prices to their best level since 20 Feb. 

GFW and RHM are now discussing a 
merger. Volume was higher at 72m 
shares worth NZ$167m (Us$102.9m) 
Fletcher Challenge ended the perio. 
down 2 NZ cents to NZ$5.04. Brierley rose 
1 NZ cent to NZ$1.59. 


Profit-taking and pre-election nerves sent 
the market tumbling from record heights 
on 3 May, with the index losing 4%. 
Market leader Tisco, which had risen 
throughout the period, shed nearly all its 
gains on the last day to close at Rs 1,412.5 
(US$88.84) — up only Rs 5. Reliance lost 
Rs 20 to close at Rs 12. Nahar Spinning 
dropped Rs 40 to Rs 335. 


The market spent the period in a futile bid 
to find direction. Despite a surge on 27 
Apr.on rumours that economic data 
would show the economy slowing, 
turnover totalled just 808m shares. 
Neither buyers nor sellers predominated. 
The Dow Jones Industrial Average 
finished higher, as did the Morgan 
Stanley Capital International Index. 
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If you are considering, or are now, investing in one 
or more of Asia’s fast paced stockmarkets, a trial 
of ASIAN MARKETS MONITOR may prove to 
t our wisest investment in 1989. As everyone 
knows a major key to successful investing is having 
the right information at the right time, and that's 
what each issue of AMM delivers to its many read- 
ers each and every week. 


A no nonsense, straight from the shoulder weekly 
newsletter AMM will provide you with detailed 
market commentary, objective reports on sectoral 
developments and the reasons behind them, high- 
Jights of results of large and medium sized com- 
panies, informed analysis and opinion and much, 
much more. 


Normally available for longer terms for a limited 
time only we are offering a trial to . . . 

ASIAN MARKETS MONITOR so that you can 
discover for yourself how very helpful AMM can 
> +s you when it comes to making the right invest- 
rt decisions. 


AMM is written, complied and edited by 
specialists throughout the Asian region and pub- 
lished by a wholly owned subsidiary of Review 
Publishing Company Ltd., publisher of the Far 
Eastern Economic Review, Asia's most authorita- 
tive business/news publication. 





"Because we are so confident that once you've 
sampled AMM for yourself, you will discover 
how valuable it can be to you in making invest- 
ment decisions, we are offering a 13 issue 
trial-period for only US$150. That amounts to 
. US$11.54 per week, less than the price of a moder- 
-ate lunch. 







Why not begin 1989 with your best investment foot 
ard by placing your trial order to AMM today. 
rmlv believe that you will begin benefitting 





If for any reason after ordering AMM you wish to- 
stop your trial subscription, you may do so at any 
time and receive a full refund of the unused por- 
tion of your payment. COMME 





Order now while you are thinking about it anc 
start receiving the kind of timely news and infor- 
mation you need to have about the Hong Kong, 
Singapore, Malaysian, Philippine, Thai and Ko- 
rean stockmarkets. You have everything to gain 
and nothing to lose. 


To order simply complete the coupon and send it v 
along with the appropriate payment or completed 
charge card information. x 









To: Publications Div., Dept. AMM, Review Publishing - 
Company, Ltd., GPO Box 160, Hong Kong. 


zl 


tj Yes! Please enter my 13 issue trial order to Asian Markets 
Monitor immediately so that I can begin to benefit from the 
investment intelligence I will receive each week. 15 issues — 
US$150/£91/HK $1,170. 


C) I perfer to order for 52 issues — U8$599/£363/HK $4,670. 


You may forward equivalent payment in any convertible cur- 
ency. 





moa 


© I enclose. in payment thereof (cheque payable to 
Review Publishing Company Ltd.) Or, please charge my - 
credit card (tick one): 


(CJ American Express (3 Diners Club 





O MasterCard C Visa 
Card. No Exp. Date 
Sig. LL 
Name a EUR ERR DC UM HUE DE 
(please print in block letters) 
Address D ihe 





nem 





ait 





Type of Business... 
Title . 
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A wholly owned subsidiary of Dow Jones & Co. Inc. ; 






|. The International Rice Research Institute (IRRI) 

(7 lude seeks a 

|. Deputy Director General for Finance and Administration 

Responsibilities 

* Finance: all activities relating to financial management 

* Administration: personnel, travel, purchasing, security, food and 
housing, and local administrative matters 

* Operations and Physical Plant: buildings and properties, motor 
pool, and experimental farm 








Qualifications 
* Extensive financial and administrative management experience 
* Work experience with international organizations in developing 
countries, preferably in Asia 
* Excellent communication skills in English 
* Master's degree in finance, management, or related field 
IRRI is an international, non-profit, agricultural research insti- 
2 tution funded by about 30 donor nations and organizations. Its 
| mission is to conduct research, training, and information ex- 
|... change on rice. IRRI maintains headquarters in the Philippines, 
|] but works closely with national agricultural research systems 
. worldwide. The Institute has an annual budget of US$36 million, 
and employs about 90 internationally recruited and 2,200 locally 
recruited staff. 
The Deputy Director General for Finance and Administration 
willlive at IRRI headquarters on the campus of the University of the 
(o Philippines at Los Baños, 60 km south of Manila. International 
| travel required. Salary and perquisites are internationally com- 
| petitive. 
-~ | Application 
«|... Starting date is 1 August 1989. Applications accepted until 30 May 
::.1989. Please submit curriculum vitae, date of availability, and the 
names of three professional referees to: 
Dr. Klaus Lampe, Director General 
IRR! PO Box 933, 1099 Manila, Philippines. 























* NOTICE * 
SUDAN RAILWAYS CORPORATION 
STORES DEPARTMENT — ATBARA 
n | Contract No. 5778 

. Supply of Trolley Track Motor Vehicles and Workshop Trailers 
i- Sudan Railways Corporation (S. R. C.) has received a credit from 
. Saudi Fund for development and intends to apply the proceeds of 
: eredit to e payments under the contract for which tenders are 
now invited from eligible suppliers for the supply of the above. 
-. Tenders documents in English can be obtained from the following 
addresses on written application and payment of Sudanese Pounds 
. L.S. 1500 (not refundable). | 
A) Controller of Stores S. R. C. 

. P.O. Box 65 Atbara-Sudan 
Telex 40002 HADID/TWD 
Telephones 2020-3320 
B) Stores Representative-Khartoum 
General Manager's Office 
P.O, Box 1812 Khartoum 
. Telex 22476 SRB/HADID 
. "Telephone 74009 | 
s cosmig date set for acceptance of offers in Atbara is 12:00 hours 
a.m. local time on Saturday 27th May 1989, 

z Tenders will be opened in public in the Office of Controller of 
Stores S. R. C. Atbara at the line and date stipulated above. : 

















































Controller of Stores- 


Property s | 





_ * 6000 sq. ft., 2-level 

apartment 

* 360? sweeping views 

* Exclusive beachfront 
location 

* Private riverside marina 
atrear 

* Private rooftop swimming 
pool 

* Carrara marble and 
parquetry floors 

* Marbletiled, ensuite spa 

* Low density living complex 

* 45 mins Brisbane 
International airport 

* 25 mins Coolangatta 


airport 
P enthouse? * 10 minutes walk to Surfers. 












Madison Point 
Gold Coast 
International Tenders 


Australia — Tim Holmes Tel (075) 92 0888 
018 725 158 — 24 hours. Fax. (075) 50 1106. 


Hong Kong ~ Pauline Tang Tel. 3-722 1141 





C&C Investments P/L. CampaignPaeificMISS2] 
FREE RELOCATION SERVICE 
For properties in the U.K. We have a 
comprehensive portfolio of properties z Ue 
Eres eu! the aie Full property man- IMMIGH ATION —UK 
agemen Services aiso avaltabie, AND AUSTRALIA 





Birdbrook, Stonegate, Wadhurst, East 
Sussex, England. TNS57EU 

Tet: 0435 883517, Fax: 0892 515789, 
Telex: 9312102925 TWG 






Specialist Immigration firm, 
with . qualified ^ professional 
Staff, provides complete ser- 
vice for clients requiring resi- 
dent visas. Further details 
from: 




























This space is GARRICK & CO (Att FE) 
reserved for 1de Walden Court 
Classified WC] London wim TRA t 
Advertisements | ime e| 
 FaxdM4sd | 





Reservations should be | DUM Md 
addressed to: LON D N| 


PAccCcaA 











international Classified Manager _ 
Far Eastern Economic Review, 
GPO Box 160, Hongkong 
Tel: 5-8328300 
Telex: 62497 REVAD HX 


















Business Opportunity 










TRAVEL BUSINESS 


jak i k for our representatives (GSA) in Korea and other Asian countries. 
: : of Europe's biggest incoming and travel operators with Hoteicoaches, 
coaches, pullman coaches and organize round tours, special interest, in- 
all over Europe including hotel reservations, local guides etc. 
ind camping coaches for budget, adventurous round tours and de luxe mini 
aches are unique products a therefore not submitted to high competition. 
ong in outgoing business, please contact us and we will send you detailed 
Sonet director will be in your region by the end of May. Please contact us for an 
Xintment, TAETER AACHEN 

xs Neukoellner Straße 10 : D-5100 Aachen-West Germany 

"Fax (49) 241-1820027 - Telex 8329223 tabu d> Phone (49) 241-1820081. 








































investment Opportunity 


[LAS AMERICAS AIRWAYS 


| We seek partners to develop 
.j airline company to service 
d routes. between  Caribbean/ 
. Europe and North America. 

| P. O. Box 1637 

- 6501 Bellinzona — Switzerland 
ee. 092/25.38.28 
Telex: 846 285 


TORONTO — CANADA 
10 acres of cultured pine forest with 3 
bed/2 bath, open concept, modern house, 
25 mins. NE of Toronto. Triple car gar- 
age, paved driveway, security system, 11 


foot satelite dish, pool with cabana, 
beautiful landscaping, pu for 
hobby horse farm, very unique property, 
asking Can. $849,000.00 Contact: J. 
Paiubiak, RRI, Goodwood, Ontario, 
Canada, LOC 1A0, Tel. (416) 852-7020 





es rote! & Accommodation 


BOOKS ON CHINA 


Rare & 0/P. Also Japan & 
SE Asia. Latest catalogue 
from Oxus Books, 

121 Astonville St, 
London SW18. 


{see CHARINGWORTH 
^ ^ MANOR 


Home leave in ENGLAND? 


|| Combine the traditional luxury 
o of a medieval manor house 
i, with the highest standards of 
hotel keeping. Magnificent 54 

(BI acre estate with views over 
BEI unbroken Cotswold country- 
HB side, fine cuisine, impressive 
SEI cellar, log fires, 4 poster beds. 





For colour brochure: 
Charingworth Manor 
4| Nr Chipping Campden, | i 
Gloucestershire GL55 6NS If you have something 
D 38 678) 555 to say... sayit 
Telex: 333444 CHARMA G in the Classifieds! 


' Best new Hotel in Britain 88-89 4A 





Readers are recommended 


| tomake appropriate enquiries and take appropriate advice before send- 
| cing any money, incurring any expense or entering into a binding commit- 
—]mentin relation to an advertisement. The Far Eastern Economic Review 
-— E. .shall not be liable to any person for loss or damage incurred or suffered 

as a result of his/her accepting or offering to accept an invitation con- 
.|. tained in any advertisement published in the Review. 





| COPYRIGHT REPRINTS 
“The combined efforts of the Far Eastern Economic Review's large and highly skil- 

— led editorial team have made it the premier source of information for those who do 
business, or have an interest, in or with Asia. As a testimony to the publication's 
editorial quality, many Review articles have, overthe years, been reprintedin news- 
papers, magazines, educational textbooks, newsletters etc throughout the world. 


Should you as an editor, publisher or on behalf of an organisation, educational es- 
li tablishment etc wish to enquire about our reprint and copyright charges, please ad- 
`. dress your correspondence to: 


jaging Director 
ew Publishing Company Limited 
ax 160, Hong Kong 
i -8328300 Fax: 35-8348987 Telex: 62497 REVAD HX 


lcome enquiries from allinterested putes andassure you ofour prompt, indi- 





[You Cou 





m eean ANAA ar ME En AGG ARRARMM MAMMA, V HMM ARAN AA. SERS A HAMM Im 


| po airmail i Aoi. in the world: 


Signature: 














It Yourself 


The Recognized Authority 
Now in its 24th year the CHINA TRADE REPOR 
which is published monthly by the Review Publish 
Company Limited has long been recognized by lead- 
ing business executives throughout the world as he 

most authoritative tales of its kind. oe 














Of information | i 
Covering subjects which range from foreign: invest- 

ment to fashion, electronics, telecommunicatior ’ 
engineering, contract negotiations and to liter 
dozens of others the CHINA TRADE RI 
essential reading for anyone doing, or wi 
business with China. = 


You Could Gather It Yourself J T 
You probably could get the same information on your e 
own but in order to locate what is contained in each _ 
and every 16 foolscap page issue of CHINA TRADE 
REPORT you'd have to read hundreds of publications, | __ 
not to mention have your own network of people re- to 
porting from all the important zones in China. po 
Why not subscribe now and discover for yourself how Ub 
the CHINA TRADE REPORT can help eliminate the | __ 
mystery and much of the risk in doing business with | 
hina. 





Small Investment... Handsome Dividends E 
Start benefiting immediately from the information- | 
packed CHINA TRADE REPORT by subscribing | - 
now. A small investment today may pay handsome | 
dividends later in saved time, energy and money. 


Post this coupon today! 


Circulation Manager, 
Review Publishing Company Limited, 
G. P. O. Box 160, Hong Kong. 


Please enter my one year subscription (12 issues) for 
the CHINA TRADE REPORT. | enclose a cheque/ . 
money order of made out to the Far Eastern | — 
Economic Review. Or, please charge my credit card | ~ 
(tick one): 
American Express O 
MasterCard C] 


(Please print in block letters) 


Card No: 
Exp. Date: 


Diners Club O 
Visa LJ 














Name: 
Address: 








Annual subscription rates: HK$2,730/US$350 = 
ROSTICTRAM 4 
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US’ China-born ambassador 


America’s new ambassador to China, James 
Lilley, is a genuine Old China Hand. Born in 
northern China (his father was an employee 
of Standard Oil) in 1928, Lilley has spent 
most of his career studying and analysing 
China. He was the first CIA station chief in 
nicky ul Peking and went on to 
Se become the national 
Y. intelligence officer for 

| Chinain 1975. 

M . Like President 
=.) George Bush, under 
whom he served at 
the US liaison mission 
in Peking in 1974-75, 
he graduated from 
Yale University. After 
obtaining a master’s 
degree from George Washington Univer- 
sity, he studied classical Chinese at Colum- 
bia and at Hongkong University. 

His main pastimes are reading, espe- 
cially history, and swimming, though he is 
not quite so enthusiastic as during his col- 
lege days when he reached competition 
standard. Although he enjoys Chinese 
cuisine, Lilley is no gastronome. “I eat to 
live,” he admits. He says that the only way 
to survive the interminable Chinese ban- 
quets is discipline. Having served in Taipei 
as head of the American Institute (1982-84) 
and in Seoul as ambassador (1986-88), he 
has been able to hone that discipline. 

Arriving in Peking in the midst of unpre- 
cedented student unrest, Lilley should com- 
pare notes with his youngest son — who is 
studying Russian at the University of Lenin- 
grad — to see how China's reform program- 
me compares with perestroika. 





Livewire in switch 

India’s new high-powered National Tele- 
communications Commission (NTC) ap- 
pears designed as a personal vehicle for one 
man: S. G. (“Sam”) Pitroda, 46. The elec- 
tronics engineer currently serves as Prime 
Minister Rajiv Gandhi's technology minis- 
ter. But if his appointment goes through as 
NTC chairman, Pitroda — armed with ex- 
traordinary licensing and import powers — 
will attempt to reform the bureaucracy re- 
sponsible for India’s telecommunications 
mess. 

He returned to India in 1984 from the US 
to head a crash programme for indigenous 
development of automatic telephone ex- 
changes adapted to local usage patterns — 
at a token salary of one rupee a year. During 
his two decades in Chicago, Pitroda amass- 
ed a string of patents and a personal fortune, 
first as a digital switching engineer with 
General Telephone Electronics and later as 
an entrepreneur. 


PUBLIC EYE 





Although he resumed Indian citizenship 
in 1986, his wife and two children remain US 
nationals. Purportedly for their benefit, he 
retains ownership (through a blind trust) of 
two of his US ventures. 

Critics claim that Pitroda, for all his talk 
of nurturing indigenous industries, has 
steered lucrative software and component 
contracts to these companies and other US 
associates. They also point out that the 
automatic exchange project is behind 
schedule. Pitroda dismisses such carping 
with a toss of his blow-dried, prematurely 
grey mane. “I’m not making a dime here,” 
he insists. 


Protégé rises after fall 

Student activists in Peking are calling for the 
promotion of Zhu Houze, 57, to the post of 
communist party general secretary. Zhu 
was dismissed as head of the party’s prop- 
aganda department following Hu Yao- 
bang’s fall from grace as a result of nation- 





wide student demonstrations in late 1986. 
Hu had brought Zhu to Peking from the 
post of party boss in Guizhou. 

Although the clamour for his promotion 
is unlikely to be heeded, such support re- 
flects the popularity Zhu continues to enjoy 
despite his enforced absence from frontline 
politics. Well-known for his liberal ideas, 
Zhu was one of the few propaganda chiefs 
respected by intellectuals. 

After being purged in 1964, Zhu spent 
eight years in a labour camp; in contrast, 
when he was ousted from the propaganda 
department, he moved to the China Rural 
Development Research Centre, a prestigi- 
ous think tank in early 1987. 

Last September, he was featured promi- 
nently on the front page of the People’s Daily, 
the first sign of his return to favour. A 
month later, he was elected deputy director 
of the China Federation of Trade Unions. 
There may well be room for a popular man 
such as Zhu in the top ranks of the party if 
the leadership wants to regain the support 
of disillusioned intellectuals. 


FAR EASTERN ECONOMIC REVIEW 


Made for monkhood 

Thailand’s religious leader, Somdej Phra 
Yanasangworn, enjoyed playing a Buddhist 
monk when he was a boy, making toy fans 
and other implements of monkhood. At 75, 
after more than 60 years of temple life, 
Yanasangworn was invested on 21 April by 
King Bhumipol as the country’s 19th su- 
preme patriarch. 

Born in Kanchanaburi as Charoen Suvat- 
thano and cared for by an aunt after his 
father died, he was a sickly child. Once 
when he was near to death, his family swore 
he would serve in a temple if he survived. 

As a senior monk at Wat Bowornives in 
1956, Yanasangworn was charged with 
chaperoning the young King Bhumipol 
through his daily paces during a 15-day resi- 
dency at the temple. He later became i 
abbot of the temple, the home of them - 
ity Thammayut sect established by leading 
theologian King Rama IV a century ago. His 
predecessor, who died last August, was also 
chief abbot of Wat Bowornives. 

Yanasangworn is taking over at a time 
when more and more Thais are losing in- 
terest in the faith and Thai Buddhism is be- 
coming increasingly fragmented. 


Unions, not wars, made him 


Hanoi's new party boss, Pham The Duyet, 
53, is billed by many as a rising star in Viet- 
nam. "If (Nguyen Van) Linh steps down as 
party chief in the next few years, Duyet's a 
good bet to replace him," said a diplomat. 

Duyet is one of a new breed of politicians 
who does not owe his prominence to his 
role in the wars against France and the US | 
which ended in 1975. A trade union or- 
ganiser in the coal mines of Quang ^" "1 
province northeast of Hanoi, he fir 
tracted national attention in 1986 whe ne 
was appointed chairman of the confedera- 
tion of trade unions, replacing Linh who 
had been named as 
party chief. 

The curly haired 
Duyet, who denies 
any ambition to be- ` 
come a member of the 
politburo, is a stripling 
compared with most 
Vietnamese leaders 
(the average age in the 
politburo is 71). He 
dresses in smartly tail- 
ored suits in a capital where simple baggy 
clothes are still in vogue. 

Some observers credit Hanoi's new party 
chief with bringing noticeable change to the 
rundown Vietnamese capital. "There's 
much more economic activity [since he took 
over last October], the place is brighter and 
there are more things on sale,” said one. m 
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THE FINE ART OF FLYING 


by Agam. 





pace Rythmé by Yacoov Agam. The interpretation of our concept by the Israeli artist, Agam, symbolizes a signift- 
cunt facet of Air France. Flying to 195 destinations completely around the world with more than 350 daily flights, we 
are probably the one airline sought out by discerning travellers for whom travel is more than just a means to an end. 


Small world, isn’t it ? 





ES THE FINE ART 
WA OF FLYING 








“My Rolex will be my life-long partner” 


[twas a cold Jan uary in New 
York in 1976 when the bright 
lights of international stardom 
first shone on Yoko Morishita. 
In its review of her incredible 
performance with the American 
Ballet Theatre, The New York 
Tunes ventured a prophecy. 
"Perfect positioning, impeccable 

[ euni 
balance — her every gesture 
7 - . ° , 
guarantees Yoko Morishitas 


destiny as a classical ballerina" 


Today the international ballet 
world is indeed aware of Yoko 
Morishita. She has now danced 
with such brilliant partners as 
Fernand Bujones, Jorge Donn, 
Balee Inharm and the great 
Rudolf Nureyev. Such classic 
pairings are a measure of Yoko 
Morishitas superb technique, 
which is winning her an ever- 


growing fol lowi ng. 

| hough gl ted with enormous 
natural talent, Yoko Morishita 
disdains terms of adulation such 
as “genius . She sees the attain- 
ment of perfection asa struggle 
of ceaseless effort, unwavering 
intensity. 

“| wear outa pair of toe shoes 
every day,’ she says. Human 
muscles have a short memory, so 
daily practice is important to 
me. If I miss one day's practice, 
| notice the slack. If I miss two 
days, my partner notices. If | miss 


three days, the audience notices” 


Betore every performance 
Yoko Morishita asks someone 
in the wings to give her a quick 
critique. In this way her efforts 





AUT TAN 


THE ROLEX LADY-DATEJUST € HRONOMETER WITH TRIDOR BRACE] ET. IN 18¢ 


Lu n m mu. 


y 


to improve extend into her actu- 
al performance. It was dedica- 
aon of this order that made her, 
in 1985, the first Japanese to win 
what is considered the highest 
honour a dancer can receive — 
the Laurence Olivier Prize. 

But even this, the most prized 
of her awards, only inspired 
Yoko Morishita to become even 
better. “I hope that I continue 
to work with excellent dancei 
she said. "Its a very good Way 
lor me to improve. 

Yoko Morishita has another 
partner, not mentioned in. the 
programmes: her Rolex Lady- 
Datejust. "This watch does not 
merely keep time, it is also ex- 
quisitely graceful,” she i 
told us. "It will be = 
my partner for life” ROLEX 


of Geneva 
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Strains in a Fi riendship 


ASIAN DEVELOPMENT BANK 
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Meetings where 
nothing goes wrong. 


We've all been to meetings and conferences where something has gone wrong. 
No matter how minor the mistake, it ruins the day and no one forgets. 

However at Holiday Inn, meetings are different. Nothing ever goes wrong. We 
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from arrival to departure. Our professionally trained meetings managers can be relied 
on to take care of the “minor details" well before they become “last minute” problems. 

You will have everything you request on time and correct. It’s guaranteed. The 
right reasons to choose Holiday Inn first. 


* Subject to agreement. In the unlikely event something 
does go wrong, you won't be charged for that service. 
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LETTERS TO THE EDITOR 


Nepal will not bow to ‘bully’ 

It is ridiculous to say Nepal has become a 
threat to India [Down to a trickle, 20 Apr.] 
just because of some old-fashioned anti-air- 
craft guns which was purchased from 
China. Where does the anti-aircraft gun 
stand in front of a military power like India? 
India, as the government itself admits, is 
capable of building nuclear weapons over- 
night. In fact, India is not far from “super- 
power" status. 

If India can spend billions of dollars every 
year on arms, claiming that they are for 
peaceful purposes, then why can't Nepal 
purchase arms for internal security. 

Nepal has to rely heavily on India be- 
cause of its geographical position, with the 
nearest access to the sea through Calcutta in 
India. By cutting off trade, India's plan was 
to force Nepal to come to its knees. That is 
where India underestimated Nepal. To the 
surprise of India, it has been almost five 
weeks and Nepal is managing well enough 
and the Nepalese people are proud to tackle 
the situation. 

Although I am just a student, I was 
forced to write this letter after having seen 
your article which was completely in favour 
of the “big brother" and the “bully” of the 





South Asian Association for Regional Coop- 
eration. It is now up to the two neighbours, 


India and Nepal, to come to a peaceful 


agreement. 


Kathmandu DIPENDRA RAJ SHARMA 





Bhutan can make its own decisions 
Salamat Ali's report [A matter of time, 4 
May] that “perhaps encouraged by Nepal, 
Bhutan . . . had begun to get tough on In- 
dian residents there" is misleading, as is his 
reference to the 1949 Indo-Bhutan treaty 
"spell[ing] out that New Delhi will guide its 
foreign policy." Bhutan's circumstances are 
quite different from Nepal's, and it is mis- 
chievous to imply any necessary or direct 
"shadow" effect in Indo-Bhutan relations 
from events in Nepal, though these deve- 
lopments cannot and clearly should not be 
ignored. The treaty's Article 2 states that 
Bhutan "agrees to be guided by the advice" 
of India in external relations, but qualita- 
tively and quantitatively this is not the 
same as a determination asserted by some 
that India “will” guide Bhutan's foreign 
policy. 

A great number of non-nationals of Bhu- 
tan have been detected in the kingdom as il- 
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legal or illicit immigrants since late 1987, an 
have been expelled; but this more thoroug 
application of existing citizenship and in 
migration laws was largely completed we 
before the current differences between Indi 
and Nepal came to a head. 


Hongkong BRIAN C. SHA! 


Refugees plead for humane treatment 
Recent meetings in Kuala Lumpur, Hong 
kong and Bangkok discussed ways to repai 
rate Vietnamese refugees deemed to b 
"non-refugees." 

There are now 360 homeless boat peopl 
at the Philippines Refugees Transit Center 
Manila; and 292 boat people in Palawai 
who have not yet been acknowledged as ret 
ugees; and 112 abandoned boat peop 
board ship who are not allowed to la.... .. 
Puerto Princesa, Palawan. Thousands o 
people staying on lighters in Hongkong anc 
in the closed camps of Thailand and Hong 
kong have lost everything in search of free 
dom. Presidents, spiritual leaders, heads o 
humanitarian organisations, hear our ple: 
to be treated humanely. ^ THEVIETNAMESI 
Palawan, Philippines ^ REFUGEECOMMUNIn 





Warrants for individual investors 

I was interested to read the article on Japan 
ese warrants in WHERE TO PUT YOUR MONE) 
[27 Apr.]. However, I would like to point ou 
that investing in warrants by purchasing 
them directly is not the only way to partici. 
pate. Several companies, such as MIM 
Britannia and Gartmore, have warrani 
funds in which individuals can easily invest. 
The minimum investment in the MIM fund is 
now around US$3,000, a far cry from the 
US$62,500 your article indicated wou 
necessary to invest successfully in the Japan- 
ese warrant market. 


Tokyo 


MINDY C. HARRIS 





Now Vietnam means business 

Your series of articles on business prospects 
in Vietnam [COVER STORY, 27 Apr.] were 
valuable contributions to the otherwise 
meagre information available. 

Among the best near-term opportunities 
for Vietnam to earn foreign exchange are 
contract manufacturing and tourism. I re- 
cently visited a number of Vietnamese fac- 
tories in the north. They seemed to be 
marked by excess capacity, fine workman- 
ship, and an ability to produce under very 
adverse conditions. Such factories will re- 
quire organisation and management and, 
indeed, government officials say that there 
is an urgent need for management skills in 
Vietnam. The conventional wisdom is to do 
business in the south where there has long 
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Koreas most impressive address 
Was once the exclusive preserve of 
Kings and Presidents. 





White gloves and ceremonies of state are 
hardly unaccustomed at the Shilla. Our 
secluded woods and resplendent historic 
pavilions were once the sole domain 
of Government Guests. Today that stately 
tradition is inseparable from the character of 
Seouls most luxuriously appointed hotel. 
Just as personal care and attention to detail 
remain our most cherished protocol. 
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been commercial and anutan activ- 
- ity. This may be the prudent course. How- 
n ever, for many types of contract manufac- 
-—turing, a cogent argument can be made to 
search for opportunities also in the north. 
~The other short-term potential is in tour- 
Old hotels must be refurbished and 
' hotels must be built; several foreign in- 
tors have demonstrated a willingness to 
ddress these needs. There is a large tourist 
ool already drawn to other Asian destina- 
-< tions which can be tapped. The potential for 
¿< tourists from the US is enormous. Overseas 
< Vietnamese tourism will probably grow the 
. fastest and the earliest — the Vietnamese 
= have already opened several guest houses to 
‘accommodate and feed the large number of 
. returning Vietnamese. Based on the current 
demand and the limited hotel space, new 
rooms can be filled as soon as they are built. 
New York SESTO E. VECCHI 


umen intere —H EE 










mara a aerem 


and my shadows 
letter from Doris Lai of the Singapore 

Ministry of Law [4 May] reminds me vividly 
of a legal aphorism: “If the facts are against 
you, argue the law and if the law is against 
you, argue the facts but, if both the facts and 
the law are against you, then, denigrate the 
- opposition." Obviously, many People's Ac- 
"tion Party leaders are the masters of this ad 

hominem school. 

I was flattered by the attention the gov- 
ernment was paying me by mounting a sur- 
-veillance on me in the US, but I am a little 
— chagrined to learn from Lai that Lam not the 
. unique recipient of this signal honour. Who 
could the "and others" possibly be? As a tax- 
-payer and a non-constituency MP, I was, 
naturally, interested in questioning that ex- 
penditure of public funds. 

'. Į recall having told several Internal Sec- 
urity Department officers not to waste pub- 
lic money, time and effort in tampering with 

mail, or tapping my telephones and/or 

. king my movements. All they had to do 
was to ask me whatever they wanted to 
know, and I would have been more than de- 
lighted to tell them. Accordingly, my move- 
ments in the US were and are quite free and 
open. I made a courtesy call on our ambas- 
. sador in Washington to announce my pre- 


sence. 


^. Tn isting with the fiction that Dr 
| Jonathan Fine, who has never held himself 
| ise medicine in New 
York, had issued "false" medical certificates, 
othe prosecution is acting out a dreary 
. charade. A cursory perusal would have 
shown that Fine, a well-qualified physician, 
had given his erudite opinions as executive 
director of the Physicians for Human Rights, 
Boston, Massachusetts, and had signed 
. them as such on its letterhead. Nowhere in 
. those opinions did he say that he had 
examined me. It was my English counsel 
. who had mistakenly assumed that he was a 
-New York-licensed physician. 











Further, the prosecution seems incapa- 
ble of comprehending that the medical cer- 
tificates of Dr William R. Slater, an ar- 
rhythmy specialist, had been given by him 
at different stages of time following his man- 
agement of me. 

The government hopes no doubt that, by 
shrieking repeatedly its warped interpreta- 
tions of my medical condition, it may strike a 
chord among the people; but, I dare say, the 
sophisticated Singapore public is not so eas- 


ily deceived by such alarums. 
New Haven, Connecticut FRANCIS T. SEOW 
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Christians on the road to Pyongyang 
The symbolism of dissident South Korean 
pastor Moon Ik Hwan celebrating Easter ser- 
vices in a church in Pyongyang cannot be 
lost on even disinterested observers. 

North Korea has scored a small victory in 
the battle for the hearts and minds of Ko- 
reans on the question of reunification. And 
it is little wonder the South called an emer- 
gency Sunday meeting to deal with the mat- 
ter, for South Korea has the fastest-growing 
number of Christian converts in Asia, if not 
in the world. 

Although the North has bagged a big fish 
in the person of Moon, he is but the latest in 
a stream of Korean Christians who wend 
their way to Pyongyang. The press bills 
them as Christians; it overlooks the fact that 
many of these men, who live abroad, and 
particularly in the US, are originally from the 
North. War and revolution have cut them 
off from the land of their birth, and at- 
tachment to this land and to the plot where 
ancestors are buried or relatives are still liv- 
ing plays no small role in allowing them to 
come to terms with Kim Il Sung's regime. 

Chung Kyong Mo serves as an inter- 
mediary in this process. He is well placed to 
do so. A dissident South Korean with leftist 
leanings, he is sympathetic to the North, 
and has worked closely with anti-Seoul 
groups with ties to Pyongyang. Educated in 
the US, he has maintained excellent rela- 
tions with American churches, as well as 
with fellow dissident Koreans in the US who 
have opposed, and still oppose, present and 
past occupants of the Blue House. In short, 
he speaks everyone's language, politically, 
culturally or religiously, for purposes which 
are of merit or less than honourable depend- 
ing on how one views the subtle game for 
the loyalties of Koreans. 
New York 


JACQUES CAMBRIA 


IBM and labour unions 

While IBM has assiduously avoided unioni- 
sation, it has dealt with "independent 
unions," contrary to the assertion in La- 
bour's love lost [4 May]. In the 1970s, IBM 
bargained and signed five consecutive two- 
year contracts with Turkish workers at the 
company's Istanbul and Ankara offices. 
Jakarta JEFF BALLINGER 
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A year ago, in a 
cover feature, the 
REVIEW pointed to 
the danger of the 
European 
Community 
becoming an 
economic "fortress" 
after 1992 when all 
internal trade 
abolished. Now Japanese and South 
Korean corporations, convinced that the 
threat is real and fearful of being trapped 
outside the wall after 1992, are rushing to 
setup plants in Europe. Although the scale 
of the Japanese invasion is often 
. exaggerated, the level of investment in the 
vehicle and consumer electronics 
industries has already produced a backlash 
in a number of EC countries. Unofficial 
local-content rules are being imposed on a 
wide range of operations, and anti- 
dumping charges slapped on those who 
do not meet the standards. International 
finance editor Anthony Rowley looks at 
the East Asian industrialists' strategy and 
the European reaction. 68 j 

Cover illustration by Michael McKeever. 
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China : Reform Hope 

A leadership decision to take a softer line 
towards student demonstrations marks a 
watershed for democratic reform 10 
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Naval Blues 

Soviet diplomats are alarmed that US naval 
vessels will be making a friendship visit to 
Shanghai on 18 May — the same day that 
Soviet President Mikhail Gorbachov will 
arrive to place flowers at the memorial to 
the Russian writer Alexander Pushkin. 
Gorbachov will be in China for summit 
meetings with Chinese leaders in Peking. 
Initial discussions on the naval visit were 
made in January but it was not until March, 
. after the summit date was set, that the US 
dates were finalised. Chinese leaders' 
decision on the arrangements for the 

US naval visit — and their refusal of 

Soviet requests to change Gorbachov's 
itinerary to a stopover elsewhere — 


South Korea : Reform Gloom 

The death of six riot policemen during 
student disturbances in Pusan heightens 
tension and threatens moves towards 
democratic reform 12 


Japan : Politics 

The LDP tries to press a reluctant, but 
reform-minded, Ito into taking over as 
prime minister 13 


Philippines : Opposition Alliance 
The top two critics of President Aquino 
form an uneasy alliance to oppose her in 
the next election 19 


Defence : Taiwan 

Despite warmer contacts between China 
and Taiwan, the Taiwan military retains its 
pre-eminent position on the basis that the 
mainland will attack some time in the 
future 21 


India : Kashmir 

The federal and state governments 
attempt to reassert their authority over 
troubled Kashmir as separatist violence 
spreads 24 


Pacific : Fishing Rights 

Increased resentment by small island 
nations prompts Tokyo to reconsider its 
regional fisheries policy 25 


Pakistan : Coalition Breakup 

The defection of a.coalition partner in 
Sindh, following escalating ethnic unrest, 
leaves Prime Minister Bhutto without 
political allies in the provinces 26 


is a calculated gesture to remind 
Soviet leaders and the world that 
there are limits to Sino-Soviet 
rapprochement. 


The Two-China Tango 

And in what appears to be an ironic 
coincidence, Soviet President Mikhail 
Gorbachov's visit to Peking, coincides with 
a visit to Taipei by three other Soviet 
officials attending a conference. This 
would be the first time that Soviet officials 
will be making a public visit to Taipei. The 
Soviet team, led by Valery Lozovoy, will 
attend the annual conference of the San 
Francisco-based Pacific Basin Economic 
Council, a private group promoting trade 
in the Pacific. Some 600 international 
corporations overwhelmingly voted to 
allow the Soviets to attend, and Taipei 
agreed to the visit as long as they picked up 
their visas from a Taiwan representative 
abroad. | 
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Australia : Opposition Coup 

The leaders of the Liberal and National 
parties are deposed, but the opposition 
ranks are still divided 31 


Thailand : Foreign Relations 

Bangkok seeks a more equal footing in its 
traditional client-patron relationship with 
the US as trade friction increases 32 


Hongkong : Refugees 

The government acknowledges that the 
majority of Vietnamese boat people 
flooding into the territory are travelling via 
China 34 

Cambodia : Peace Plans 

The Khmer Rouge rejects suggestions 1 

all the warring factions agree to a 

ceasefire 35 


New Caledonia : Assassinations 
The killing of moderate Kanak 
independence leaders Tjibaou and 
Yeiwene casts a shadow over the peace 
accord between factions in the French 
Pacific territory 36 


Singapore : Religion 

The government contemplates curbing 
missionary work, especially by Christians, 
among both Muslim Malays and the 
majority Chinese 36 

Taiwan : China Relations 

Taiwan’s participation in the Asian 
Development Bank meeting in Peking 
highlights its new pragmatic 

diplomacy 37 


Moderate Influence 

Afghan resistance leader Syed Ahmad 
Gailani, who heads the moderate Mahaz-i- 
Milli-i-Islami group, is planning a quiet visit 
to Washington to see US officials and 
congressional leaders to discuss the 
situation on the ground in Afghanistan. 
Washington has so far resisted Moscow's 
call for talks on bringing about a peaceful 
settlement, but if the mujahideen forces fail 
to capture the key besieged town of 
Jalalabad in the next two months it may 
have to consider exploring other 

options. 


Missing the Bus 

Australia's national carrier Qantas, which 
operates an all-Boeing fleet, has had 
exploratory talks with the European 
Airbus Industrie on the possibility of 
ordering a number of A330 Airbuses for its 
medium-range routes to Asia. Qantas, 
which is planning a massive expansion of 
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n future years, China's recent student 
movement, which began in late April, 
will likely be seen as a watershed in the 
» country's political development. And 
..the Peking leadership's decision to adopt a 


conciliatory approach towards mass student 


. demonstrations also marks a key turning 
_ point in the career of Chinese Communist 
- Party General Secretary Zhao Ziyang, who 
|; ds now committed to a strategy of moving 
|... the party in the direction of substantial poli- 
_ tical reform. 

= Asserting that protest does not automati- 
... cally mean instability, Zhao put forward a 
. "broader and more expansive definition of 
... political stability than has ever been previ- 
-. ously advanced — a definition that im- 


-.. pliditly accepts the idea that criticism and 


C dissent, even in the form of unapproved 


mass public demonstrations, can be a nor- 


< = mal political phenomenon. 
(^. The apparent success of the party's new 
softer approach in quelling this round of stu- 
_ dent unrest has strengthened the position of 
_ Zhao and other reformers among the lead- 
ers — at least for the moment. 

_ The peaceful resolution of this crisis 





The government accepts public expression of dissent 


atershed for glasnost 


comes barely a week before the Sino-Soviet 
summit. It would be a serious embarrass- 
ment to Chinese leader Deng Xiaoping if 
mass protests continued during the visit of 
Soviet leader Mikhail Gorbachov, or if 
armed force was used to suppress the stu- 
dents. But now Deng, who initially sup- 
ported a hardline approach, can take credit 
for the surprisingly smooth manner in 
which this crisis was handled. 

China's reformist leaders have been on 
the defensive since the collapse of last year's 
plans for comprehensive price reform amid 
mounting inflation and overheated eco- 
nomic growth. At the same time, the party 
has appeared passive or merely reactive in 
the face of mounting public discontent over 
official corruption, while Zhao himself has 
appeared reluctant to spearhead dramatic 
new initiatives. 

Zhao's low profile was partly designed to 
dissociate himself in particular and the re- 
forms in general from responsibility for the 
current economic problems, but it also re- 
flects his recent efforts to portray himself as a 
cautious, centrist leader in order to win mili- 
tary support for his bid to succeed Deng as 
chairman of the Central Military Commis- 
sion. 


The new situation offers an unexpected 
opportunity for Zhao to try to move the 
party back in front on issues of demonstrat- 
ed public discontent and make a new bid for 
support from liberal students and intellectu- 
als. To do so, Zhao must convince party 
leaders that further reforms can be a way to 
strengthen political stability and restore the 
party's reputation and claims to legitimacy 
in authority. 

This approach also entails high risks. For 
many party leaders, the softer approac" *- 
the student unrest was merely a tacticé 
sponse. There is an overriding fear that dis- 
satisfied workers, peasants or other ele- 
ments may also resort to political confronta- 
tion with the authorities if the party is seen 
to have bowed to student demands. Any 
major disturbances could bring about an ab- 
rupt return to repressive tactics and scuttle 
Zhao's hopes to succeed Deng as China's 
paramount leader. 


t the same time, the softer strategy 
may give rise to new expectations 
for rapid political change that no 
Chinese political leader can meet at 
this time. Zhao cannot concede on the 
party's basic political principles — specifi- 


: . Peking pacemakers 


— Peking student leaders, especially from the Peking University, 
-. People's University and Normal University, set the direction, 
.. paceand mood of the latest national protests. By contrast, the last 
-. major unrest, in early December 1986, began at Anhui's Science 
-and Technology University and quickly spread to Shanghai a few 


days later. When Peking students eventually took to the streets in 























ate December, the movernent was almost over. | 
. In the recent demonstrations, there was unrest in Shanghai, 
janjin, Dalian, Changchun, Nanjing, Wuhan and other big 
:s hours after the news of former party general secretary Hu 
ang’s death on 15 April. But in the days that followed, it was 
Peking that they drew inspiration and strength. When Pe- 

its successfully marched through police ranks on 27 
jananmen Square, student movements elsewhere 
ook. new lease of life, culminating in the nationwide 
'arches on 4 May. | | 

© But with fewer universities and a lower level of political con- 
sciousness, protests outside Peking have been less organised and 
n a smaller scale. Press reports indicate that no city had student 


emonstrations involving more than 30,000 students at any one 
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time, in contrast to the estimated 100-150,000 students marching 
in Peking on 27 April. 
Communication between students in Peking and the rest of 








cally the assertion that it is "historically 
necessary" for China to maintain the leader- 
ship of the party, adherence to the socialist 
road, the people's democratic dictatorship, 
and Marxism-Leninism—Mao Zedong 
Thought. While ambiguous in practice, 
these four principles impose real limits on 
how far and how fast the leadership can 
move to meet new demands for democratic 
reforms. 

The truce with students could also break 
down if authorities arrest organisers or stu- 
dent leaders. Government spokesmen say 
the demonstrations were instigated by a 
“handful of people behind the scenes” 
whose objective is to “negate the leadership 
of the communist party and the socialist sys- 
tem.” At this time, however, it appears 
likely that the government will turn its 
wrath on participants in the violent anti-gov- 
ernment demonstrations in Xian and 
Changsha on 22 April. One of the particip- 

has already received a death sentence. 
zhao laid out the new approach in re- 
marks delivered to governors of the Asian 
Development Bank on 4 May. They went 
considerably beyond previous statements 
by Chinese leaders by openly endorsing the 
"rational demands" of the students. 

Zhao said the students "are not opposed 
to our basic system, rather they seek to 
eliminate certain defects in our work." The 
students' demands for correction of errors, 
Zhao said, coincide precisely with the posi- 
tion of the party and government. He called 
for extensive consultations and dialogue 
with students, workers, intellectuals, offi- 
cially recognised non-communist parties 
and people from all walks of life. 

Zhao also called for solving the problems 
raised by the students "in a calm and reason- 
able manner, with restraint, order and in a 
democratic and legal way." If everyone goes 
along with this, we can surely maintain sta- 
' 7 y, Zhao said. “This, I believe, will be a 

r and higher level of unity." 

[here was never any doubt that students 
would attempt to repeat their successful 
protest of a week earlier by demonstrating 
on the 70th anniversary of the May 4th 
Movement, during which students rose up 
nationwide in protest against foreign en- 
croachment on Chinese territory. But this 
time around, they merely went through the 
motions. An estimated 30-50,000 students 
marched in a festive mood from their cam- 
puses to Tiananmen Square, where perhaps 
as many as 100,000 onlookers and support- 
ers had already gathered by noon. The 
demonstration broke up inconclusively later 
that afternoon. 

The decision to back down from threats 
to suppress the earlier demonstration on 27 
April and subsequent efforts by the govern- 
ment to establish a controlled dialogue with 
students made it clear that authorities would 
not make any serious effort to block demon- 
strations on 4 May. At a press conference on 
3 May, state council spokesman Yuan Mu 
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said the government would “continue to 
adopt the correct practices and attitude that 
we have adopted so far in the past few 
days.” 

Classes resumed at some universities on 
5 May, and a few days later the two-week 
class boycott appeared to be over — except 
at Peking University, where as many as 70% 
of the students were still on strike in support 
of a revised, more moderate set of demands 
for direct dialogue with government lead- 
ers. The waning of the Peking student 
boycott also appeared to defuse the momen- 
tum behind smaller 4 May protests in 
Shanghai, Wuhan and other cities. 

Among the demonstrators on 4 May 
were a group of 300 journalists representing 
all of China’s major official media. Their pro- 
test was sparked by a government ban on 
the reporting of earlier demonstrations fol- 
lowing the 15 April death of former party 
general secretary and politburo member 
Hu Yaobang and the suspension of the 
editor of the progressive Shanghai-based 
World Economic Herald. On 9 May, a peti- 
tion was handed into the All-China Jour- 
nalists Association, signed by 1,013 jour- 
nalists from 30 news organisations, de- 


ploring the lack of freedom of the press. 

The conciliatory policy towards students 
sharply contrasted with the tone of a People’s 
Daily editorial published the day before the 
27 April demonstration, which described 
the student demonstrations as a “planned 
conspiracy” intended to undermine the 
leadership of the [communist] party and the 
socialist system. “If we tolerate and connive 
in this disturbance and let it go unchecked,” 
the editorial warned, “a serious chaotic state 
will appear.” 

That editorial is believed to closely reflect 
comments made by Deng to other top lead- 
ers. But Deng himself later participated in 
the decision to adopt a more conciliatory ap- 
proach, sources said, after listening to objec- 
tions from his own children and representa- 
tions from other senior leaders. 

Although Deng’s ultimate agreement on 
a softer stance towards the students was 
crucial, the senior leader, faced with near 
unanimous objections to maintaining a hard 
line, may have had little choice but to climb 
down. In any event, by doing so, he may 
have limited the damage done to him by his 
initial position. The political risk to Zhao 
may also have been reduced. * 


Youth on the march 


march these past few weeks are pro- 

ducts of China's decade-old, open- 
door policy. They are restless over the slow 
pace of reform and unimpressed by the ar- 
guments of their elders that living standards 
are generally better than ever before. As the 
first youth in decades to be allowed a look at 
the outside world, they conclude that what 
they have at home is not enough. 

Most are too young to remember the up- 
heavals of the Cultural Revolution and so ig- 
nore warnings of the dangers of instability. 
They have not experienced political purges 


T he students who have been on the 
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— the 1987 "anti-bourgeois liberalism" cam- 
paign was too short-lived and unsuccessful 
to boot — and so have no fears on that score 
either. 

The students’ defiance has shocked 
many. The students feel no loyalty to the 
party as their parents, who lived through 
the revolution, do. Their outlook on life is 
heavily influenced by what they learn in the 
universities which have a strong tradition of 
liberalism. 

The only leverage the party has on stu- 
dents is that it allocates jobs once the stu- 
dents graduate — hence, freshmen tend to 
be more activist than older students. 

After the 1966-76 Cultural Revolution, 
students were more hopeful of the future 
because of the success of early rural reforms 
and because good jobs were easier to find. 
But stories of corruption and inefficiency in 
government, coupled with uncertain em- 
ployment prospects, have changed that. 

It is possible that the next generation of 
students will be even more rebellious. The 
first generation of children born under the 
one-child birth-control policy are now in 
secondary schools. Many of them are highly 
individualistic and spoilt by indulgent par- | 
ents. By the time they enter university, the 
present job-allocation system, scheduled to 
end by 1993, will have been abolished — de- 
priving the party of its last effective means of 
disciplining them. Louise do Rosario 
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KOREA 


Boh in dilemma following backlash to police deaths 


Critical choice 





——— 


By Shim Jae Hoon in Pusan 


he violent deaths of six riot policemen 
i on 3 May during a confrontation with 


radical students at Pusan's Dongeui 
University have faced President Roh Tae 
Woo with a critical choice: swallowing his 
pride and continuing to implement demo- 
cratic reforms, or accepting the demands for 
a crackdown on dissent made by rightwing 
extremists, at the risk of repeating the disas- 
trous course of his predecessor Chun Doo 
Hwan. 

By threatening "extraordinary" steps un- 
less student violence stopped, but at the 
same time pledging to continue his current 
democratisation efforts, Roh in a speech on 
the day of the worst campus violence to date 
opted for the middle ground. However, the 
question hanging over his year-old govern- 
ment was whether such a compromise 
would gain the support of hardliners in the 
ruling Democratic Justice Party (DJP) or, for 
that matter, from extremists in the military- 
security wing of the administration. 

After decades of education geared to con- 
formity, South Korea has produced a gener- 
ation hungering for political and cultural di- 
versity. Tasting the fruits of prosperity in a 
society that has grown more assertive, they 
find it hard to live with a political system that 
keeps falling behind their expectations. 

At Dongeui University, emotion had 
been running high among its 8,000 students 
for months over how much money it should 
spend to improve poor facilities. Only about 
20 years old, the university depends almost 
entirely on student tuition fees for running 
costs. And to make ends meet, it has some- 
times admitted low-grade students who 
made hefty donations, arousing suspicions 
that there had been cheating in the entrance 
examinations. 

On 1 May, 300 students rallied inside the 
university demanding a freeze on tuition 
fees and an explanation for incidents of al- 
leged entrance-exam cheating. Combining 
these campus issues with political slogans, 
radicals marched outside and hurled petrol 
bombs at the nearby Kaya police station. A 
panicky policeman — complying with a re- 
cent order to open fire under such cir- 
cumstance — fired 24 rifle rounds into the 
air and detained nine students after a chase. 

Outraged by the use of firearms, stu- 
dents gathering the next day took five 
plainclothes policemen hostage for spying 
on their rally and demanded the release of 
their detained friends in exchange. 

Around 5 a.m. on 3 May, just as 94 stu- 
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dents holed up on the seventh-floor library 
building were catching up on sleep after a 
round of negotiations with the authorities, 
300 riot policemen invaded, firing teargas 
bombs and smashing the doors open. "The 
tragedy could have been averted if the police 
heeded our warnings that we would burn 
down the library if they attacked," a student 
said the next day. 

The police apparently did not realise the 
students had poured highly inflammable 
paint thinner on the floor to set the place 
alight, because their gas-masks blocked the 
smell. As students fled to the top floor in 
panic after setting fire to the floor, the first 
batch of 15 or 16 attackers were instantly 
wrapped in flames. The intense heat melted 
their gas-masks and set fire to their clothes. 

Some dashed to the windows and 
plunged to their death 20 m below, while 
others were choked to death in the smoke. 
Six policemen and 11 others, including one 
student, remain in critical condition. 

In the years of bloody, incessant clashes 


Student leader Im Jong Suk: no bombs. 


in Seoul and other cities, numbers of stu- 
dents and riot policemen have lost their 
lives. As the Dongeui clash began, one 
Pusan female student was in a coma after re- 
portedly being hit by a police shield during 
another confrontation. But the police deaths 
on 3 May were by far the worst single case of 
campus violence. 

For all the grief the incident caused, 
many citizens were troubled to realise how 
difficult it was to attribute blame. Many in 
the port city of 4 million people said they 
were sick of the continuing campus tur- 
moil, but at the same time criticised what 
they regarded as an "unchanging trig- 
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ger-happy attitude of the police force.” 

One police survivor said he and his col- 
leagues had been following orders and, 
given the governments impatience in 
handling such situations, it was doubtful if 
any other way of dealing with the students 
could have been expected. "It's up to our 
superiors to decide whether we should or 
should not move in [against students] in a 
particular situation,” he said. 

Even so, the fiery deaths of their col- 
leagues so overwhelmed them that 150 riot 
policemen later staged a protest rally of their 
own at the police station, criticising their 
superiors for issuing an “unreasonable” 
order without considering the risk. 

“The dead policemen are also our child- 
ren,” said the Rev. Cho Chang Sop, chair- 
man of the human-rights commission in 
Pusan. But to the 62-year-old Protestant 
minister, who has followed student activism 
in this opposition-dominated city for years, 
it was also clear the Roh government st 
fundamentally "incapable of understa:ıu- 
ing” the dynamics of campus rebellion 
against the system. 

Unlike people of his own age, said Cho, 
the new generation had grown up learning 
history and sociology at school, and "they 
... . know what are the root causes of prob- 
lems afflicting this society." As he stood gaz- 
ing at the charred library building, the cler- 
gyman added: "That's why they get involv- 
ed in labour issues and democratisation." 

But in the surge of rightwing alarm 
sweeping the country, few were inclined to- 
wards that kind of reflection. Even the nor- 
mally sombre national press appeared un- 
prepared for dispassionate debate over 
"root causes," judging by their failure to take 
up the issues of police use of firearms or the 
hastiness of the invasion plan, as major fac- 
tors in the catastrophe. 


cowed by the spectre of a new rightw 

backlash. Major demonstrations at Yon- 
sei and Korea universities suddenly came to 
a halt, with some students even wearing 
black ribbons as a sign of mourning for the 
policemen. A group of thugs invaded the 
Seoul office of the nationwide dissident or- 
ganisation, Chonminnyon, beating up its 
staffers and ransacking furniture. Police said 
they could not arrive in time to prevent the 
attack. 

The Dongeui calamity came as a major 
blow to the opposition parties, which have 
been trying to push the Roh government to 
remove the vestiges of the previous regime 
and begin full democratic reforms. The inci- 
dent was particularly embarrassing for Kim 
Young Sam, president of the centrist oppo- 
sition Reunification and Democracy Party. 
Pusan is Kim's political base, and when he 
visited the hospital to console bereaved 
families, they screamed at him for "stirring 
up" the campus unrest. 

Kim Dae Jung, the nation's principal op- 


I n Seoul, dissidents of all stripes lay low 
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position figure, who recently has been mov- 
ing to the political centre, did not even 
bother to visit Pusan, choosing instead to 
demonstrate his commitment to non-vio- 
lence by going to see British director Richard 
Attenborough's film Gandhi. (It was also 
seen by Kim Young Sam, his rival.) 

While reluctant to declare martial law, 
Roh and the DJP seized on the incident to jus- 
tify rushing new legislation through the na- 
tional assembly outlawing the manufacture, 
possession and use of petrol bombs. Al- 
though the combined opposition parties 
dominate the assembly, they could only 
offer feeble resistance to the Violence Con- 
trol Act, arguing lamely that it should also 
limit the use of police teargas bombs. 

Government prosecutors moved swiftly, 
charging 76 students with assaulting police 
officers and resisting law enforcement. Of 


the 76, 20 face further charges of arson and 
manslaughter, which carry the death sen- 
tence. Of the 20, four students, have been 
accused of arson and murder. 


ampus activism appeared to be 
C reeling under the legal truncheon, 
with Chondaehyop — the national 
umbrella of radical student unions — for- 
mally disavowing the use of petrol bombs or 
rocks at the police in its 4 May announce- 
ment of a new “non-violent, peaceful strug- 
gle” as the principle for achieving demo- 
cratic goals. That may spare international 
television audiences the spectacle of flame- 
throwing and rock-pelting students, at least 
for a while. 
However, just as several universities 
were reopening after weeks of unrest the au- 
thorities began a nationwide hunt for a total 
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LDP tries to woo reluctant but reform-minded Ito 


Towards Utopia Inc. 





By Charles Smith in Tokyo 
T he search for a new Japanese leader 





to take over from scandal-tainted 
Prime Minister Noboru Takeshita 
seems likely to end with 75-year-old 
Masayoshi Ito, the Mr Clean of Japan's rul- 
ing (but besmirched) Liberal Democratic 
Party (LDP), reluctantly taking over. But Ito’s 
obvious suitability for the task of clearing up 
the mess caused by the Recruit shares scan- 
dal may not make the succession smooth or 
easy. 
On 8 May, Ito was still adamantly refus- 
suggestions that he become prime 
minister when discussions on the leader- 
ship issue moved into high gear following 
Takeshita’s return from a nine-day tour of 
Asean. He was expected to show a slightly 
more accommodating stance at a sub- 
sequent meeting with Shintaro Abe, the LDP 
secretary-general, who is in charge of pick- 
ing a new leader. 

Party insiders believe Ito will take the job 
only if he can be convinced that no other 
senior LDP politician is qualified. To drive 
this point home, Takeshita himself might be 
forced to intervene directly in the debate on 
the leadership succession despite his pub- 
licly stated belief that he should take no part 
in appointing his successor. 

Ito’s reluctance appears to be partly due 
to anxiety about his health: he suffers from 
diabetes and is said to have been advised by 
his doctors not to work more than three 
hours a day. A more serious difficulty may 
be a sharp difference between the way he 
sees the prime minister’s job and the ideas of 
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senior party leaders who began pressing 
him to take over as a caretaker leader im- 
mediately after Takeshita announced on 25 
April that he would resign. 

As caretaker, Ito would hold office only 
until the end of Takeshita's original two-year 
term as LDP president — this November 
— and would have been expected to take lit- 
tle part in allocating cabinet posts. His impa- 
tient dismissal of the caretaker approach 
seems to be based on the idea that the ruling 
party needs to adopt a revolutionary ap- 
proach to solving the problems revealed by 
the Recruit affair, not one designed merely 
to paper over the cracks. 

Ito's ideas for party reform are said to in- 
clude picking a cabinet of young politicians 
who would be chosen on merit — and not as 





Ito: ‘unrealistic ideas.’ 
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of 90 radicals, including at least 16 students 
wishing to participate in the international 
youth festival in Pyongyang. Lee Chang 
Bok, chairman of the dissident organisation 
Chonminnyon, was detained on 8 May for 
“aiding [an] anti-state organisation” mean- 
ing North Korea. 

Many analysts thought it unlikely the 
bloody Pusan incident would lead to a long- 
term decline in South Korea’s student 
power and activism. South Koreans are be- 
ginning to awaken to the uncomfortable fact 
that they may be passing through a protract- 
ed revolutionary process. The Roh govern- 
ment has yet to work out its response to the 
students’ demands for the structural and in- 
stitutional changes that form the bedrock of 
this process. Thus, while it might take more 
moderate forms, the campus upheaval is ex- 
pected to continue. E 


part of the factional balancing act which nor- 
mally dictates the selection of cabinet posts 
by LDP leaders. He is also said to have told 
Abe that he wants the LDP to make a 
genuine attempt to turn its back on money 
politics, the system under which almost all 
politicians seek the sponsorship of private 
companies in order to meet political running 
costs. Ito claims that the LDP lacks the sense 
of urgency needed to undertake such a re- 
form. He also argues that strong leadership 
(not his) is needed to produce this. 

Ito's ideas are regarded as utopian by the 
party's present leadership and could well 
provoke a revolt among rank and file mem- 
bers of.the Takeshita faction who view 
money politics as unavoidable. Ito's reform- 
ist ideas are possible only, his critics claim, 
because he enjoys such a strong position in 
his home constituency of Aizu Wakamatsu 
in northeastern Honshu that he has not had 
to woo voters with money. 

However, critics of Ito's "unrealistic" 
ideas on party reform may have little choice 
but to accept at least some of them. The LDP 
desperately needs to improve its image be- 
fore the July upper house election and, be- 
sides, public opinion strongly supports his 
arguments for drastic action to end political 
corruption. 

Ito has led the party before: he held office 
briefly as caretaker prime minister after the 
death of prime minister Masayoshi Ohira in 
May 1980. His experience as foreign minis- 
ter in the 1980-81 Zenko Suzuki cabinet and 
as a top official of the Ministry of Agriculture 
before he entered politics, should qualify 
him to deal with some of the external eco- 
nomic pressures on Japan. 

But Ito's closest associates agree that he 
could be a hard man to work with. One of 
the best-known incidents in his career was 
his sudden resignation as foreign minister in 
1981, after then prime minister Suzuki had 
taken exception to the wording of a com- 
munique issued at the end of a Japan-US 
summit meeting. t 
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Malaysia denies report 
of arms deal trade-off 


> Education Minister Anwar Ibrahim has 
denied a report in Britain’s Observer weekly 
newspaper linking Malaysia's intended 
purchase of M$4 billion (US$1.49 billion) 
worth of defence equipment with 
negotiations for a civil aid package to the 
country. He also denied allegations that the 
new United Malays National Organisation, 
the dominant partner in the ruling coalition, 
had received £60 million (US$100 million) 

in commissions from the arms order agreed 
in a memorandum of understanding signed 
by the two governments in late 1988. 
Another £40 million went to intermediaries 
and families of the ruling élite, alleged the 
report, which also was denied by the British 
Government. Britain’s 1966 Overseas Aid 
Act prohibits the offer of aid to secure 
defence sales. 


Singapore refuses to 

pardon Jeyaretnam 

> J.B. Jeyaretnam, the leader of 
Singapore’s Worker's Party, whose right to 
practise law was reinstated by London's 
Privy Council in October 1988, has lost his 
appeal for a presidential pardon for the 
fraud conviction which was the basis of the 
. disbarment. The Singapore Law Society 
had disbarred him in October 1987 after he 
was found guilty of fraud in November 
1986, as a result of which Jeyaretnam also 
lost his seat as an MP. Jeyaretnam was not 
allowed by the Singapore courts to appeal 
against the conviction itself to the Privy 
Council. 


India to repatriate 

workers from Singapore 

> An estimated 1,500 illegal Indian 
workers in Singapore have been granted an 
amnesty until 19 May and will be repatriated 
with the aid of the Indian High Commission 
in Singapore. Under a law which took effect 
on 31 March, people found working 
illegally in Singapore will receive a 
mandatory jail sentence of three months 
and three strokes of the cane. The workers 
are being repatriated by air, but Indian 
naval ships may be brought in to complete 
the operation within the new deadline, 
sources said. Last month, Singapore 
granted a similar amnesty to about 9,000 
Thai workers who were repatriated by train 
and Thai naval ships. 


South Korean publisher 
criticises press institute 

> A prominent South Korean newspaper 
publisher has criticised the International 
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Press Institute (IPI), a worldwide 
organisation of publishers and editors, for 
ignoring the 1980 press suppression 

under which 11 daily newspapers were 
closed down and hundreds of journalists 
expelled by the government. Chang Kee 
Bong, whose Shin-A Ilbo was among those 
banned, criticised IPI leaders of the time for 
siding with the repressive government and 
ignoring his plea for intervention. His 
statement, published in The Korea Times of 9 
May, represented the first concrete 
allegation made against the IP!, which has 
come under extensive criticism from 
working journalists and dissidents. 


Lange's Anzus suggestion 
undermines his position 

> New Zealand now appears unlikely to 
withdraw formally from the ministerial 
council of Anzus, the Australia, New 
Zealand and US defence treaty, from which 
it effectively has been excluded since 1984. 
But Prime Minister David Lange, in raising 
the possibility in the US on 24 April without 
endorsement from his own cabinet or 
consultation with Canberra or Washington, 
has given more ammunition to those 
wanting to depose him. Lange had 
suggested withdrawal from the council, 
would formalise the status quo and could 
ease relations with the US. But after 
acknowledging the prospect seemed 
unpopular, Lange said on 5 May that a 
paper on the bilateral relationship would go 
to the cabinet next month. 


Social indicators 


Child immunisation in South Asia* 









*Percentage of one-year-olds fully immunised in 1986 
' Diphtheria, pertussis (whooping cough) and tetanus 


Source: World Resources 1988-89 


Taiwan to replace 

ageing naval vessels 

> Taiwan will spend almost NT$135 billion 
(US$5.25 million) on eight frigates to replace 
the navy’s outdated fleet of destroyers. The 
naval commander-in-chief, Adm. Yeh 
Chang-tung, on 8 May signed a NT$39 
billion contract with the China Shipbuilding 
Corp. (CSBC) for the missile patrol frigates, 
based on US FFG-59 Perry-class frigates, 
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which will be built with technical assistance 
from the US-based Bath Iron Works. The 
CSBC said construction would begin next 
year, with delivery of the vessels scheduled 
between 1993 and 1999. The navy will 
spend NT$95.9 billion on the vessels’ 
weapons system which will be built by the 
Defence Ministry’s Chungshan Institute of 
Science and Technology with assistance 
from various foreign contractors, sources 
said. 


Soviet Union and Japan 
report ease over security 
> Soviet Deputy pou 
Foreign Minister Igor í 
Rogachev confirmed 
on 5 May that the 
US-Japanese security 
treaty was not seen as 
an obstacle to 
improved Soviet- 
Japanese relations, 
following the signing Uno. 

of the US-Soviet 

Intermediate Nuclear Force agreement. 
Rogachev, speaking at the end of a five-day 
visit to the Soviet Union by Japanese 
Foreign Minister Sosuke Uno, also 
confirmed that Moscow had not yet 
determined how its reduction of 200,000 
troops in the Soviet Far East will be carried 
out. However, Rogachev's statements and 
a 28 April article in the magazine New Time 
did suggest that Moscow might be 
considering the withdrawal of some of its 
armed forces from the Kurile Islands — pa 
of the disputed territories claimed by Japar 
— and other border regions. But both 
Rogachev and Uno said unequivocally tha 
neither side was ready to compromise o 
the territorial issue. 4 
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India maintains hard 

line in row with Nepal 

> Despite the gradual internationalisatio 
of the crisis in its relations with Nepal, Inc 
has indicated it will pursue its punitive 
diplomacy. Reacting to reports that 
Kathmandu was to take up with the UN 1 
virtual blockade India has imposed on 
Nepal since their failure to renew a bilater 
treaty, a New Delhi spokesman said that 
a sovereign state Nepal could adopt any 
course it considered fit. New Delhi seems 
determined to refuse Nepal what it urgen 
needs — adequate supplies of petroleum 
products. Nepal also is seeking a few 
months of reversion to the pre-blockade 
arrangements to enable it to find alternati 
export and import sources, and allow its 
farmers to stop cultivating products that 
under the New Delhi's new trade regime 
can no longer be sold profitably to India. 
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The future of business 
communications 


Greater efficiency, 
at less cost 


Communicating faster, more easily 
and cost-effectively. That's what advanced 
business communications are all about. 


The separate networks currently trans- 
mitting voice, text, images and data will 
shortly be completely integrated. Then, a 
single telephone number and a pair of 
wires will give the subscriber access to any 
of these services - or two simultaneously 

if required. 


What makes all this possible? ISDN - inte- 
grated services digital network - modern 
digital switching and transmission systems 
for the telecommunications services of 

the future. 


At Siemens, we're already well along that 
road. We provide the expertise, the hard- 
ware and the software for EWSD, our digi- 
tal switching system proved in operation 
around the world. 


Of course, the key is modern microelec- 
tronics. Very-large-scale-integration (VLSI) 
chips from Siemens are used in a whole 
range of telecommunication ICs that 
represent state-of-the-art, world-class 
technology and comply with international 
standards. 


We know that repetitive work and com- 
munication bottlenecks are counter- 
productive. We'll help you increase produc- 
tivity by concentrating on communication 
essentials. 


Siemens AG, ZWD16, 
P.O. Box 103, D-8000 Munich 1 


High-tech from Siemens - 
into the future together 
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PHILIPPINES 


Aquino rivals to come together in election alliance 


Uneasy marriage 


By John McBeth in Manila 


isaffected Vice-President Salvador 
Laurel and senate minority leader 
Juan Ponce Enrile may be rivals for 
the 1992 presidential elections, but they plan 
to set the seal on a formal alliance later this 
month when opponents of President Cora- 
zon Aquino meet to breathe new life into the 
82-year-old Nacionalista Party (NP) that 
brought presidents Ramon Magsaysay and 
Ferdinand Marcos to power. 
Participants at the 21 May convention 
comprise remnants of the self-styled 
—-..id Alliance for Democracy (GAD), a loose 
coalition of mainly conservative politicians 
which contested the 1987 congressional 
elections and which now seeks to stake 
out ground alongside Aquino's Laban 
ng Demokratikong Pilipino and the 
Liberal Party of senate president Jovito 
Salonga. 

Philippine politics is notoriously fluid 
and, while the convention may go ahead 
with much fanfare, what happens after that 
in a land where personalities and not 
policies are important is open to speculation. 
“It has all happened before and come to 
nothing,” a diplomat in Manila said. “There 
are too many issues dividing | 
the parties. Enrile wants badly 
to be president and so does 
Laurel.” 

Not everyone is as quick to 
pass judgment. “It [the NP’s re- 
vival] is significant because 
]  opine politics has been like 
wawning paint dry," said 
former information secretary 
Francisco Tatad, who has so far 
resisted invitations to join the 
alliance. "Up to now, all the ini- 
tiatives have come from the mi- 
litary, rather than the political 
players.” 

Tatad and one-time defence 
undersecretary Wilson Gam- 
boa, who head the smallest of 
the seven GAD groups and who 
are now Claiming the alliance’s 
name as their own, will proba- 
bly not be the ones who will be 
absent from the convention. Marcos’ old Kil- 
sung Bagong Lipunan (KBL, or New Society 
Movement) machine, led by former assem- 
bly speaker Nicanor Yniguez, is also reluc- 
tant to shed its identity, certainly while the 
ailing former president remains alive and in 
exile. 

Political commentator Tony Gatmaitan 
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Enrile and Laurel: rationalising ambitions. 


points to 1990 as a threshold year and says 
he believes the NP will eventually serve an 
important function as the battle lines are 
drawn for the elections two years later. “It 
[the NP] has a natural constituency — not 
just for anti-Aquino forces, but for those 
who will be left off her slate for the senate, 
for the congress and for governors and 
mayors,” he said. “They will all have to look 
for a political haven.” 

Interest centres largely around Enrile and 
Laurel themselves and how they will 
rationalise their individual ambitions. En- 
rile, formerly the defence secretary, is on re- 
cord as saying he is prepared to step aside 
for Laurel as party leader — but he made it 
clear to the REVIEW that that did not extend 
to the presidential nomination. 

Although much depends on what rules 
are adopted to govern the selection of dele- 
gates and, ultimately, on whether the recon- 
stituted party holds together, Laurel is given 
a better chance than Enrile at this stage. In- 
siders say he would then be more likely to 
solicit as his running mate a political figure 
currently identified with Aquino’s circle in 
an effort to broaden the NP’s appeal. 

So what is Enrile’s game? Some analysts 
believe he is entering into the alliance for the 








best of all reasons — because he lacks a poli- 
tical base. Others say he is content to take a 
back seat now in the hope Laurel will slip. A 
third school of thought believes that he has 
shorter-term goals and that his calculations 
at this stage are based only on the possible 
collapse of the Aquino government before 
the elections. 
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Enrile, predictably, scoffs at the specula- 
tion. He points to his long association with 
the Nacionalistas and says he is in the mar- 
riage with Laurel for the duration — even if 
there can be only one winner between 
them. 

The job of keeping equilibrium in the 

new alliance falls in large part to former la- 
bour secretary Blas Ople, one of the prime 
movers behind the Nacionalista’s revival. 
Ople remains non-committal on the Laurel- 
Enrile equation and merely says the candi- 
dacy issue will be decided at a nominating 
convention a year before the election. “In 
1991,” he said, “we will be looking for a win- 
ner.” 
Whether Laurel or Enrile will be the win- 
ner is much debated these days as analysts 
begin to take a closer look at the prospective 
field for 1992 and the chances of Aquino run- 
ning for a second term. Since he parted 
ways with Aquino, Laurel is seen to have 
lost considerable credibility through his re- 
alignment with the Marcos camp and other 
seemingly ill-advised actions (REVIEW, 9 
Mar.). 

Laurel and Enrile stayed away from Feb- 
ruary's celebrations marking the third an- 
niversary of the “people power” uprising 
against Marcos which swept Aquino into 
power. Both have grown increasingly acer- 
bic about her performance, and both have 
been spending a lot of time on the road try- 
ing to woo everyone from US congressmen 
to Marcos’ northern Luzon Ilocano 
clansmen and disaffected Muslims. 

Aquino insists she will not run in 1992, 


but insiders say she has grown to like the job 


— anot uncommon phenome- 
non among initially reluctant 
leaders. Ople believes her can- 
didacy is still an open question. 
Indeed, she could keep her op- 
ponents guessing and off-ba- 
lance right up to presidential 
nomination day. 

Much also depends on the 
next three years and whether 
she can sustain the modest eco- 
nomic growth of the past 12 
months. Aquino came to 
power amid high expectations 
and, to a large extent, it is still 
those expectations, as well as 
the sincerity she exudes, that 
keep her presidency buoyant, 
though not free from criticism 
from the general public. 

Recent opinion polls, whose 
veracity has not been estab- 
lished, have tended to eat away 
at what up to now has been the widely 
accepted perception of her continuing 
popularity. “There is no question her 
support is eroding,” Ople said, “but what 
is the subject of debate is the speed at which 
it is happening.” Laurel and Enrile, for their 
parts, may not be on ground that is any 
more stable. x 
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Communist Economic Giants 


ikhail Gorbachov's forthcoming 
visit to China will give a new im- 
petus to Soviet-Chinese rela- 
tions, which already are inten- 





| sitying. 
; One should not really hope the ties be- 
a | tween the two communist giants will dupli- 
| cate those which existed between them in 
_ | the 1940s and 1950s, based primarily on a 
_ j| military and political partnership. Over the 
_ | past three decades the situation has 
«| changed substantially, and one can expect 
^. [that the importance of ideological and politi- 
-..| cal factors will be diminishing. 
| If one follows the logic of China's open 
i - "policy and the Soviet Union’s new 
|. | philosophy in foreign policy, one can draw 
Cp | the conclusion that the model of coopera- 
|. | tion, now in the making, will rest on more 
_ | diverse contacts and will go beyond the 
-| limits of interstate cooperation. 
eS [- Opportunities seem bountiful for. the 
c] Soviet-Chinese partnership in resolving a 
a series of major foreign-policy issues; in the 
e spheres of culture, science and the arts, and 
| án. establishing direct contacts between re- 
. | gions and provinces, and between associa- 
^, tions of professionals and cultural workers. 
- However, it is economic interaction that 
| should become the main element of the new 
| model of Soviet-Chinese relations. 
|... The Soviet Union is pinning great hopes 
"| on the development of economic coopera- 
. | tion with China. Moscow is coming to 
| realise the simple truth that solid and mutu- 
er ally beneficial business contacts are prefera- 
- | ble to and more reliable than lofty words 
«| about friendship and common class in- 
| terests. In view of all this, the Soviet Union is 
|| increasingly. concerned about the current 
_ | quantitative and qualitative indicators of 
| Soviet-Chinese economic ties — admitting 
j that merely recognising that possibilities for 
cooperation exist is not sufficient. It is es- 
sential to find specific ways of pursing 
them. 
^ Since the process of improvement of 
Soviet-Chinese relations began, the impor- 
tance of the Soviet Union as a trading part- 
er for China unfortunately has not in- 
creased. substantially. The only gratifying 
phenomenon has been the rapid rise in cross- 
rder trade. For example, the volume of 
'ss-border trade between the Amur Re- 
gion (the Soviet Far East) and China in- 
creased from Sfr 1 million (U5$597,000) in 
1987 to Sfr 100 million in January 1989. — 
: » However, border trade remains a 
-secondary element in economic exchanges 
> etween the two countries and does not 


By Alexander Salitsky 


produce any noticeable impact on their 
dynamics. On the whole, the Soviet Union 
cannot be happy with its share in China's 
trade — a mere 3% — especially if one recalls 
that, way back in 1916, Russia's share stood 
at more than 9%. 

Another cause for concern is the fact that 
bilateral contacts lack modern forms of busi- 
ness partnership. Nor do they always coin- 
cide with the interests of Soviet producers 
because the mechanisms of the centralised 
appropriation of goods for trade with China 
deprives Soviet producers at the grassroots 
level of incentives to broaden cooperation. 
Besides, a number of Soviet producers and 
agencies with currency-eaming goods and 
services are striving to enter the markets of 
hard-currency countries, where they are 
willing to spend their revenues on goods 


Moscow is coming to realise the 
simple truth that solid and 
mutually beneficial business 
contacts are preferable to and 
more reliable than lofty words 
about friendship and common 
class interests. 


99 


that could be obtained in China on more 
favourable terms. 

At the same time, Soviet-Chinese barter 
trade could be an excellent jumping-off 
point for many Soviet producers wanting to 
engage in international trade. However, for 
this to become a reality it is essential to estab- 
lish partner-to-partner contacts and make 
the partners the main recipients of di- 
vidends. It is only then that they will be able 
to improve the efficiency of economic coop- 
eration between the two countries, get joint 
ventures going and establish mutually bene- 
ficial cooperation in the development of 
energy, mineral, land and manpower re- 
sources. 

As for large-scale interstate programmes, 
in the opinion of a number of Soviet experts, 
they should be auxilliary and provide pro- 
ducers in the Soviet Union and China with 
information, credits and consultation — not 
with mandatory instructions. In this case, 
the two countries would have a realistic 
chance to elevate their economic coopera- 
tion to a qualitatively new level. 





In pursuing this possibility — albeit in the 
longer term — it is essential to meet at least 
two more conditions. First, durable contacts 
should be established between research and 
development centres in both countries. Sec- 
ond, it is time for the Soviet Union and 
China to establish multilateral cooperation 
with the US, Japan and West European 
countries. 

It will take the risk of assuming that these 
capitalist countries are directly interested in 
being invited to join the dialogue between 
two countries which possess a considerable 
portion of world resources and pote 1 
markets. In my view, the inclusion of C i 
and Western.countries in the development 
of vast expanses of the Soviet Far East and in 
the effort to ensure its economic and social 
progress is a very promising undertaking. 

Now that the government ordinance giv- 
ing Soviet state enterprises and cooperatives 
the right to make their way into foreign mar- 
kets independently has been enacted, 
the number of their partners and their geog- 
raphical location can be broadened impres- 
sively. Quite possibly their operations will 
serve as a good example for state foreign- 
trade agencies which opt — at least for now 
— for major deals with traditional partners. 


t seems that before long, Soviet eco- 

nomic executives will have to study 

carefully the experience of China's 

maritime provinces, which are actively 
involved in the international division of la- 
bour and in China's open economic policv. 
The time evidently has come for Soviet 
ducers and agencies to establish coruaus 
with companies operating in the Chinese 
free economic zones. 

The development of relations between 
China, Hongkong and Taiwan within Pe- 
kings "one country, two systems" 
framework is of considerable interest to the 
Soviet Union because — with closer eco- 
nomic relations among the three and be- 
tween Moscow and Peking — this opens the 
possibility of trading capital from Taiwan 
and Hongkong being invited to take part in 
the development of eastern regions of the 
Soviet Union. 

Simultaneously, it is essential to study 
possibilities for marketing Soviet raw mate- 
rials in Hongkong and Taiwan, and estab- 
lishing cooperation with local manufactur- 
ers for processing and the ‘production of in- 
termediate and finished goods 

The Soviet Union can borrow a lot from 
China's. current economic experience and 
establish c icd oodd with a wide ne of 











Chinese agencies. This will make it possible 
to change Soviet trade policy in time and get 
rid of the unfavourable impression that en- 
trepreneurship is not possible in the Soviet 
Union. 

Itis clear that this change will take longer 
than a year because it requires a radical 
transformation of the Soviet Union's whole 
approach. This is why what the Soviet 
Union needs now is a change in the content 
of goods exchanges — not a mere increase in 
figures. Further, it should orient its foreign 
trade in such a manner so as to promote the 
current economic reforms and make pro- 
ducers more independent in their opera- 
tions in foreign markets. 

The reform guidelines in China and the 
Soviet Union coincide in many respects. 
This makes it easier for economic executives 
and experts in both countries to understand 
one another. However, it would be naive to 
hope that the economic interests of the two 
c tries are free of contradictions. There 
a.~ .pheres of competition in trade and, pos- 
sibly, in attracting foreign capital, services, 
technology and tourists. 

Although the spheres of competition will 
broaden, there still exist good opportunities 
for cooperation. One of these might be the 
partial coordination of our foreign economic 
programmes, to promote openness in both 
countries and establish more solid ties with 
the world economy. 

It may well happen that before long 
Soviet and Chinese experts will carry out 
joint studies on the basis of which recom- 
mendations will be prepared for state bodies 
and economic agencies. Joint work on major 
international projects in tourism, global 
transportation and special economic zones 
could also prove promising. 

The Soviet Union has many things to 
learn from China because it launched its 
open policy almost a decade after China's 
: 1. Hence, a pronounced asymmetry in 

ess proposals made by Soviet and 
Chinese institutions and the different level 
of their activity. 

Another factor hindering improved busi- 
ness relations between the two countries is 
the traditional trade orientation of western 
regions of the Soviet Union towards Europe 
and the US. Besides, Soviet economic mana- 
gers know little about China's capabilities. 
This is why it is essential to upgrade ex- 
changes of business information — espe- 
cially at a level accessible to every producer 
and cooperative. 

Obstacles holding back Soviet-Chinese 
economic cooperation cannot be removed 
without an atmosphere of mutual trust and 
openness. Differences in foreign policy and 
in approaches to domestic political problems 
should not become a barrier in the way of 
the economic interests of either country. W 


Alexander Salitsky is associated with the 


Soviet Academy of Sciences’ Institute of World 
Economics and International Relations. 
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Military keeps its hands on the money — and power 


Frozen tn time 


By Tai Ming Cheung in Taipei 


hile change sweeps through 
W Taiwan, its military establishment 


remains welded to the past, for 
obvious reasons of self-interest. Perceptions 
of an undiminished communist threat, loy- 
alty to a one-party state, and intense sec- 
recy have brought military men handsome 
defence budgets, political power, and au- 
tonomy from civilian control. 

But even this bastion of conservatism is 
beginning to take notice and respond to 
growing clamours for its reform, coming 
mostly from a political opposition increas- 
ingly interested in defence matters. Critics 
have called for a hefty reduction of the de- 
fence budget and standing army, a military 
more accountable to the civilian process, 





and a clear separation of ties between the 
army and the ruling Kuomingtang (KMT). 

This years national budget allocates 
30.4% of total spending, or NT$212.7 billion 
(US$7.73 billion) to defence, though critics 
contend the figure would be over 40% if 
the military retirement fund, listed as a non- 
defence item, were included. Some mem- 
bers of the opposition Democratic Progres- 
sive Party (DPP) want to see this cut by 
NT$50 billion, along with 75,000 of the 
540,000 armed forces personnel they say are 
unnecessary given a reduced threat from the 
mainland. 

The military’s critics charge that while de- 
fence spending remains high, social security 
and other public programmes are severely 
underfunded. They also say the present 
acute labour shortage could be alleviated if 
military service, two years for all young 
males, was reduced. Despite these com- 
plaints, it is unlikely that the defence burden 
will be an issue in the run-up to parliamen- 
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tary elections at the end of this year. Even 
those opposition politicians most active in 
criticising the government's defence policy 
agree that the military should continue to be 
given priority in funding, though this 
should be spent more effectively. 

Savings could easily be made in man- 
power, said Huang Huang-hsiung, a DPP 
member of the Legislative Yuan's defence 
committee. At present, 36.276 of the defence 
budget goes on personnel, with the rest on 
operations, weapons and other related in- 
vestment. Huang said more emphasis on 
naval and air defence — a hi-tech strategy — 
would make both financial and military 
sense. This would allow a sizeable reduction 
of the army, whose role is considered less 
important today as the threat of an invasion 
from China has receded. Implicitly, of 

course, it would also further demolish 

the old nationalist dream of retaking the 
mainland. 

Small cuts have already begun to 
be made in expenditures and troop 
numbers, though in response to opera- 
tional requirements rather than politi- 
cal pressures. Some 25,000 soldiers will 
be cut from support units over the next 
five years though military officials, 
reflecting their unease at being 
scrutinised by politicians, have made it 
clear that any further reductions will be 
made on military rather than political 
grounds. 

As part of a more critical civilian 
supervision of the allocation of defence 
resources, the Legislative Yuan, spurred 

on by the opposition parties, is pushing 
for a greater transparency in the running 
of the military. The Defence Ministry now 
has to report regularly to the Legislative 
Yuan on the status of various projects and 
policies. 

The Legislative Yuan's defence commit- 
tee has been the focus of this reform impetus 
since opposition politicians were elected 
onto the panel for the first time last year. It 
has also begun pushing for close monitoring 
of the Armed Forces General Staff and the 
National Security Council, the country’s 
central military policymaking institutions. 
The former is the power-base of the chief of 
general staff and conservative strongman 
Gen. Hau Pei-tsun. Because these two or- 
gans report directly to the Presidential Of- 
fice, they are beyond the Legislative Yuan’s 
scrutiny, unlike the Defence Ministry. 

Opposition politicians argue that this 
structure of political-military authority, 
evolved during the KMT’s warlord and civil 
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war years, clearly demonstrates that the 
armed forces’ loyalty is to the KMT and not 
the state. The critics say the armed forces 
have to be “nationalised” with the Defence 
Ministry rather than the general staff head- 
quarters in overall charge of military affairs, 
if the army is to be a state institution. With- 
out this reorganisation, fully fledged demo- 
cracy is not a reality, they claim. 

This is unlikely to take place anytime 
soon, especially as Hau will continue to 
wield enormous influence, whether remain- 
ing as chief of staff (his term has already 
been an unprecedented eight years), or in 
retirement, given his extensive personal in- 
fluence. Hau has moved many of his trusted 
aides into the senior top brass posts. All im- 
portant military-related matters first go to 
Hau, and are then passed for endorsement 
by President Lee Teng-hui. Lee has little 
background in military affairs, and bows to 
Hau's authority. 

There have been some cosmetic cha 
to give an impression of a separation of ...... 
tary-KMT linkages. These have included 
changing the armed forces official insignia, 
which was also that of the KMT, to the na- 
tional emblem. In addition, no political party 
is now allowed to operate on military bases. 
But according to one analyst, this has only 
meant that soldiers are now sent off-base to 
continue with KMT activities. 

Political education, which takes up more 
than a quarter of soldiers training 
schedules, is now more subtle in its advo- 
cacy of the KMT, and blackening of the oppo- 
sition parties. Huang said there is no longer 
any overt propaganda endorsing the KMT, 
but rather an implicit message that the DPP 
and the other opposition parties "are being 
manipulated by the communists, and are 
therefore a risk to national security.” 

An outcry last year over the punishment 
meted to serving officers who joined the 
DPP, some of whom were put under hones 
arrest, has forced military authorities 
more tolerant. Soldiers are now allowed to 
join any legal political party on the island. 
Some sources said that harassment of sol- 
diers who join the opposition parties con- 
tinues, but less obviously. 

Other incidents in recent months have 
highlighted major shortcomings in military 
leadership and accountability, not helping 
the top brass' efforts to prevent challenges to 
their privileged position. Most serious was 
the defection of an air force pilot, Lieut-Col 
Lin Hsien-shun, in his F5 fighter to the 
mainland in mid-February. A number of 
senior air force officers were reprimanded 
for negligence of duty. 

The Control Yuan, the country's highest 
ethics watchdog body, publicly censured 
the air force and Defence Ministry for the 
security lapses, and their failure to provide 
full and prompt information immediately 
after Lin's flight. "This damaged the image 
of the armed forces and the country," the 
Control Yuan said in its censure. 5 
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DEFENCE 2 


Suspicious of détente, the military beats the drums 


Still gung-ho 


hina-Taiwan relations may be im- 

proving rapidly, but Taipei’s military 

chiefs are still adamant that Peking re- 
mains committed to using force to take over 
the island. 

Most civilians now believe this is a ploy 
by the ruling Kuomintang (KMT) to prop up 
its authority, but the military still continues 
to receive a huge slice of the budget which it 
is spending lavishly — critics say wastefully 
— on upgrading its arsenal. 

Defence officials have offered as proof of 
a Chinese invasion plot the “tens of 
t^^*sands" of fishing boats, some without 
f 3g gear, which have intruded into 
Taiwanese waters. They also claim that 
some have smuggled weapons through the 
Penghu islands into Taiwan — though no 
evidence of this has been produced. 

Moreover, the officials claim, Chinese 
military units in Fujian province on the 
mainland have recruited hundreds of 
labourers and slipped them into Taiwan — 
possibly to sabotage parliamentary and local 
elections due at the end of the year. “They 
are paving the way for Peking’s invasion,” 
Gen. Lee Chen-lin, deputy chief of opera- 
tions of the general staff, said. 

The military has its hands full dealing 
with the intruders. The boats have been 
boarded and confiscated, and the various 
areas where they gather in numbers have 
been declared military firing zones. 
Moreover, more than 300 mainlanders have 
been caught on the island since January and 
deported. 

"yen though the military already has 
«  derable powers under the National 
Security Law to intervene in domestic affairs 
in the event security is threatened, it wants 
more. In particular, it wants some of the pro- 
visions in the emergency decrees of the mar- 
tial-law period, which ended in July 1987, re- 
stored. Military chiefs have pointedly noted 
that the first intrusions of the Chinese fish- 
ing boats coincided with the ending of the 
martial law. 

The Defence Ministry says it wants the 
additional powers to be included in new reg- 
ulations currently being drawn up “govern- 
ing relations between people across the 
Taiwan Straits,” but acknowledges that its 
demands may be rejected. 

These demands reflect the military's ef- 
forts to slow the increasing pace of contacts 
between Taiwan and China. Strong military 
opposition is seen as one of the main factors 
behind the government's back-pedalling 
from the one-China, two-governments con- 
cept floated in early April by some senior of- 
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ficials. This concept envisages the peaceful 
existence of two separate-but-equal regimes 
in Peking and Taipei, each one implicitly or 
explicitly recognising the other. 

On the whole, however, the military has 
been unsuccessful in slowing growth of con- 
tacts. It has, however, been able to preserve 
their financial privileges and pre-eminence, 
for though the defence budget has been 
slightly trimmed in the past few years, de- 
fence expenditures still rank as the largest 
item on the national budget. 

Of the armed forces' shopping list for the 
next 10 years, more than NT$500 billion 
(US$19.6 million) will be spent on buying 
and upgrading existing weapons systems to 
preserve Taiwan's technological edge over 
China's improving defence capabilities. 

The bulk of funds will be spent on pro- 
curing 250 of the country's new indigenous 
defence fighters, various short- to medium- 
range missile systems, the next generation 
of warships, anti-submarine aircraft and 
helicopters, and main battle tanks (MBTs). 


truding fishing boats and intercept main- 
landers who illegally enter. To handle these 
problems, the navy and coast guard have 
only a few patrol boats between them. 

Taiwan's defence planning thus far 
centres on repelling an invasion from China 
— and in this the military is confident. De- 
fence Minister Cheng Wei-yuan estimates 
Taiwan could repel an invasion force num- 
bering 2,000 jet fighters, 200 warships and a 
landing force of 20 divisions. And defence 
officials believe that given Taiwan's size, 
only 300 fighters and five divisions could be 
sent in at any one time. 

If China did invade, however, it would 
run up against a formidable set of fortifica- 
tions. According to the military's opera- 
tional strategy, codenamed "Ku An" (Solid 
Peace), for such a contingency, seven de- 
fence lines have been drawn up, from the 
long-range missiles that make up the first 
defensive arc to the island's Western high- 
way system that is the last line of defence. 
The aim, according to a Taiwan news- 
magazine, The Journalist, which published 
the details recently, is to destroy any inva- 
sion force before it reaches Taiwan by using 
a combined air and sea defence, with mis- 
siles playing a critical role. 

In the event the Chinese do land, how- 
ever, instead of attempting to drive them 
back from the beach, as generally assumed, 
the Taiwan army would make its principal 





Cheng; co-produced F5Es: hi-tech defence. 


Opposition politicians have criticised some 
of the foreign equipment purchases, as un- 
necessary, outdated, technically substan- 
dard or could have been produced locally. 

There was an outcry over an order for 
South Korean-made Ulsan-class frigates, 
chosen over a Taiwan shipbuilder's bid, and 
serious faults have been found in the US- 
made fire-control systems of the M48A5 
tanks that will be the army's new main- 
stay. 

Criticism also has been levelled at the 
concentration on a costly hi-tech defence, 
despite the popular belief that a full-scale in- 
vasion is increasingly unlikely and that the 
navy's main function is to contain the in- 
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stand with its tanks and best troops along 
the highways, making use of these com- 
munications lines to concentrate forces 
against the invading army's main attack 
axes. If the Chinese ever reached this far, 
however, it is unlikely that the Taiwan army 
could win. 

Most analysts agree that if Peking wished 
to take Taiwan by force, it could merely dis- 
patch warships and submarines to blockade 
the island, and so undermine the island's 
economy and stability. Peking has, how- 
ever, ruled out the military option unless 
Taiwan proclaims itself independent or de- 
velops a nuclear-weapons capability. 

u Tai Ming Cheung 
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The government prepares for more secesstonist violence 


Trouble in Kashmir 


E ————M—— dg 


n enlarging the cabinet of Kashmir from 

19 to 30 members, Chief Minister Farooq 

Abdullah and New Delhi have begun a 
determined effort to resuscitate strong gov- 
ernment authority in the trouble-prone 
state, which has been at the centre of a bitter 
dispute between India and Pakistan since 
partition. 

Although violence has frequently recur- 
red since the end of British colonial rule, the 
current violent phase is unprecedented. Dis- 
turbances during April reached a new level 
of intensity as secessionist militants battled 
with the police with automatic assault rifles 
and powerful explosives. 

Abdullah says the situation is not as 
grave as it has been made out to be. He 
maintains that there is no plan yet to declare 
a state of emergency in Kashmir, which 
would bring the state under the Disturbed 
Areas Act and result in the suspension of 
civil rights. Abdullah has said that media 





coverage was proving far more dangerous 
than the militants. 

Almost in the same breath, however, 
Abdullah also said he was faced with a war- 
like situation. imposed by Pakistan and 
aimed at throwing the state into total chaos. 
He promised to bring in the army to crush 
the militants should they step up their ac- 
tivities, as they had threatened, after the 
Muslim festival of Id-ul-Fitr in the first week 
of May. Abdullah said he would raze the 
state capital, Srinagar, if he had to, in order 
to ferret out the militants and added: "None 
should blame me for the consequences." 

The current phase of violence began 
about two years ago and intensified in Au- 
gust 1988 with the bombing of the central 
telegraph office in Srinagar. The militants 
also tried, unsuccessfully, to murder Ali 
Mohammad Wattali — a high-ranking po- 
lice official. 

The police soon discovered that the milit- 
ants had obtained modern weapons, 
against which antiquated police rifles were 








no ralh. The piti, gradually d 
throughout the Kashmir valley and even 
spilled over the Pir Panjal mountains into 
the state's Jammu Plains region. 

It is now generally acknowledged that 
the militants are drawing enormous local 
sympathy and support, and finding ready 
sanctuaries throughout the valley — espe- 
cially in Srinagar. During the April distur- 
bances, armed militants were seen darting 
through the maze of alleys running through 
the old section of Srinagar as they took pot 
shots at the police. 

Abdullah leads a coalition government of 
his own dominant Jammu and Kashmir Na- 
tional Conference party and Prime Minister 
Rajiv Gandhi's Congress party. The coali- 
tion won state elections two years ago amid 
opposition charges of massive electoral rig- 
ging. Now Abdullah's critics allege that his 
past two years in office have been a period of 
gross misrule, rampant corruption and 
spiralling economic hardship. 

Abdullah concedes the state is facing 
ing times. He ascribes the situation to wu 
floods, a drought and the central govern- 
ment's alleged indifference to widespread 
unemployment, which is rising steeply 
among the educated. The state has no deve- 
lopment funds and is saddled with a heavy 
Rs 1 billion (US$62.9 million) deficit. 

Abdullah says New Delhi has been slow 
to respond to Kashmir’s urgent demands for 





immediate relief. As a consequence, he 
says, the militants have found many sym- 
pathisers among the state's youth, who ac- 
cept the militants' thesis that Kashmir, 
India's only Muslim-majority state, will 
never be given its rightful place among the 
states of Hindu-dominated India. 

Over the past 42 years, many political 
parties have advocated Kashmir seces- 
sion from India, including the Jammu and 
Kashmir Liberation Front, the Mahaze 
Azadi (Liberation Front) the People's 
League, the Islamic Student's League, the 
Muslim Students Federation and the 
Jamaat-e-Islami. 

There are a range of ideological differ- 
ences among them but the parties can be di- 
vided roughly into two groups: those which 
want Kashmir to become an independent 
country, and those which profess pan-Is- 
lamism and want union with Pakistan. The 
ruling coalition partners are secular Indian 

' ynalists. 

Vhile some of Abdullah's critics view 
him as a stooge of New Delhi and sneer that 
his administration labels every anti-govern- 
ment protest as secessionist in order to jus- 
tify repression, state police claim that 
Kashmiri youth have received arms training 
in Pakistan and in parts of Kashmir under 
Pakistani administration, known as Azad 
Kashmir. 

The police say several groups of these 
armed and well-trained young men — total- 
ling 250-300 fighters — returned to India in 
early February and that they will prepare the 
way for a larger influx of armed intruders to 
ensure the state's annexation by Pakistan. 

The Kashmiri administration puts little 
faith in a perceived softening of Pakistan's 
previous stance on Kashmir following, last 
years election of Prime Minister Benazir 
Bhutto in the first free polls in over a decade. 
It believes that Pakistan's principal opposi- 
tion party — the Islamic Democratic Al- 
"^ e, which is a coalition of nine conserva- 

parties — in close collaboration with the 
Azad Kashmir government and powerful 
sections of Pakistan's military, are support- 
ing India's Kashmiri militants. 

This view is generally supported by 
People’s League leader Shabbir Shah, 
whose father’s death in police custody pre- 
cipitated the week-long April rioting in 
Srinagar and the town of Anantnag. He told 
the press recently, that camps to train 
Kashmiri youth had been set up with the 
permission of the late Pakistan president 
Zia-ul Haq in both Pakistan and Azad 
Kashmir. They were closed, he said, after 
Bhutto took over and removed the chief of 
the field-intelligence unit which had been 
liaising between the Kashmiri trainees and 
the Pakistan army. 

However, Shabbir expressed confidence 
that Bhutto would revert to the old policy 
because no government in Pakistan could 
afford to ignore Kashmiri sentiments and 
hope to survive. a 
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PACIFIC 


Japan appears to soften its stance on tuna access 


Fishing for praise 





By Paul Addison in Tokyo 


wo years after the US signed a re- 
i gional fishing treaty with the South 


Pacific, Japan finally has agreed to 
start official talks with the island nations 
about a similar pact. If concluded, the treaty 
would mark a major policy change for 
Japan, which has long resisted reaching a 
multilateral accord, preferring to deal with 
the economically weak island nations indi- 
vidually. 

The Japanese fishing industry wanted to 
avoid the rigorous inspection and other con- 
ditions forced upon the US tuna boats under 
their agreement. But Foreign Ministry offi- 
cials recently have concluded that a broader 
treaty might be necessary to counter Soviet 
intrusion in the South Pacific, to aid Japan's 
fishing industry — the region's biggest — 
and to boost the country's regional image. 
The refusal by a number of Pacific nations to 
renew agreements with Japan also has 
helped force Tokyo's hand. 

^We are leaning towards a formal 
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Sorting tuna in Tokyo: ‘tu 
dialogue in the near future,” said Kiyoshi 
Araki, director of the Foreign Ministry’s 
European and Oceanic affairs bureau. “But 
that does not necessarily mean we're pre- 
pared to conclude a multilateral agreement. 
We're also looking at the bilateral ap- 
proach." 

Araki said no date had been set for the 
start of official meetings, which will be held 
with representatives of the 15-nation South 
Pacific Forum, the leading political organisa- 
tion in the region. 

But Sir Joseph Nombri, the Papua New 
Guinea (PNG) ambassador to Japan, who 
has been nominated by the Forum to lead 
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na-fishing diplomacy.’ 


the talks, stressed that the nations sought an 
umbrella framework. “Within that each 
country could make its own bilateral agree- 
ment, because fishing grounds vary in size," 
he said. "The problem is, at present the Ja- 
panese play us one against the other and get 
our resources on the cheap." 

Tokyo's willingness to negotiate with the 
Forum nations comes in the wake of recent 
South Pacific concern that the Japanese fleet 
is overfishing the region's albacore tuna by 
using vast, drifting nets that snare huge 
quantities of both the valuable tuna and 
other marine species including dolphins, 
and also pose a threat to navigation. 

Japanese and Western officials in Tokyo 
also said that Japan's interest coincides with 
Soviet “fishing diplomacy" moves in the 
Pacific. While one-year fishing pacts con- 
cluded by Moscow with Kiribati in 1985 and 
Vanuatu in 1987, were not renewed, on 2 
March, Australia announced a draft agree- 
ment with the Soviet Union giving its traw- 
lers use of Australian ports for access, re- 
pairs, restocking and refuelling. Later that 






month, the Philippines signed a US$8.4 mil- 
lion agreement with the Soviet Union that 
gives Moscow repair rights for 120 fishing 
vessels. 

It was because of concern that such 
agreements would give Moscow strategic 
footholds in the Pacific that the US was will- 
ing to sign its multilateral tuna fishing pact 
in April 1987. 

That agreement, which became effective 
in June 1988, gives to the island nations a 
total of US$50 million over five years, plus 
US$250,000 annually in fishing assistance 
and an annual licence fee for each boat, in re- 
turn for the right of US vessels to catch tuna 












- nomic zones. 
^. The island nations have long resented 
<: Japan’s refusal to negotiate other than bila- 
teral agreements and, said Nombri, basically 
'ught a framework similar to that with the 
‘US. The Japanese Government currently 
“has bilateral agreements with the govern- 
“ments of the Marshall Islands, Kiribati, Sol- 
.omon Islands and Tuvalu, according to 
-Kengo Tanaka, a South Pacific analyst in 
- Japan's Ministry of Agriculture, Forestry 
.. and Fisheries. Japan's fishing industry also 
had pacts with the governments of Palau 
. and the Federated States of Micronesia, 
— Tanaka said. 
-—. However, according to the Forum 
Fisheries Agency, a unit of the South Pacific 
_ Forum, the agreement with the Solomons 
. was up for renewal and terms had yet to be 
. agreed. 
: The  non-Forum nations, French 
<= Polynesia, Wallis and Futuna and New 
-= Caledonia, recently resumed agreements 
“under new conditions after cancelling past 
- arrangements. 
. PNG refused to renew a long-standing 
. agreement in March 1987 because Japanese 
. fishing companies refused to increase the 


ithin the nations’ 200-mile exclusive eco- 


percentage fee paid per tonne of tuna, 


Nombri said. 

The Solomon Islands-based fisheries 
agency said most nations receive less than 
4% of the landed value of the catch. PNG 
had demanded 6%, Nombri said. 

Japan's total South Pacific albacore and 
skipjack tuna catch this year is expected to 
be between 150,000 and 200,000 tonnes, 
Tanaka said, which was about half the re- 
gion’s total catch, and valued, according to 
South Pacific analysts, at about US$1 billion 
a year. 

Nombri said that total tonnage and value 
were difficult to verify, forcing South Pacific 
nations to rely on estimates of Japanese fish- 
ing captains. 

Western diplomats familiar with the 
issue said the island nations saw a multilat- 
eral pact as a way to generate income for 
their resource-poor "coconut economies" 
and to ensure common catch standards. 
They added that Japan viewed fishing as 
part of a larger commitment to the South 
Pacific, which included more direct aid, 
funds to train islanders on technological and 
agricultural projects and a larger diplomatic 
presence. 

According to the officials, Japan wants to 





PAKISTAN 


- Bhutto’s provincial alliances begin to come apart 


Fraying at the seams 
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cS ruling Pakistan People's Party (PPP) 
* JA face a major challenge in containing 
..the growing ethnic tension in Sindh pro- 
-vince after the resignation of all the ministers 
:. belonging to the Muhajir Quami Movement 
(MQM), its provincial alliance partner. Com- 
. ing a few days after the defection over Af- 
_ ghan policy of its alliance partner in the 
<- North-West Frontier Province (NWEP), the 
__ Awami National Party (ANP), the split leaves 

Bhutto with no political allies in the pro- 

ces. 

“Although the PPP won its only provincial 
ajority in Sindh, Bhutto's home province, 
in the November 1988 elections, it forged an 
alliance with the MOM to try to avoid ethnic 
nfrontation. That alliance came to an end 
1May when three MOM provincial minis- 
ters handed in their resignations to Chief 















Minister Qaim Ali Shah. The MOM, which 
represents Urdu-speaking migrants from 
India, had given a 24-hour deadline to the 
chief minister, demanding that the entire 
administration of Hyderabad city be re- 
placed and that MOM activists be released 
m jail. The MOM accused the government 





of harassing their leader Altaf Hussain and 
arresting four of his armed bodyguards. 
Hussain had been in Hyderabad trying to 
cool down his militants. 

MOM leaders said they would continue 
supporting the PPP in the Sindh provincial 
assembly and at the national level, an 
would not align themselves with the main 
opposition grouping, the Islamic Demo- 
cratic Alliance (IDA). However, the alliance 
now is expected to make concerted efforts to 
persuade the MOM to join up with it as the 
law-and-order crisis in the province de- 
teriorates even further. The MQM demand 
that Bihari refugees in Bangladesh be reset- 
tled in Sindh has added to the ethnic ten- 
sions in the province. 

At least 70 people have been killed in 
Sindh in the past six weeks, and ethnic 
violence between muhajir and Sindhi 
militants has spread to the province's rural 
areas. The army and paramilitary rangers 
have been patrolling Hyderabad and 
Nawabshah, where 15 people were killed 
two weeks ago. Last week, troops moved 
into smaller towns after Sindhi extremists 
put up posters threatening the muhajirs 
with wholesale massacre if they did not 
leave the province. 





tiei y its aid prc 
but the : acific nations insist that the 
two should iin separate. Before the cur- 


countries considered Tokyo was wielding 
the threat of aid suspensions as a lever over 
fishing negotiations, though Japan's Foreign 
Ministry has denied this. 

"Its in the best interest of Japan as a 
Pacific country to establish itself in the South 
Pacific," said Fatalefua G. H. Reid, Far East 
economic development adviser to the gov- 
ernment of American Samoa, a US territory. 
"That way it can keep the Soviets in check 
and contribute to the economies of the is- 
lands." 

Philipp Muller, director of the Forum 
Fisheries Agency, told the REVIEW from Ma- 
juro, the Marshall Islands, where the agency 
was holding its annual meeting, that he was 
quite optimistic a multilateral agreement 
could be secured. 

Noting the added competition for Je—--- 
coming from South Korean and Taiwa: 
fishing boats with lower labour costs, he 
added that an agreement would help pro- 
tect the Japanese industry. The talks were 
expected to get under way at the end of the 
month or in June, he said. a 


In the past two weeks, some muhajir 
families, living in small towns where the 
predominant population is Sindhi, have fled 
to larger cities like Karachi. Likewise, Sin- 
dhis living in muhajir-dominated suburbs of 
Hyderabad have moved out. Bhutto has de- 
scribed the situation in Sindh as “a low-scale 
insurgency which has garbed itself in ethnic 
colours.” She blamed the policies of the late 
president Zia-ul Haq for the worsening situ- 
ation. More than 1,000 people were killed in 
Sind during the 11-year Zia era. 

However, both the MQM and the PPP suf- 
fer from severe divisions within their pro- 
vincial parties, with militants on both s ' 
demanding violent retaliation to any pr 
cations. This makes it much more difficult 
for Bhutto and Hussain to arrive at a com- 
promise, 

The MQM defection followed just a few 
days after the joint PPP-ANP government in 
the NWFP broke up, after ANP ministers re- 
signed in protest at the government's 
Afghan policy, though the ANP also has 
promised to continue support for the PPP 
government for the time being. 

Although the crises in the two provinces 
are not related, they reflect the failure of the 
PPP to win a majority in the most populous 
province Punjab (won by the IDA), NWFP 
and Baluchistan in the 1988 elections. The 
PPF's majority in Sindh was the trump card 
that forced the army to accept Bhutto as 
prime minister. If she is seen to be losing 
control of the province and Sindh slips into 
further chaos, it will seriously affect her rela- 
tions with the army and an already hostile 
opposition. a 
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AUSTRALIA 


Opposition leaders deposed in one fell coup 
Dawn massacre 


By Michael Malik in Sydney 


n the most brutal political coup since 
[s Prime Minister Bob Hawke 

seized the Labor Party leadership in 
1983, the leaders of both the Australian op- 
position parties were deposed in one morn- 
ing of drama on 9 May. 

But though the return of Andrew 
Peacock to the leadership of the Liberal 
Party may increase its electoral appeal on 
one level, the bloodletting, not only in the 
toppling but also in the party infighting 
' h precipitated it, could equally do it 
{ wus damage. 

In the space of not much more than 12 
hours, it is understood, the long-standing 
discontent in the Liberal Party over the fail- 
ure of John Howard to capitalise on voter 
unrest with the five-year-old Labor govern- 
ment, was organised into a coup which saw 
the Liberal MPs overthrow Howard by 44 
votes to 27. Howard became leader in place 
of Peacock in September 1985. 

Virtually simultaneously, the Liberals’ 
smaller rural-based coalition partner, the 
Nationals, held a similar meeting of its 25 
MPs and by a narrow margin removed long- 
time leader Jan Sinclair in favour of the al- 
most unknown 38-year-old Charles Blunt. 

Peacock's first act was a reassuring one 
for those disturbed by Howard's move last 
year to change Liberal immigration policy to 
allow discrimination on racial grounds, a 
move prompted by suggestions that too 
many Asian migrants are being accepted. 

ock announced that he would im- 

iately return to the traditional biparti- 
san, non-discriminatory policy, removing 
the issue from the next election. He also 
spoke of a "fairer and more compassionate" 
approach, signalling a return to the middle 
ground and away from Howard's rightwing 
approach. 

But while Howard — in his own words 
after his defeat — lacks charisma, Peacock, 
who at least has charm and good looks, is 
seen as insubstantial and particularly weak 
on economic matters. He is also a political 
loser, having been beaten as leader in one 
election by Hawke and then routed by How- 
ard for the party's leadership. 

The party's problem ever since its third 
defeat in a row in 1987 at Hawke's hands has 
been its failure to produce a viable candidate 
to replace Howard in time to face the next 
poll due within about 12 months, though 
possibly sooner. Peacock’s new deputy, 
Sen. Fred Chaney, is a serious contender, 
but must first win a seat in the House of 
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Representatives, which cannot happen until 
the next poll. 

While the coalition parties together are 
holding a paper-thin lead over Labor — 44% 
to 43% — in the most recent public opinion 
poll, Howard in the last Morgan Gallup poll 
published a week before the coup scored 
only 22% against Hawke's 65% as "a better 
prime minister." His approval rating as op- 
position leader was only 33%, while 56% 
disapproved of his performance. 

This was one of the vital triggers for the 
party revolt which Peacock, insisting he was 
"drafted," said was not his initiative. But 
another very important catalyst was the 
ruthless dropping on 6 May by the influen- 
tial Victorian Liberals of former minister Ian 
Macphee, as candidate at the next poll for 
the safe seat he now holds. 

Macphee has been known as leader of 
the liberal wing in the party, who have been 
critical of several aspects of what is seen as 
Howard's rightwing position. As well as 
being an activist on behalf of s 
women's rights and for con- £ 
ciliatory labour relations 
rather than confrontation, 
Macphee took a strong stand 
last year against Howard's 
immigration policy. 

He was one of a handful 
of Liberal MPs who crossed 
the floor to vote with Labor 
in support of a government 
motion to reaffirm the non- 
discriminatory nature of the 
Australian immigration po- 
licy — a vote Peacock care- 
fully avoided with a conve- 
nient prior engagement. 
Macphee's stand certainly 
contributed to the decision 
by the Victorian party's young rightwing 
president, Michael Kroger, to orchestrate 
Macphee's ousting. 

But Macphee refused either to go quietly 
or accept a feeble compromise offer of selec- 
tion for the virtually powerless senate at the 
next election. He very publicly accused 
Howard of standing by and even tacitly en- 
couraging his purge. 

He then made it known that he was con- 
sidering leaving the party either im- 
mediately, serving the rest of his term as an 
independent, or at the time of the next elec- 
tion, when he might contest "his" seat 
against the adopted Liberal candidate, 
former Malcolm Fraser adviser and right- 
wing political scientist Michael Kempt. 

Although there are those who believed 
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Peacock: appeal. 


Macphee was too loyal to what he sees as 
the true values of the Liberals to have actual- 
ly carried out this threat, it was frightening 
enough to bring about the swift organisation 
of the anti-Howard coup. Macphee is un- 
derstood to have been among those, who 
also included Liberal leader in the senate 
Chaney, and his deputy, Sen. Austin Lewis, 
who on 8 May approached Peacock. 

After the decisive vote the next morning, 
Peacock quickly moved to try to heal the po- 
tentially dangerous split by saying he had 
every intention of restoring Macphee to a 
position in any future government and that 
he hoped to be able to intervene in some 
way to find him a seat in the house. 

Clearly this in itself holds grave dangers 
for party unity if the Victorian state leader- 
ship takes a hard line against Macphee, à 
man they now blame for causing the crisis 
by refusing to accept what they portray as 
“an exercise in democracy.” 

But outside commentators believe that, 
in general, voters, though discontented 
with many aspects of Labor's rule, are not in 
a mood to see the conservative opposition 
move towards a hardline position, which 
Howard espoused. 

A basic weakness of the Liberal position 
is that the present Labor government, under 
the strong influence of Hawke, Treasurer 
Paul Keating and other leading ministers 

from the party's Right, has 
f stolen all the Liberals’ tradi- 
* tional policies, particularly 
3 that of a deregulated econ- 
omy. It has cut government 
spending and company tax 
and will hand out large per- 
sonal tax cuts on 1 July. 

At the same time, the 
government has at least par- 
tially curbed union abuse — 
under its accord with the 
union leadership, from 
which Hawke sprang — and 
has become more "liberal" 
on issues such as immigra- 
tion. 

All of this leaves Peacock 
little room for manoeuvre. 

The vital question now is how long 
Hawke will give him to improve the 
Liberal image, if he can, before calling an 
election. 

Hawke won in 1987 almost entirely be- 
cause of opposition disarray — on that occa- 
sion a split between the Liberals and Nation- 
als. The temptation for him to try to exploit 
the current situation before Peacock can get 
his feet once more under the table and rear- 
range his front bench — with or without 
Howard is unclear — must be strong. 

But on the other hand, with inflation 
and interest rates still high and uppermost 
in most voters’ minds, Labor too needs 
time to get its economic act in order before 
trying for a record fourth consecutive elec- 
tion victory. a 
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THAILAND 


Government seeks a more equal relationship with US 


Growing pains 


By Paisal Sricharatchanya in Bangkok 


ince the late 1950s, Thailand's relation- 

ship with the US has emphasised sec- 

urity — so much so that the US came 
to be viewed as Thailand’s sole protector 
against external threat. But in the context of 
what promises to be an unprecedented era 
of peace in Southeast Asia, the security em- 
phasis is now losing relevance and, because 
of a host of domestic political and economic 
factors in both countries, trade friction is be- 
coming a new bilateral focal point. 

Thailand’s economic success in recent 
years was partly due to a surge in exports to 
the US, which now constitutes Thailand’s 
largest single market, accounting for 17% of 
total exports. The widening trade surplus 
enjoyed by Thailand has drawn Washing- 
ton's attention, resulting in pressure on 
Bangkok to open its markets further to 
American-made goods and services and to 
pass legislation that would protect Ameri- 
can intellectual property rights. 

Bangkok is responding with surprising 
self-confidence. Rejecting the past client-pa- 
tron relationship, under which successive 
Thai governments sought trade concessions 
mainly on the basis of the country's 
longstanding friendly ties with the US, the 
current administration of Prime Minister 
Chatichai Choonhavan is zealously pursu- 
ing ties on a more equal footing — especially 
in economic matters. 

This reorientation has been laced with a 
heavy dose of nationalism and is underlined 
by Chatichai's repeated assertions that Thai- 
land has "matured economically" and is 
ready to play a larger role in the economic in- 
teraction of mainland Southeast Asia — in- 
cluding Indochina and Burma — and the 
broader Asia-Pacific region. 

Chatichai's popularity at home is in large 
part due to his confident and nationalistic 
approach which, in turn, has generated 
anti-American sentiment here. In the 1970s, 
such feelings were restricted to leftist stu- 
dent or worker organisations but, under con- 
stant threat of US trade sanctions, conserva- 
tive businessmen and industrialists, sup- 
ported increasingly by a broad section of the 
media, are also expressing their displeasure. 

When viewed in the context of Thai- 
land’s huge trade deficit with Japan, Thai 
anti-American feeling seems illogical but can 
be attributed to what some observers de- 
scribe as Washington’s “unsophisticated” 
diplomatic style and negotiating tactics. 

The US has traditionally been an open 
market and only recently began to threaten 
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protectionist retaliation against countries 
which restrict US concerns in their mar- 
kets. It is this shift in policy that US trading 
partners find so provoking. In contrast, 
Japan has always been a relatively closed 
market, so its trading partners are less an- 
tagonised by its protectionist policies. 

So while US domestic rice subsidies have 
triggered bitter protests from Thai rice ex- 
porters, much larger Japanese subsidies for 
its rice producers incur relatively little wrath. 

Thailand’s toughened stance towards 
the US was first demonstrated in December 
1988 when Bangkok rejected US pressure to 
protect American-designed computer soft- 
ware. There was some concern at the time 
that a moderate cutback in the US generalis- 
ed system of preferences tariff privilege for 
selected Thai products, prompted by the 
Thai rejection, might provoke a political 
backlash here. But quite to the contrary, 
the move proved popular and even won 
Chatichai praise from labour leaders. 

The thrust for an equitable relationship 
was further seen in Chatichai’s aide 
memoire to US President George Bush dur- 
ing the funeral for Japanese Emperor 
Hirohito in February. The memoire, which 
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Quayle and Chatichai: divergent views. 


contained several new proposals aimed at 
resolving bilateral trade issues, urged the es- 
tablishment of "direct links" between Thai- 
land's Government House and the White 
House, and called on both sides to devise a 
package of remedies to address all trade-re- 
lated differences. At present, individual is- 
sues are tackled separately. 

However, Washington failed to address 
most of the Thai proposals in its reply 
to the memoire. US Ambassador Daniel 
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O'Donohue, commenting publicly on the 
subject in April, said international trade is- 
sues were not resolved by means of com- 
prehensive settlements. "The problems are 
concrete, inevitably driven by a variety of 


circumstances, and they have to be address- 
ed concretely . . .” he said. 


The current controversy centres on US 
charges that Thailand is not doing enough to 
protect American pharmaceutical patents 
and demands that Thailand allow the im- 
port of American cigarettes. A series of bila- 
teral consultations began in mid-May aimed 
at finding a compromise that would avert 
US trade retaliation under Section 301 of the 
US Trade Act. 

The divergent views brought into the 
open by the Chatichai memoire are likely to 
affect not only the direction of bilateral eco- 
nomic ties, but also the broader trian 
relationship involving Thailand, the US and 
Japan. At the macro level, the Thai leader- 
ship views Japan as the pivotal force aro ' 
which to rally an Asia-Pacific econc | 
grouping, which would have enhanced bar- 
gaining power vis-a-vis an integrated Euro- 
pean Community market in 1992 and the 
emerging US-Canada trade pact. 

Sources say extensive, though still pre- 

iminary, discussions were held between 
Thai officials and Australian Prime Minister 
Bob Hawke during the latter's recent 
Bangkok visit on the virtue of initiating some 
mechanism for regular consultations among 
the Asia-Pacific countries. 

On a micro level, the Thais also want the 
US to play a more active investment role 







here — particularly in telecommunications 
or in other hi-tech areas where the Ameri- 
cans enjoy a competitive edge — to balance 
the Japanese presence. 

However, there are indications of grow- 
ing US concern that Thailand is increasingly 
being used by Japanese companies as a 
manufacturing base and is therefore becom- 
ing an extension of the Japanese economic 
threat. One such indication was a US Com- 
merce Department decision in March to im- 
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pose a 20% duty on anti-friction ball bear- 
ings produced and exported from Thailand 
by Japanese electronics giant Minebea in re- 
taliation for violating US anti-subsidy and 
anti-dumping regulations. 

Such US concern may become more jus- 
tified as a spate of new Japanese investment 
projects begin to come on stream over the 
ext few years. 

Economic considerations aside, Thai and 
Vestern analysts also detect a sense of 
-euphoria among Thai leaders over the pros- 
_ pect of regional peace, which the leadership 
-= believes will provide a further boost to Thai 
.. self-confidence as security concerns become 
.. less pressing. While this view may be too 
_ optimistic, Sino-Soviet rapprochement and 
_ the real possibility that the Cambodia con- 
-= flict may be resolved soon augur well for re- 
... gional stability. 

It is against this background that some 
... Thai analysts see the Thai-US security al- 
|. liance becoming less important to Bangkok. 
~The 1954 Manila Pact, which calls on both 
. "countries to come to each other's defence in 
. any nation-threatening situation, theoreti- 
-~ cally remains valid. And except for declining 
_ US military assistance to Thailand, other as- 
| pects of bilateral security cooperation — 
.. Such as joint war exercises and a recently ac- 
-tivated joint war-reserve stockpile — have 
.. Continued to strengthen. 

. — No one here is clamouring for an end to 
... the Thai-US security pact. On the contrary, 
. the Thai military in particular favours its in- 
.. definite continuation as symbolic, long-term 
_ insurance. In addition, military leaders here 
.. remain in favour of a continued US military 


presence in the Philip 





ppines, viewing it as a 
security deterrent in the Asia-Pacific region. 

The decine in US military assistance — 
which plummeted from a high of US$107.3 
million in 1985 to US$29.2 million in the cur- 
rent fiscal year — has resulted in Thailand 
turning to new arms suppliers in an effort to 
stretch a shrinking procurement budget. For 
example, under a modernisation program- 
me, the Thai army has purchased Chinese 
tanks, armoured personnel carriers and ar- 
tillery at "friendship" prices. 


xcept for the air force, which remains 

almost entirely dependent on Ameri- 

can-made equipment, US-supplied 
arms now comprise 65-70% of the total Thai 
arsenal. While a further decine in numbers 
is expected, most analysts believe Bangkok 
will continue to rely heavily on the US for 
sophisticated equipment. Pending orders 
from the US include Stingray light tanks, 
M48-A5 tanks, M88A1 tank-recovery vehi- 
des and self-propelled 155-mm  artil- 
lery. 

Some Western military-affairs specialists 
attribute Thailand's arms-supply diversifica- 
tion in part to a military leadership that is 
less psychologically dependent on the US 
than its predecessors. Commented one: 
"[Army commander and acting supreme 
commander] Chaovalit [Yongchaiyut] be- 
longs to a new generation of army leaders 
who not only have had extensive overseas 
exposure but also have mustered a great 
deal of confidence from their successful ex- 
perience in defeating the domestic com- 
munist insurgency." 
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people continue to flood into Hong- 
. & kong, the authorities have revealed 
at some have come via the Sino-Vietnam- 


ain. In addition, the vast majority of those 
1o make the entire journey by sea, often 
ay in China for weeks as they work their 
ay down the coast in tiny boats. 

-To the beleaguered Hongkong Govern- 
ent, this could be a legitimate reason for 
ding them back to China, since Hong- 
kong could no longer be considered their 
first port of asylum. Hongkong has previ- 
ously sent back to China several thousand 
Vietnamese boat people who had settled in 
China for along time — mostly in rural areas 
here conditions were little better than in 





border, making part of the journey by 


: Most Vietnamese boat people come via China 


Vietnam. However, a government spokes- 
man said they did not regard boat people 
who coast hop, or make part of the journey 
by rail in China, as having settled there and 
so would continue to accept them pending 
screening and ultimate repatriation. 

Given the seriousness of the problem 
and Hongkong's incessant cries for interna- 
tional help and condemnation of Vietnam 
for not stopping the outflow, the govern- 
ment's attitude towards China is seen by 
many analysts as typical of its "don't rock 
the boat" policy towards Peking, at the ex- 
pense of its own interests. China will re- 
cover sovereignty over Hongkong in 1997. 

Members of the Legislative Council 
(Legco), who have been highly critical of 
other aspects of the Vietnamese problem, 
have been largely silent on China's role. 
However, Legco member Hui Yin-fat said 


curement to China as a logical extension of 
an increasingly warm Sino-Thai relation- 
ship. It was Chatichai who, while serving as 
foreign minister under former prime minis- 
ter Kukrit Pramoj in 1975, helped end the 
huge US military presence in Thailand, fol- 
lowing the end of the American war effort in 
Indochina, and normalise diplomatic rela- 
tions with Peking the same year. 

Apart from Bangkok's and Peking’s con- 
vergence of interests on Indochina — 
notably their common perception of Viet- 
nam's invasion of Cambodia as a security 
threat — the ethnic and cultural similarities 
between the Thais and Chinese have also 
played an important role in fostering bila- 
teral ties. 

All this has not been lost on Washington. 
But while US officials recognise the geopolit- 
ical and other factors drawing Bangkok and 
Peking together, some privately question 
the virtue of Thailand plunging too dee-*~ 
and too quickly into any security-related | 
pendence on the Chinese — pointing to the 
fact that Peking cut off its aid to Thailand's 
communist insurgency only after Vietnam 
invaded Cambodia. 

Given the likelihood that Thai-US trade 
friction will get worse before getting better, 
the question now is how well both sides can 
keep it under control and on a basis of ba- 
lanced interests. "The root cause of the prob- 
lem is structural and it simply will not go 
away," said Chatichai’s policy adviser, 
Sukhumbhand Paribatra. "Perhaps it re- 
quires some adjustment in both countries' 
perception of the other." u 


boat people who were proven to have stop- 
ped in China should not be accepted in 
Hongkong and should be sent back to 
China | 


Hui urged the government to make 
strong representations to the Chinese 
thorities. Chinese officials in Hongkong s 
they would ask Guangdong and Guangxi 
provincial officials to investigate. 

So far this year, over 6,700 boat people 
have arrived in Hongkong, swelling the 
total numbers to over 17,000 since June 1988, 
when in an effort to deter more arrivals, the 
government introduced a screening policy. 
So far 1,400 have been screened and only 
136 declared refugees. In addition, over 
14,000 who arrived before June 1988 are 
awaiting resettlement. 

Government officials have insisted that 
the impact of screening would only be felt 
when those screened out were forcefully re- 
patriated. Vietnam has only agreed to accept 
those who volunteer to return, and fewer 
than 100 have been repatriated. 

Many argue that a policy of sending 
coast-hoppers and train people back to 
China would be the most effective deter- 
rent. But that would require China's owning 
up toits present role as a transit centre. — mi 
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Khmer Rouge reject 


: d By Murray Hiebert and Paisal 
Sricharatchanya in Bangkok 
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| espite the optimism after recent talks 

: D: akarta between Cambodian re- 
sistance leader Prince Norodom 
Sihanouk and Phnom Penh Premier Hun 


^^ Sen, the rival Cambodian factions are still far 


from settling peacefully the 10-year-old 

flict. The rejection by Khieu Samphan, 
"s Jer of the communist Khmer Rouge, of a 
“ceasefire and his insistence on the dismantl- 
ing of the Vietnamese-backed Phnom Penh 
government was ample demonstration of 
that. 

‘The .ceasefire was proposed by Thai 
Prime Minister Chatichai Choonhavan who 
met Hun Sen in Bangkok on 6 May on his re- 
turn from the Jakarta talks. 

Chatichai and his policy advisers be- 
lieved a ceasefire by the resistance factions 
as well as the Phnom Penh government 
would remove any pretext the Vietnamese 
might use to delay their promised Sep- 
tember troop withdrawal. 

Hun Sen has said that he supports the 
ceasefire proposal and has added that he 
might even unilaterally declare a ceasefire if 
the resistance factions reject the proposal. 

At the base inside Cambodia controlled 
by his guerillas, Sihanouk said on 8 May 
that much hard bargaining still lay ahead be- 

> an agreement ending the war could be 

ched. 

Sihanouk, who told Hun Sen in Jakarta 
that he was dropping his demands that a 
UN peacekeeping force monitor the Viet- 
namese troop withdrawal and that the 

© Phnom Penh government be dismantled 
- prior to elections, assured his Khmer Rouge 
~- allies that he would not return to Cambodia 
inless the Vietnamese-backed regime ag- 
- reed to form a four-party coalition govern- 
nent prior to national elections. 
Hun Sen had said that the Khmer Rouge 
oi cou ld participate in a supreme council to or- 
ois » elections after the Vietnamese with- 
` | en but he ruled out a quadripartite gov- 
ernment including the Khmer Rouge or 
Sihanouk's plan to merge the armies of the 
fhree resistance groups and the Phnom 
. Penh government. “The people don't want 
Pol Pot at all,” he said, referring to the 
— jeader, in whose name the Khmer Rouge 
is acre sanies of Cpu when 
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EW CALEDONIA 





Sarah Walis in Noumea 


, T ew Caledonia has once again been 
M plunged into political uncertainty fol- 
-N lowing the double assassination on 4 
_ May of the country's independence leader 
and his deputy. The deaths of Jean-Marie 
.. Tjibaou, the president of the Kanak Socialist 
.. National Liberation Front (FLNKS), and his 
_ deputy, Yeiwene Yeiwene, not only de- 
..,, prived the indigenous Melanesian indepen- 
_ dence movement of its most experienced 
.. leaders, but also of the men expected to lead 
|. two of the French Pacific territory/s three 
.. New provincial governments. 
|... They were shot and killed by Djubelly 
_ Wea, leader of a militant independence fac- 
.. tion, at a ceremony on the island of Ouvea 
. marking the anniversary of the deaths of 19 
_ indigenous Kanaks at the hands of French 
. troops. Wea, who was shot dead 
-.. Tjibaou's bodyguards, had claimed that the 
*. peace plan Tjibaou had negotiated with the 
_ French Government and the territory's 
_. French loyalist forces after the Ouvea mas- 
... Sacre, was a betrayal of the Kanak indepen- 
. dence cause. 
- ... The plan provides for the division of the 
-= country into three autonomous provinces in 
. July, two of which are expected to be con- 
.. trolled by independence supporters; social 
and economic reform; and a vote on inde- 
. pendence in 1998. 
.... The FLNKS immediately denounced the 
. murder as a “deliberate act of treason,” 
. While Tjibaou's own party, the Union 
. Caledonienne, said the "physical elimina- 
.. tion of its leaders was part of a strategy 
. marked by intolerance." Tjibaou is the third 
__ leader of his party to be assassinated in eight 
. years, though the first to die at the hands of 
- aKanak. Two of Tjibaou's own brothers had 
died at the hands of White extremists. 
_ The man with whom Tjibaou made 
ace, pro-French loyalist leader Jacques 
eur, said he was shocked and saddened. 
id to Mr Tjiabou recently that he should 
ry careful because there were still some 
ople who did not want things to work 
. [regret that he didn't take precautions.” 

















nce flag, thousands of silently 

rieving Kanaks followed the cortege to the 
city’s cathedral. There, waiting to pay their 
final respects to the leader of a still non-exis- 





tent nation were government 
es from Australia, New Zealand, Papua 
New Guinea, Vanuatu and other Pacific na- 


Peace plan rocked by independence leaders’ assassin 


lurder of moderates 


Also there, under strict security, was the 
man whose negotiating skills were credited 
with the peace plan, French Prime Minister 
Michel Rocard. The 10 hours or so he spent 
in New Caledonia were not wasted. Rocard 
held talks with all the remaining signatories 
to the accord, as well as with the visiting for- 
eign government representatives. He then 
announced that the 11 June elections for the 
new provinces would go ahead after all. 

The peace plan thus seems relatively in- 
tact for the moment, but the independence 
movement has suffered a devastating blow. 
It has lost its most experienced and moder- 
ate leaders at a time when its electoral pro- 
spects were looking increasingly bright. Al- 
though few Kanaks understood why 
Tjibaou had accepted a plan which did not 
guarantee independence, he had neverthe- 
less been inexorably gaining ground on his 
loyalist opponent, Lafleur. 








same time, an attempt by Wea to form a co- 
alition of independence forces opposed to 
the peace plan had so far come to nothing. 
The two major parties in the FLNKS, which 
represent 70% of the front's support, re- 
mained committed to the plan. 

But with Tjibaou's conciliatory presence 
gone, the risk of violence is greatly in- 
creased. Already, radical factions within the 
FLNKS with which the dead assassin was as- 
sociated — grouped in the United Front for 
Kanak Liberation (FULK) — have described 
the assassinations as "a severe warning that 
the struggle of a people should never be be- 
trayed." 

The 1988 Ouvea massacre had climaxed 
nearly a decade of increasing violence and 
deteriorating relations among the French 
authorities, the roughly 43% of the pop * 
tion which is Melanesian, and the | 
French majority of European settlers and 
their descendants and Asian immigrants. 
The FULK, which called for immediate inde- 
pendence, said it was in favour of “just” vio- 
lence, though it should be directed at objects 
rather than human lives. E 
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Government may curb relieious mission work 
j lgi 
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oncerned with the rapid growth of 
C evangelical Christian groups in par- 

ticular and religious fundamentalism 
in general, the Singapore Government is 
contemplating passing legislation restricting 
their activities. 

Minister of Trade and Industry Lee 
Hsien Loong, son of Prime Minister Lee 
Kuan Yew, said earlier this month that the 
government was worried about religious re- 
vivalism among the Christians and Mus- 
lims, particularly about the possibility of 
some fundamentalist Protestant groups try- 
ing to convert Singapore’s ethnic Malays, 
who are mainly Muslims. 

“The Malay community is extremely sen- 
sitive to any attempt to persuade any of its 
members to give up their faith,” Lee said ina 
30 April speech. Any new legislation is likely 
to prohibit proselytising among Muslims. 
Neighbouring Malaysia already has legisla- 
tion, but Singapore may have to amend its 
constitution before following suit. 

The government released figures earlier 


in April showing that the percentage of Sin- 


gapore's population who are Christians had 


Get thee behind me 


1988, with Protestants registering the great- 
est increase, growing from 5.7% to 11.896 in 
that period, against the growth of Roman 
Catholics from 4.6% to 7.6%. 

But Christianity in Singapore is e... 
more important than these figures indicate, 
a recent report from the Ministry of Com- 
munity Development pointed out. Some 
38.5% of those with tertiary education are 
Christians and a similar percentage of those 
in the professions are also Christians. The 
fact that 60% of all Christians are converts — 
the figure is 76% for Protestant converts — 
means that Christianity is spreading rapidly 
among the young. 

Given that Malays, almost all of whom 
are Muslims, are concentrated in the lower 
rungs of the socio-economic ladder, a situa- 
tion is fast developing whereby the monied 
and professional classes are made up of 
Chinese Christians while the Malays con- 
tinue to do the largely low-paying and un- 
skilled jobs. 

While preserving communal peace by 
not upsetting the Malays is of undoubted 
concern to the government, itis also worried 
about the possibility of the Chinese losing 
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their Confucian values, which will be the 
basis of the "national ideology" now being 
formulated by the government. 

Only very recently has the government 
taken a critical stance towards religion. In 
1984, then deputy prime minister Goh Keng 
Swee was so enthusiastic about inculcating 
religious values among the young that he 
made religious education compulsory for all 
students. Goh said that religious values 
were necessary to promote integrity, espe- 
cially in the financial sector. 

The government is now thinking of a po- 
licy about-turn. Education Minister Tony 
Tan, himself a Christian, announced recent- 
ly that the government may revert religious 
education to a non-compulsory subject. The 
government is said to be worried that the 
teachers of these classes may be stoking the 
fires of fanaticism among the young. 

Observers say what the ruling People's 
Action Party (PAP) is confronting is a much 
'' ser social problem than just religious re- 
(lism. They say that the revivalism is 
only one aspect of widespread alienation in 
atightly controlled society where everything 
from where one lives to how many children 
one can have is regulated, and where most 
political and social organisation, other than 
that which is officially approved, is actively 
discouraged. 
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Sources:1980 population census; Ministry of 
Community Development 1989 





TAIWAN 


Delegation sends signal to Peking at ADB meeting 
Stand on ceremony 


By Jonathan Moore in Taipei 


rg Yaiwan Finance Minister Shirley Kuo 
handled with aplomb her difficult 
. taskas the first senior Taipei official to 
visit China since 1949, when she led a dele- 
gation to the annual Asian Development 
Bank (ADB) meeting in Peking on 46 May. 
But on her return to Taipei, she was strongly 
criticised in some quarters because she and 
her delegation stood during the meeting’s 
opening ceremony for the entry of China’s 
President Yang Shangkun and the playing 
of the communist Chinese national anthem. 
Their action was the first concrete action 
offered to back up an idea recently floated by 
Taipei of a “one China, two governments” 
formula under which Taiwan would at- 
tempt to re-enter international organisa- 
tions. Foreign Minister Lien Chan said in 
early April his ministry had been directed by 
Prime Minister Yu Kuo-hua to study the 
idea. Peking rejected the trial balloon. 
However, the delegation’s action ap- 
peared to be aimed primarily at emphasising 
Taiwan's presence at the meeting as a gov- 
ernment with equal standing in the ADB and 
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its ability to gracefully attend international 
forums in the presence of Chinese delega- 
tions. The delegation did not display a sign 
to protest at Taiwan's redesignation in the 
bank as "Taipei, China," as it did at last 
year's meeting in Manila, but instead regis- 
tered its protest in a prepared statement 
which Kuo read at the meeting's close. Kuo, 
in an unusual two-hour press conference on 
her return on 8 May, defended standing for 
the anthem and stressed that the delegation 
had decided to follow ADB protocol because 
^we couldn't afford to take the risk of being 
expelled." 

The twist in the delegation's move is in 
the implicit recognition of the Chinese com- 
munists sovereignty over the mainland, 
which Taipei continues to claim to repre- 
sent. By implication, Taiwan demanded re- 
ciprocal recognition as a government with 
sovereignty over Taiwan. 

However, Kuo will have some explain- 
ing to do at the Legislative Yuan where it is 
not only the conservative old guard of the 
ruling Kuomintang that is demanding a 
darification. Opposition Democratic Pro- 
gressive Party legislator Ju Gau-jeng pointed 
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Commenting on the increasing religious 
activism among university students, an 
academic said: "The students at the NUS 
[National University of Singapore] are re- 
volting in the only way they are allowed to 
revolt since their union is forbidden from 
saying anything on politics. If the govern- 
ment also forbids this, it will break out some- 
where else. They should try and deal with 
the disease, not the symptoms." 

The PAP also has to deal with the fact that 
it too has many Christians among its mem- 
bers. Besides Tony Tan, there are other 
Christians in the cabinet, including the 
Minister for Community Development S. 
Dhanabalan, who is a lay preacher. But Lee 
and his father are said to be agnostics, and 
First Deputy Prime Minister Goh Chok 
Tong is also not notably religious. 

In the past, the government has success- 
fully, and with little opposition from 
mainstream Christian groups, restricted the 
activities of fringe Christian groups such as 
the Jehovah's Witnesses, who oppose com- 
pulsory military service. 

But with the mainstream churches 
themselves becoming more orthodox, any 
legislation the government passes restrict- 
ing missionary activity alone is unlikely to 
stem rising fundamentalism. It may even 
fuelit. d 


out the glaring contradiction between Kuo's 
action and recent strong comments by 
Prime Minister Yu against communist "ban- 
dits." 

Meanwhile, the attendance at the ADB 
meeting has raised hopes among private 
citizens and businessmen of further liberali- 
sation of China policy. And despite the con- 
fusion, the troika comprising Lee, Lien and 
Kuo has affirmed Taiwan's confidence and 
its new pragmatism in putting aside quib- 
bles over name and protocol to seek a pre- 
sence in international economic groupings 
commensurate with its economic strength. 

However, Taiwan's policy of winning 
overseas support through financial largesse 
was barely in evidence in Peking. While 
Taipei last year set up a US$1 billion "Inter- 
national Economic Cooperation and Deve- 
lopment Fund," aimed primarily at Asian 
countries, only a meagre US$5 million will 
be committed through the ADB. This is partly 
because the Manila-based lender is already 
flush with funds, due both to appreciation 
of the yen and still sluggish demand, but 
more likely because Taiwan prefers to con- 
duct its "NT Dollar diplomacy" bilaterally. 

The success of the trip as a model for fu- 
ture foreign initiatives to a large extent "de- 
pends on how much backbiting from the 
Legislative Yuan goes on," said an analyst in 
Taipei. Peking has so far indicated only that 
it intends to continue attempts to isolate 
Taiwan internationally, though the recent 
dramatic events have raised expectations for 
continued widening of contacts. * 
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Takeshita only confirms ‘commitment’ to Asean 


Lame duck talk 


By Michael Vatikiotis in Jakarta 


apanese Prime Minister Noboru 

Takeshita’s 29 April-8 May Asean tour 
J was billed as an important show of 
Japan's commitment to the region. How- 
ever, in the wake of Takeshita's 25 April an- 
nouncement that he will resign over his in- 
volvement in Japan's Recruit Cosmos shares 
scandal, his tour instead assumed the ur- 
gent role of convincing Asean that policies 
would remain unchanged despite the politi- 
cal crisis in Tokyo. 

The sense that instead of bringing new 
initiatives, the Japanese were engaged in 
damage control, dogged the prime minis- 
ter's five-country tour, which began in Thai- 
land and took in Malaysia, Singapore, In- 
donesia and the Philippines. “I hope the 
achievements of the Asean trip will be incor- 
porated into the country's foreign policy," 
Takeshita told the press in Jakarta. 

Takeshita's awkward position as a prime 
minister who has already resigned did not 
prove openly embarrassing. With their cus- 
tomary diplomatic finesse, Asean officials 





easily found ways of projecting Takeshita’s 


tour as a mark of the special quality of 
Japan's relationship with the region 
— an understanding between 
friends. 

Many Japanese in the region 
would have preferred to see the tour 
cancelled. Not only was Takeshita an 
embarrassment for them, but he was 
also clearly in no position to exert 
pressure on Asean officials to im- 
prove standards of management and 
clear up corruption, seen as a major 
obstacle to more Japanese invest- 
ment. Takeshita himself thanked 
his hosts in Jakarta and around 
the region for their “cooperation 
and understanding” about his pre- 
dicament. 

Understanding they may well be, 
for Japan was once again called upon 
to commit more aid and lower in- 
terest rates on current yen-denominated 
loans. In Indonesia's case, Japan may have 
obliged. Japanese Ambassador to Indonesia 
Sumio Edamura spoke of the need for better 
"quality" aid and, according to one report, 
interest rates were cut from 2.7% to 2.5% a 
year effective from this year. 

Malaysia was less successful. Its yen debt 
has risen by almost 80% in the period 1985- 
88 — much of this due to the spiralling ap- 
preciation of the yen. But Takeshita was 
only willing to offer Malaysian Prime Minis- 
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Takeshita and Aquino: aid plan endorsement. 


ter Datuk Seri Mahathir Mohamad new 
loans at softer rates. 

Indonesia, by far the largest recipient of 
Japanese Overseas Development Aid (ODA), 
was happy to hear from Takeshita that this 
year's total aid from Japan would exceed 
US$2 billion. The US$2.11 billion package to 
be officially offered at this year's meeting of 
the Inter-Governmental Group on In- 
donesia in The Hague in June, will comprise 
US$1.4 billion in special assistance — soft 
loans and untied aid — the rest in project aid 
and technical assistance, Sources say the In- 
donesians had asked for much more spe- 
cial assistance, nearer US$1.8 billion. 

Japanese officials are weary of the beg- 
ging act that greets every visit of a Japanese 
prime minister to the region. A growing sen- 
sitivity at home about the need for more 
careful monitoring of Japan's aid, combined 
with demands from abroad for more institu- 
tional and policy input, have brought pres- 
sure to bear on Tokyo to act more like a re- 
gional power than simply its banker. One 
reflection of this pressure for change was 
Takeshita's major policy speech in Jakarta. 

The speech was billed as an important 
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policy statement containing new initiatives. 
Its main theme was a greater commitment to 
Asean. But as an indication of greater com- 
mitment to the region in areas other than 
aid, the speech proved disappointing. 

True enough, a string of statistics proved 
Japan’s heavy financial stake in Asean. ODA 
earmarked for the six Asean nations in the 
five-year period beginning in 1988 will total 
US$50 billion, said Takeshita — more than 
double the amount committed in the 
vious half decade and amounting to 30% of 
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Japan's total aid budget. Takeshita also re- 
ported progress in the disbursement of the 
US$2 billion Asean fund set up at the Manila 
summit in 1987. But other pillars of the 
prime minister's “international cooperation 
initiative,” as it was billed, turned out to be 
of less substance. 

The main thrust of the non-economic as- 
pects of the initiative centres on “positive 
diplomatic initiatives aimed at conflict resol- 
ution,” and “strengthening cultural ex- 
change.” While these are both areas where 
there are persistent calls for Japan to im- 
prove its record, in the words of one political 
analyst listening to the Jakarta speech, “they 
don’t add up to very much.” 

On the Cambodia issue, Takeshita had 
been expected to launch a new initiative. But 
it was difficult for analysts to see what was 
so new about a pledge to “extend financial 
cooperation, despatch personnel and pro- 
vide non-military materials to assist the 
introduction of an effective cor 
mechanism to facilitate the peace proce 

Japanese diplomats had warned the re- 
gion not to expect anything startlingly 
new from Takeshita’s policy statement. 
Even without the burden of resignation, 
Takeshita has been in office too long to start 
changing direction, a Jakarta-based Japan- 
ese diplomat told the REviEw. Moreover, as 
many observers in Jakarta were all too 
aware, had Japan chosen to make too bold a 
commitment to a forward policy in Asean, 
this would have revived latent fears of Ja- 


panese expansionism. In the final analysis, 


the speech achieved what it set out to 
@ Š do: stress Japan's commitment to 
Asean and very little else. 

One theme persistently raised 
during Takeshita's tour was the need 
for improved market access to Japan. 
Takeshita told his Asean hosts that 
imports from the region were up 
almost 50% on the previous year. 
He was also keen to lend sup 
to Asean's position in multila 
trade negotiations. Takeshita as- 
sured Prime Minister Lee Kuan Yew 
in Singapore that Japan would do its 
best to avoid a trade war with the 
US. 

One of Takeshita’s more notable 
achievements was his endorsement 
of the Philippines Aid Plan (PAP) — a 
mini-Marshall Plan that seeks, with 
the help of a US$10 billion loan pack- 
age over five years, to rehabilitate the Philip- 
pine economy. Sources in Manila said 
Takeshita may have talked about a pledge 
from Japan of about US$2 billion and offered 
Tokyo as a venue to launch the plan. While 
most observers regard any such plan as de- 
pendent on renewal of the US bases agree- 
ment in the Philippines, Takeshita's support 
for the PAP could be seen as a departure from 
slavish dependency on US policy in the re- 
gion, since it precedes the bases lease re- 
newal. » 
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The legend unfolds in Singapore. 
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SINGAPORE 


The Oriental Bangkok and personal service and elegant 
Mandarin Oriental Hong Kong have each accommodation that are the essence of 
become a legend, recognised the legend is captured here. 
internationally as the finest hotels Set amid spacious parkland, just 
in the world. But now minutes from the heart 
they are no longer alone at the top. of the city and commanding 
Fortunately, they are joined spectacular harbour views, 
by their sister hotel, — The Oriental is perfectly 
The Oriental Singapore. poised to introduce 
The same impeccable you to the legend. 


MANDARIN ORIENTAL 
THE WORLD'S FINEST HOTELS 


The Oriental: 5 Raffles Avenue, Marina Square, Singapore 0103. Tel: 338 0066, TIx: 29117, Fax: 339 9537. 
Bangkok * Hong Kong * Jakarta * Macau * Manila * San Francisco * Singapore * The Excelsior, Hong Kong (Associate). 
Reservations: Hong Kong (5) 486606, Singapore 339 0033. 339 0066 (Kuala Lumpur toll free). vour travel agent 





DEREK DAVIES 








Traveller’s Tales 


t would be too complicated to explain 

how and why I came to find myself 

with a free day in Billings, Montana. 

I'd had a fairly intense programme the 
previous day, talking about Pacific Rim af- 
fairs and Montana's own difficulties in get- 
ting together with like-minded — but com- 
petitive — states of the US Northwest to 
stave off the challenge of East Asia. 

Billings airport is perched atop a cliff 
overlooking the town, an escarpment which 
apparently used once to be the edge of a 
continent, overlooking a sea which millions 
of years ago stretched down to the Gulf of 
| ico (all the mountains in between are 
‘ager — and some of them are still grow- 
ing about the rate of one inch a year). The es- 
carpment is called Rim Rock and those who 
have built elegant houses, dangerously 
perched on its lower slopes, told me that it is 
a mine of treasures for archaeologists, being 
interlaced with the fossils of the dinosaurs 
which once rampaged and died there. 


The past, including prehistory, is remark- 
ably close in this part of the American conti- 
nent. Its latter-day dramas — from Custer's 
Last Stand to the exploits of "Wild Bill" 
Cody — are as vividly recalled in the state's 
museums as are the days of the dinosaur. 
The state is exactly 100 years old and is busy 
reliving the stories of the covered wagon 
pioneers and of the Indians who fished the 
rivers and hunted the bison and whose land 
the settlers took over. 
Inadvertently, I took advantage of the 
hasnitality which is natural to the region (as 
me Arab communities, it is dangerous 
to admire, say, a man's tie, for he's likely to 
strip it off and insist on giving it to you). I 
simply remarked that I'd love to take the 
chance of seeing Yellowstone Park and the 
geyser, “Old Faithful." The park looked — 
on the map at least — as if it was only a 
stone’s throw away, in the northwestern 
corner of Wyoming. I did not realise that my 
hosts would be thrown into a flurry of activi- 
ty, arranging a flight from Billings to a tiny 
airstrip named Jackson Hole (it is far from 
being a hole — boasting in fact the most 
beautiful setting of any airfield). Then we 
took a longish drive up to the south entrance 
of the national park. 


The man who picked us up, kitted us out 
with waterproofs, boots and crash helmets 
and who accompanied on our journey into 
the wilderness was called an outfitter — 
though he was much more, part guide, part 
ranger. In India he would be said to be a 
man who could make a good bundobast. He 
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was slow in speech and reaction, and once 
in a while he would take out a tin of snuff 
and place a wad beneath his tongue, chew- 
ing contemplatively. But he knew his stuff 
when it came to the wilderness — and we 
guessed that he, like others of his profes- 
sion, had obeyed his parents’ wishes to get 
himself a good university education, and 
then gone back to live in the mountains that 
he loved. 

He was the one who explained about the 
growing peaks of the Grand Tetons. Stand- 
ing beside Yellowstone Lake, he later 
explained that we were in the crater of a 
huge active volcano which, if and when it 
explodes, will make Mount St Helens look 
like a pea shooter. 


Yellowstone Park itself is far less. devas- 
tated by the fires that ripped through its 
forests last year than seemed possible while 
the inferno raged. The present spring will 
reveal how many of the trees died, the sap 
inside their trunks having actually boiled. 
But aerial surveys show that about half the 
park escaped damage, about a quarter suf- 
fered "canopy" burn (fires that take off 
leaves and branches) and another quarter 
surface burn. Already the whole ecosystem 
is renewing itself, though the areas of devas- 
tation are huge. Those of the pine trees 
which retain some branches and remnants 
of leaves stand like banks of black ferns; 
those that suffered most stick up obscenely, 
their blackened trunks resembling a ghastly 
collection of used pipe cleaners. 

We saw only scattered groups of the 
park's animal life: no great herds of elk or 
bison (which the locals persist in calling buf- 
falo), even fewer deer or longhorn sheep. 
And the bears were all asleep. The animals 
have suffered badly from the lack of food 
caused by the fire and the long winter: but 
even as half-starved, scrawny groups, they 
possessed great dignity. Nature, red in 
tooth and claw, preserves its own balance: 
the frozen corpses of the plentiful bison and 
elk are providing excellent food for the en- 
dangered bears coming out of hibernation. 


The one distressing aspect of a day of 
natural wonders was the manner in which 
the local people, all of whom professed love 
of the magnificent landscape in which they 
live and of its wildlife, talked so ruthlessly of 
hunting — in a caring way of course. I made 
one sarcastic remark about Washington's re- 
cent decision to limit sales of semi-automatic 
firearms, and the friendly company I was 
with froze solid in disapproval of any hint 
that their right to bear firearms and to kill be 
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eroded. It is a curious expression of affection 
— tokill an eight-pointer stag with a modern 
rifle, complete with telescopic sight, to hang 
it with dozens of other carcasses in one's 
backyard shed and then to boast about one's 
exploits. 


We travelled to the park, and up to where 
“Old Faithful” spurts its graceful lace of 
steam so regularly, on snowmobiles — a 
noisy sort of motorcycle with mini-rear-trac- 
tors and mini-skis in front to steer by. In one 
day, our party, travelling over bumpy, 
snow-covered tracks, covered well over 80 
miles, there and back. Snowmobiles are not 
well sprung, transmitting the shock of every 
ripple to the posterior. By the middle of the 
afternoon I had become acutely conscious 
that I was, by some margin, the oldest mem- 
ber of the party and, as I thankfully climbed 
off the contraption, my spine felt like a very 
old piano which had been dropped from the 
top storey of the Empire State Building. 

But the trip had been more than worth 
every ache and pain. The geysers and the 
pools of bubbling mud, the crystal water- 
falls, the wilderness of mountains and trees 
and the hungry doggedness of the animals 
we saw were more beautiful than anything I 
had ever seen before. 





The most glorious spectacle was that of 
the range of snow-capped mountains called 
Les Grands Tetons, themselves forming a 
separate national park. The peaks were re- 
flected in the waters of Jackson Lake as we 
drove up towards Yellowstone itself. I asked 
our outfitter how they came to be so called. 
He said they were probably named by some 
French fur trappers on their way back north- 
wards to Canada. Slyly, I asked him if he 
knew what the name meant. “Yessuh,” he 
said. “It means The Large Breasts — or Big 
Tits. But we're kind of puritanical around 
these parts, and we would never call them 
that in our own language.” a 
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R esearch at Philips means more than just shedding light on new technologies. 


It also means keeping our ear to the ground to pick up trends in consumer 


needs. When we listen we learn, and you benefit. Take product design, for 
example. Good product design blends technology and styling to form practical 
product solutions that meet real consumer needs. Such as our new 'Le Lamp' 
cordless luminaires. 9» Each ‘Le Lamp’ combines the latest technology in low- 


energy lighting with our many years of experience in making rechargeable-power 
products. The result is a range of attractively designed, portable light sources 


for use throughout the home, in places without light sockets, even outdoors. 
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The same blend of styling and technology characterizes the most recent addition to 





our range of audio products. œ Designed for today's dynamic life-styles, this light- 
weight, portable Sound Machine combines a CD player and twin-deck cassette 
recorder with Dynamic Bass Boost (DBB), giving you incomparable sound quality 
from a compact machine. œ Just two more examples of how you can see and hear 


better when Philips looks and listens. «4 «4 
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nce t should Posi in B Bombay. the most "Indian" of cities, 
1an ethnic mix drawn ftom all over the Subcontinent. Many 


... local Marathi-speaking "sons of the soil," faced with the chal- 
_ Tenge of such a robust cosmopolitanism, saw no choice but to 
.. come up with an equally strident response. 


“Why should we — alone in all of Hindustan — be singled out 


for cosmopolitanism?" asks ex-mayor Sudhir Joshi, a Sena lumi- 
. mary. “If state boundaries had been fixed just by ruling straight 
^. lines on a map, then all places would be cosmopolitan. But, as 
Tong as states are defined linguistically, we claim the same treat- 
- ment as the others. The mistake was to create linguistic states in 
Es the first place. A 


Maharashtra, the Marathi-speaking state of which Bombay is 


the capital, was the last Indian state to be linguistically redrawn 
` after independence. The sticking point was the fate of Bombay, 
' which Marathi activists. fought to retain in the state, rather than as 





youth — were scarce, leftist labour mian wes: on the rise, and. ] 
the ruling Congress party was s spit after the death of founding - 
father Jawaharlal Ne Nehru. 
Into this vacuum stepped the Sena, with aheadyc combination 7 
of populist jingoism, political back-scratching and pro tection rac- 
keteering. The party's numerous foes denounce it as Las ladat But . 
that, says author V. S. Naipaul, is "an easy, Eoported word in his 
book on India, India: A Wounded Civilisation.” ——— S 
Rather, he sees in the Sena "the assertion of pride.. „The pat- sme 


tern of such movements among the dispossessed or humiliate us 





. Identity was what the young men of the Sena were reaching: 
out to, with the simplicities of their mue and their hero fig- 
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(3 frer sanding union territory like New Delhi. That struggle de- 


ures.” 


 Mingole Kays 


-The Shiv Sena party plays on Hindu and Marathi chauvinism 


Politics of poison 


__. By Lincoln Kaye in Bombay 
| achine gun-toting city police- 
men guard the entrance to the 
leafy suburban lane where citi- 
_. Plainclothesmen, equipped with walkie-tal- 
kes, relay the comings and goings of pass- 
|. ersby. An enormous mastiff lolls in a cage in 
the driveway. Chauffeurs lean against their 
parked limousines, gossiping and smoking. 
As for the limousine owners, they sit 
uddled on the porch of the modest bun- 
galow, waiting their turn for an audience 
ith Thackeray, the leader of the Shiv Sena 
arty. Each time the door to Thackeray's 
tudy opens, all stand. One-by-one the 
postulants are ushered into the presence: 
an ageing movie starlet, bejeweled 
moneymen, scar-faced toughs, a burly trade 
‘unionist, a foreign journalist. Most visitors 
‘greet Thackeray by reverently touching his 
shoes (spangle-studded white patent 
leather slippers with pointy toes). "I tell 
them not to,” Thackeray says, "but they 
lon't listen to me." 
. Stoop-shouldered and pasty-faced, peer- 
ing through heavy spectacles from under his 



















carefully dyed pompadour, Thackeray 
makes an unlikely looking godfather. The 
slight figure of the former newspaper car- 
toonist in the armchair contrasts with the 
gaudily daubed image of Shivaji Maharaj 
framed on the wall behind him. Yet it was 
after this 17th century Maratha warrior king 
that Thackeray has named his Shiv Sena, 
the rightwing Hindu and Marathi 
chauvinist party he founded 22 years ago. 
And from Shivaji he has borrowed the title 
of chhattrapadi (literally lord of the umbrella 
or supreme commander) that denotes his 
own self-appointed role. 

Shivajs birthday, a public holiday in 
May that looms large in the party calendar, 
happened to coincide this year with the 
Muslim festival of id-ul-fitr — which seemed 
an unfortunate combination, given the 
Sena's street-fighting proclivities. As leader 
of a rapidly growing party in Maharashtra, 
the richest state of the world’s largest demo- 
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Awe and fear draw supporters to 
Thackeray's party: 48. 
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cracy, Thackeray admits to a preference for 
toka shahi (rule of the stick) over lok shahi (rule 
of the people). 

Even as he was bandying epigrams with 
a foreign reporter one recent Friday e 
ing, five of his minions were allegedly o 
ing a demonstration of toka shahi in the grimy 
industrial township of Thane, some 30 km 
away. According to police, they were stab- 
bing to death a Shiv Sena municipal cor- 
porator — or city council member — who 
had broken party ranks in a mayoral poll. 

The offending corporator was believed to 
have been suborned by the Congress party, 
which rules at the state and national level. 
The Congress move was part of an all-out 
campaign to break — by any means — the 
Sena’s growing strength in Maharashtra. 

Other recent Congress ploys: impeach- 
ment moves against a Sena city councilman 
after release of a taped harangue in which he 
extorted protection money from merchants 
and boasted of killing hundreds of Muslims; 
demolition of illegally constructed Sena of- 
fices in slum areas; corruption charges 
against Sena members holding office in 
Bombay. 

Most damaging of all has been a success- 
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ful legal challenge to a Sena by-election vic- 
tory on the grounds that it was won through 
communally inflammatory campaigning. In 
March, the Bombay High Court, after a year 
of hearings, annulled the election. Thac- 
keray was incensed: "Whatever this com- 
mitted Congress judiciary may say, propa- 
gation of my religion is my birthright. 

"So how can a court draw a line between 
communalism and religion? How come only 
Hindus are restrained from espousing their 
religion in public, while Muslims here can 
flout government policy in a way they never 
could in Islamic countries?" 

Rafiq Zakaria, a Congress legislator, dis- 

counts Thackerays argument: "Com- 
munalism of the majority is much the most 
dangerous sort of communalism. It all too 
easily turns into fascism if ever it gains con- 
trol of the state apparatus." Prior to the cur- 
rent crackdown, Zakaria maintains, the 
“lethargic, indolent” Congress had ignored 
Sena threats for far too long. 
, eed, according to Marathi-language 
journalist Dinoo Ranadive, who has covered 
the Sena from the start, it was originally fos- 
tered as a rightwing antidote to the ruling 
party's rivals on the Left. And, over the 
years, rival Congress factions have tried to 
use the Sena as proxies in their battles. 


ongressmen are becoming worried 

that their Frankenstein monster 

may be getting out of hand. Some 

draw the analogy with Sant Jarnail 
Singh Bhindranwale, the Sikh firebrand 
who started as a Congress catspaw and 
evolved into the founding martyr of Khalis- 
tan separatism. 

Not that anyone expects Thackeray to go 
und und as an armed guerilla. It is not 
his style. But in the political arena, he is a 
master of guerila campaigning. Like a 
guerilla army, the party funds itself on the 
ground, relying on "spontaneous" contribu- 
“ans from local admirers, rather than head- 

rters resources. 

Guerilla-like, too, is the Sena's cellular 
command structure, its stress on discipline, 
and its frequent swaps of allies during its 22- 
year history. The Sena tiger readily changes 
its ideological stripes. "They're all things to 
all people," says Zakaria. "Whatever it takes 
to win at the moment." 

In Bombay, the Sena presents a face of 
Marathi chauvinism. In interior Ma- 
harashtra, it plays the Hindu card. Its labour 
wing is so fluent in the lexicon of union mili- 
tancy that its bark all but obviates its bite. Yet 
its more button-down cadres sit in Bombay 
boardrooms. Muslim cadres even canvass 
their co-religionists for the Sena. "Why 
not?” asks Muslim party member Shaik 
Shabir, "after all, any loyal Hindustani is a 
true Hindu in the only sense that counts." 

The Sena’s electoral prospects are almost 
as hard to pin down as its ideology. The 
party's gains have always come through 
quantum leaps, rather than gradual expan- 
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sion. Like a weed trying to come up through 
the pavement, the Sena sinks its roots and 
bides its time, waiting for a crack to open. 

State legislator Mrinal Gore, an old 
socialist who leads the opposition in the 
house, discounts the Sena's chance of win- 
ning more than 40 or 50 of the assembly's 
288 seats in this year's election. Chhagan 
Bhujabhal, currently the only party member 
in the lower house of the legislature, pre- 
dicts the party will win an outright majority. 

Both forecasts sound more wishful than 
empirical. But, if the Sena forges an electoral 
alliance with the rightwing Bhartiya Janata 
party (BJP), the possibility cannot be ruled 
out of its forming the next government in 
Maharashtra. And that could have far- 
reaching, national consequences. 

No matter what the outcome of this 
year's national elections, a Sena-ruled Maha- 





Thackeray: riding the tiger. 


rashtra would undermine the government 
at the centre: if Prime Minister Rajiv Gandhi 
is re-elected at the general election to be held 
at the end of this year, he would face a solid 
wall of opposition rule in southern India. 

Entrenched in the Maharashtra state 
house called Mantralya, the Shiv Sena could 
be counted on to exacerbate India's com- 
munal polarisation. The example of a Sena 
victory would encourage imitators in other 
states. The Sena, with its bare-knuckled 
style, would supplant the relatively re- 
strained, Rashtriya Swayamsevak Sangh 
and BJP as the leading standard-bearers of 
Hindu advocacy. 

For Maharashtra, India's leading indus- 
trial state, it could mean a sharp deteriora- 
tion in the investment climate. And if the 
Sena's militant policy of employment prefer- 
ence for sons of the soil were to win wide- 
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spread acceptance, it would ossify the In- 
dian labour market. 

Just how one counts as a son of the soil 
remains a subject of some party equivoca- 
tion. Legally, it is defined as anyone who 
can prove 15 years' residence in the state. 
But in Sena parlance, it can mean anything 
from a native Marathi speaker to a third- 
generation ethnic Maratha, depending 
upon which constituency the party is cur- 
rently wooing. 

Legislative councillor Sudhir Joshi, who 
heads the Sena's drive for employment of 
sons of the soil, insists that ^we're not out to 
dilute the efficiency of any businesses. 
We're all for meritocracy. But on what sort of 
merits can you select outsiders, rather than 
Marathis, as clerks, peons, lift-men? And 
what sort of merit dictates that all the officers 
in a certain foreign bank should be named 
Nair [a south Indian caste], just like the per- 
sonnel manager?" 

Such a view, Gore points out, concerns 
only the allocation, not the creation, of jobs. 
“On specific problems — unemployment, 
agriculture, productivity, land distribution 
— Thackeray really has nothing to say. Just 
gripes, no programmes. But you can't fool 
the people all of the time." 

Ranadive is not so sure. "You can if they 
want to be fooled," he says. Party members, 
he is convinced, accept someone like Thac- 
keray as their unquestioned leader simply 
because he claims that sort of fealty and they 
find it psychologically easier to offer al- 
legiance than to face the world on their own. 

Whatever its psychological underpin- 
nings, Thackeray's authority is absolute. 
Under him, the nine topmost Sena leaders 
divide up the command functionally and 
territorially. They meet every month or so, 
according to Bhujabal, but nothing is put to 
a vote. The dthattrapadi’s rulings are final, 
and his subordinates take full personal re- 
sponsibility for their implementation. The 
Thane episode suggests what can happen 
when Sena discipline is breached. 

Thackeray makes no bones about his au- 
thoritarianism. “Where in the world does 
democracy exist? Sure, politicians go 
through the motions of elections, but once 
elected they're little dictators. I reject hypo- 
crisy. I admit I am a benevolent dictator. Ac- 
cent on benevolent." 

He prefers to dictate from behind the 
scenes: "I seek no office. After we take 
Maharashtra, we will appoint a chief minis- 
ter to sitin Mantralya. But, in effect, the chief 
will be here [pointing to himself] even 
though the minister will be there." 

And after that? "We have a national mes- 
sage, and branches in all states, from 
Kashmir to Andhra. But we have no funds 
to mount national campaigns, no foreign 
aid, no CIA. So it takes time. Give us 
another two monsoons to emerge on na- 
tional scene, maybe five or 10 years to cap- 
ture the centre. Don't want to grow too fast: 
swelling might set in,” Thackeray says. m 


45 


The Swire Group PH 





The most advanced long-haul passenger aircraft in the 


rather more subtle changes to the overall contours of the 


world, the 747-400, is joining our fleet in June. wings, dramatically improve the aircraft’s aerodynamics. 
At first glance it looks somewhat similar to our present Inside the cabin, a myriad of adjustments by the 


aircraft. But in fact. there are literally thousands of modi designers has resulted in an environment that feels more 


fications and innovations. The most eye-catching must airy and spacious. And therefore more relaxing. 


surely be those upturned wing-tips which, together with Other changes are rather less obvious, but no less 


significant. The engines, for example, have been refined to 


be more powerful yet also quieter and more fuel efficient. 
In one key respect, however, these engines remain 
unchanged: they still bear the name Rolls Royce. 
The end result of all this work is not just a different 


shape of wing, but an altogether better aircraft. Which is 
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we and fear draw supporters to Thackeray's party 


Man of many stripes 


the daily Free Press Journal, where 

he worked as a cartoonist in the 
1950s, remember him as "a wizard of 
line, but weak on concepts." His lame 
cartoon ideas made him the butt of jokes 
among the predominantly south Indian 
staffers. 

But Thackeray got the last laugh. The 
newsroom dogsbody used his cartoonist's 
mind to emerge a decade later as the de- 
magogic scourge of the south Indian mi- 
grants. The message he preached was a 
broad-brush caricature of recent history: the 
Marathas had been betrayed by their 
erstwhile leaders. The statehood struggle 
had belied its promise of a better livelihood. 
Instead, interlopers were usurping jobs and 
straining city amenities. 

This cartoon-like world view could 
hardly serve as a political party platform; 
rather it has served as a rallying cry for a 
mob. Or, as Thackeray prefers to charac- 
terise his own following, “the Sena is not a 
loose flock of volunteers. It’s a whole gener- 
ation with a grievance that needs to be venti- 
lated.” The Shiv Sena adherents 
first aired their frustrations by 
torching south Indian cafes. 

At the same time, the Sena 
launched campaigns for the 
hiring of “sons of the soil” in 
such blue-collar bastions as the 
dockyards and textile mills, as 
well as the white-collar pre- 
cincts of the banks and public- 
sector companies. The party 
carefully cultivated its links in 
one organisation that already 
had a large proportion of sons 
of the soil on its payroll: the po- 
lice. 

The movement snowballed 
so fast that by 1966, Thackeray was able to 
surprise everybody — including, appa- 
rently, himself — by mustering a crowd of 
50,000 for a rally, according to Dinoo Rana- 
dive, a Marathi-language journalist who has 
covered the party from the start. The Sena 
lost no time in parlaying its new visibility 
into protection revenues. 

The targets were those groups most vul- 
nerable to a shake-down: south Indian 
settlers, Marwari and Gujarati merchants, 
Muslims, slum squatters, street vendors. 
This type of revenue-farming also attracted 
Thackeray's all-important goonda (gangster) 
retinue, which made the Sena threat all the 
more credible. The party grew as a sort of 
pyramid racket of menace. 


C olleagues of Bal Thackeray's on 


= 


Shi 


48 





Sena rally: courting the disaffected. 


“Awe and fear are the currencies Thac- 
keray trades in,” says Bombay Municipal 
Corporator Rustom Tirandaz, a long-time 
Sena foe. Ranadive recalls how, in the 
party's early days, Thackeray kept a framed 
photograph of Hitler in his study. Thac- 
keray himself designed the party logo — a 
snarling tiger. 

Bombay politicians of every ideological 
stripe attempted to ride smilingly the Sena 
tiger. The party has been through a bewil- 
dering sequence of political alliances. It 
started as a proxy for the ruling Congress 
party, dabbled in internecine Congress 
squabbles, then flirted briefly with opposi- 
tion socialists. 

In one mayoral poll, the pro-Hindu Sena 
even joined hands with the Muslim League. 
Lately it has allied with the Bharatiya Janata 
Party (BJP), a rightwing group dominated by 
high-caste Hindus. But Tirandaz (an ex-gjP 
member) warns anyone contemplating a co- 
alition with the Sena that "Bal Thackeray 
will piss on your head and then charge you 
for a shampoo.” 

Some leading lights of the Bombay estab- 


lishment were among Thackeray's earliest 
annointees. Congress chief ministers and 
city industrialists tried to use the Sena as a 
handy antidote to communist inroads on 
the Bombay labour scene. In the mid-1960s, 
Thackeray was even suspected of CIA spon- 
sorship. How else, the rumour-mongers 
wondered, to explain the suddenness of the 
Sena's rise and the virulence of its rightist 
ideology? 

By 1969, the Sena was strong enough 
to set Bombay ablaze for two days over 
a border dispute with neighbouring 
Karnataka state. That riot earned Thackeray 
the only jail stint of his long political 
career. His prison visitors recall that, 
despite his VIP treatment in jail, he blub- 
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bered throughout his  incarceration. 

Perhaps to avoid a repetition of that 
trauma, the Sena allied with Congress dur- 
ing the 1975-77 Emergency. So, while other 
opposition leaders languished in jail, Thac- 
keray and his henchmen remained at large, 
lending their muscle to the high-handed en- 
forcement of birth control and slum clear- 
ance, Congress' pet schemes in those days. 

The Sena suffered, accordingly, in the 
post-Emergency electoral backlash. But by 
the next municipal council poll, in 1985, the 
party not only recouped its previous 
strength but went on to capture a decisive 
plurality. This coup, analysts suggest, owes 
less to Thackeray's political acumen than to 
Congress infighting. 

But Sena-watchers would be wrong to 
dismiss the corporation victory as a fluke, 
warns Sena member and former mayor 
Chhagan Bhujabal. "Congress splits are al- 
ways there. It's our superior discipline that 
allows us to take advantage of them." 

Proving ground for the new-look € 
was Aurangabad, a provincial city in we 
Maratha heartland 400 km northeast of 
Bombay, where the party had never before 
had a presence. In 1987, the first time it seri- 
ously contested an election there, the 
Sena emerged as the largest party block in 
the Aurangabad Municipal Corporation, 
capturing just short of an absolute majority 
of seats. 

“It is economic frustration that breeds 
fascist parochialism,” according to Muslim 

„_ jurist Rafiq Zakaria, who has 
represented Aurangabad as a 
Congress legislator for 25 years. 
He attributes the Sena’s Auran- 
gabad victory to its appeal to 
the educated unemployed and 
to small farmers who felt 
excluded from the ruling 
party's spoils system of rural 
credit and agricultural coopera- 
tive resources. 

It was this same disaffe 
class that was courted by 
Maharashtra’s current chief 
minister, Sharad Pawar, during 
his eight-year exile from the 
Congress. Pawar built up a 
strong grassroots organisation state-wide 
for his break-away Congress (S) party. But 
he was unable to bring his cadres back with 
him when he rejoined the Congress 
mainstream in 1986. “The vested interests in 
Congress simply wouldn’t make room for 
our people,” complains a Pawar aide. 

As a result, many Congress (S) cadres 
drifted over to the Sena. “Thackeray simply 
inherited a second-hand party,” the Pawar 
aide sighs. Perhaps no one is ina better posi- 
tion to gauge the Sena’s strength in the com- 
ing election than the chief minister himself, 
and he seems to be taking the threat deadly 
seriously. But some of Pawar’s numerous 
Congress rivals may be tempted yet to ride 
the tiger. u Lincoln Kaye 
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That's the way the money goes 


The Richest Man in the World: The 
Viking, London. £12.95 (US$21.84). 


5. Last September, the Sultan of Brunei 
. . completed an elaborate war games exercise 
by levelling a burst of machine-gun fire at a 
^. group of journalists invited for the occasion. 
_ The bullets were blanks, but the opinion of 
_ Sir Hassanal Bolkiah was laid bare for the 
‘world to see. 
^. The sultan is unlikely to revise his views 
_» after reading The Richest Man in the World, a 
_ slim volume by REVIEW contributor James 
_ Bartholomew. The book heaps scorn on the 
absolute monarch of a sliver of Borneo and 
... 227,000 people, depicting Hassanal as a sort 
of spoiled simpleton who got that way as a 
.. result of generations of intermarriage. This 
_.. first in-depth look at a rather shy, not terri- 
___ bly inquisitive man who controls an esti- 
. mated US$25 billion in national resources 
_. and prefers soldiering to statesmanship is 
— more than a bit unfair to its subject. 
.'... Unlike Polish journalist Ryszard 
|... Kapuésciriski, who has elevated reportage on 
... the courts of the Shah of Iran and Emperor 
_ Haile Selassie of Ethiopia to meaningful par- 
ables of greed and vanity gone amok, Barth- 
|... olomew has opted for a tabloid approach 
using the same sort of raw material. His 
book sacrifices subtlety ("The Sultan's fam- 
_ ily may not go so far as to produce a Caligula 
. ora Nero, but the line may well decay . . .”) 
. and scholarship (there are no footnotes, 
... index or bibliography) for higher sales. In 
_ doing so, the author undermines the credi- 
___ bility of his own considerable reporting. 
..,, Even more, despite — or perhaps be- 
. cause of — the book's breathy, voyeuristic 


style ("If the Sultan's wealth were used to 
buy Moet et Chandon champagne, then the 
bottles, placed end to end, would reach the 
moon and back with enough left over to cir- 
de the earth three times . . . "), Barth- 
olomew’s rendering of this Ruritanian tale is 
often surprisingly dull; no mean feat given a 
cast of characters that includes Oliver North, 
Tiny Rowland, the Philippines’ erstwhile 
Gen. Fabian Ver and Indian “holy man" 
Shri Chandra Swamiji Maharaj. 

Part of the problem is the difficulty of re- 
porting on the sultan. Hassanal himself 
steers well clear of the press. Family mem- 
bers, retainers and business partners alike 
are under threat of losing favour if they dare 
talk. Anecdotal information is hard to come 
by, much less responsibly confirm. After a 
decade of diligently beavering away, Barth- 
olomew obviously got fed up. Unfortu- 
nately, good books are rarely based on 
sketchy information or, more importantly, 
are centred on a character for whom the au- 
thor feels such open contempt. 

Working from the starting point that the 
sultan’s wealth “makes him a prisoner in the 
mental fortress in which he must place him- 
self for his own protection,” Bartholomew 
spends many of the next 195 pages catalogu- 
ing what the sultan owns and how various 
associates spend their waking hours trying 
to sell him even more. He does a terrific job 
gathering the minutiae of the sultan’s un- 
usual existence: what kind of showers and 
engines he has on his yacht, the amount of 
closet space in his London homes, how 
many light bulbs (51,490) it takes to brighten 
up the biggest palace in the world. 

Hassanal's ascension to Brunei's throne 
in 1967 at the age of 21 was engineered by 
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m The Chinese Empire Illustrated: Being a 
Series of Views from Original Sketches 
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tclusive Nation by Thomas Allom, with 










G. N. Wright. and abridged by D. J. M. 
Tate. John Nicholson, Hongkong. HK$175 
(LS$22.44). | 

.. What a thoroughly exotic place China 
must have seemed to the Victorian English 
who were this marvellous book's original 
audience. One can imagine them in their 
clubs, poring with fascination over the 
Sketches of fantastically robed mandarins, 





ske ) 
ulous pagodas and landscapes, fervent 






pagan rituals and almost sinister scenes 
such as that of an itinerant doctor sporting 
with a cobra. 

The Chinese Empire illustrated was the 
work of a Protestant missionary in China, 
G. N. Wright, and a meticulous and in- 
spired draughtsman named Thomas Allom. 
Written at the time of the Opium Wars, it 
presented to a curious England sketches and 
commentary introducing the land over 
which its warships were so aggressively as- 
serting British influence. According to 
D. J. M. Tate, who adapted and abridged 
the original 1859 publication for this beauti- 
fully produced new edition, it “provided 
the most comprehensive view of China 
which had ever been made available to the 


RAR EASTERN ECONOMIC REVIEW | oo o seoa omiani 18 MAY 1989. < 





his father as a means of maintaining a ` 
medieval monarchy in the face of British - 
pressure for independence and, ostensibly, _ 
democratization. Bartholomew recounts 
how, woefully unprepared for the task of 
ruling, Hassanal “crossed the quicksands of 
self-indulgence” to challenge his ageing 
father by marrying a commoner and, even- 
tually at the time of Brunei's 1984 indepen- 
dence, pushing him completely out of the 
way. 

But while Hassanal got the hang of man- 
oeuvring within his many palaces, he has 
been less successful in the rest of his tiny do- 
main. While oil has made Bruneians far bet- 
ter off economically 





, Bartholomew convinc- 
ingly shows how the sultan has made little 
progress in allowing his subjects a voice in 
their own affairs — particularly Chinese 
Bruneians who are accorded second-dass 
status. Less fully drawn, unfortunately, is a 
portrait of Hassanal's relationship with Sin- 
gaporean Prime Minister Lee Kuan Yev 
whom he relies strongly for political ach 
This might provide a tip to Brunei's future 
direction. 

The sultan has not come terrifically far, 
either, in wising up to the rest of the world. 
The best parts of the book document fleec- 
ings at the hands of Egyptian businessman 
Mohammed al-Fayad (who used Hassanal's 
money, apparently without permission, to 
buy Harrods), Singaporean banker Khoo 
Teck Puat (who used the royal imprimatur 
to lend his own companies millions of dol- 
lars from the National Bank of Brunei) and 
former White House aide Oliver North 
(who offered Washington's undying 
gratitude for a wee contribution to the 
Nicaraguan contras). 

Others who vie amusingly for the sul- 
tan's favours include Filipino magnate En- 
rique Zobel and Saudi arms dealer Adnan 
Khashoggi. These tales, though couched in 
libel-proof language, are good fun. 

8 Jonathan Fried! 


general reader in the West" up to that time. 

Tate has reorganised Allom's detailed 
black and white drawings and Wright's 
commentary into eight chapters with 
themes such as imperial China, landscapes, 
occupations and punishments. The last sec- 
tion, "China at War," portrays some of the 
key battles in the Opium Wars. Following 
the main text is a historical summary of the 
wars and a selection of colour plates which 
can be-cut out and framed. 

Interestingly, Allom himself never vis- 
ited China. Rather, he redrew sketches by 
others who had, notably those of William 
Alexander, an artist accompanying the fam- 
ous embassy of Lord Macartney to the 
Chinese court in 1793. Allom’s slightly 
grotesque, somewhat fabulous vision of his 
subject reflects well the mix of fascination 
and horror with which the West has so often 
viewed China. ut Linda Jaivin 
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BEEN INSIDE A CITATION li 
PLEASE STAND UP. 


Stroll along the aisle. 

Or sink into a boardroom-sized leather 
recliner and kick off your shoes. 

You're aboard the all-new cabin of the 
Cessna Citation III. The most spacious ever 
offered in any Citation. And one of the most 
thoughtfullydesignedandhandsomelycrafted 
interiors ever offered on any business jet. 

Everything you see is new. Everything. 

[n creating this elegant environment, 
Cessna designers started from scratch — with 
the objective of making the best possible use 
of every cubic centimeter of available space. 

They succeeded beautifully. 

There is more head and shoulder room 
when seated in the luxurious new recliners. 
More countertop area and floor space in the 


private lavatory. More smooth, uninterrupted 
expanses of specially dyed fabrics and hand- 
rubbed woods. 

The lines are clean and crisp throughout, 
adding to the open, spacious feeling. But this 
new cabin doesn't just feel roomier. 

It actually offers far more usable living 
space than its nearest competitor, the 
BAe800. The Citation cabin's seating area is 
one meter longer. And while much of the 
BAe800 cabin is sacrificed to store baggage, 
the Citation holds up to two station-wagon 
loads of luggage in a heated, easy-to-load 
external compartment. 

In fact, the new cabin is only the latest in 
a long list of reasons to choose Citation III 
over any other midsize business jet. 
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The Citation III is much faster than the 
BAe800. It's more fuel efficient. It flies higher 
than the BAe800. It's a far more advanced 
design, certified to more rigorous standards. 
And it's backed by the finest worldwide 
service center network in the industry. 

Small wonder more businesses fly Citation 
IIIs than any other midsize business jet. 

For more information, write Gordon 
C. Vieth, Cessna Aircraft Company, 

P.O. Box 7706, Wichita, KS 67277 USA. 
Tel: (316) 946-6056. Fax: (316) 946-6640. 
Telex: 6875048. 
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In search of kangaroots 





Daddy, We Hardly Knew You by Germaine 
Greer. Hamish Hamilton, London. £13.95 
(US$23.52) 


This moving odyssey into the troubled 
waters of Truth causes the reader almost as 
much grief as it obviously did the Austra- 
lian-born author, whose quest for the iden- 
tity of her father took her from Britain to 
Malta, and from India to Australia. 

In many ways the web of deceit woven 
by Reg Greer, enfolding even his own fam- 
ily, might have been a tale better left untold. 
A toad best left under a stone unturned. 
And yet, it is a tale told so well that it holds 
the reader even as it repels. Germaine Greer 
brings to this anguished saga her considera- 
ble literary gifts. 

As she chases across the world in search 
of clues to her father’s origins, she is ever 
willing to pause for lyrical comment on the 
local colour, whether it is the precise botani- 
cal structure of eucalyptus blossoms in 
Queensland — “a froth of stamens like a 
star-burst from the rim of the calyx” — or the 
condition of a Melbourne library plate-glass 
door — “covered with greasy marks, even 





thirty feet up, dribbles and slobbers of dried 
this and that. Burnt rubber lead, perhaps 
salt from the sea-breeze . . .” 

For the fellow researcher, the book is an 
illuminating guide to the bureaucratic mazes 
which one must run to access library-locked 
knowledge. Greer's own love of libraries, 
however, surmounts all obstacles: “Lib- 
raries are reservoirs of strength, grace and 
wit, reminders of order, calm and con- 
tinuity, lakes of mental energy . . ." 

Australia watchers too will find much to 
chew on in Greer's obvious love-hate re- 
lationship with her native land: a love of the 
land, a distaste for the people. In one Aussie 
library, she found a guardian of the books 
with "a rooted objection to walking;" in 
another, one who qualified as "the most 
spectacularly under-dressed individual I 
have ever seen anywhere but on a beach or 
in the Amazon jungle." 

On another level altogether, "Who was 
Reg Greer?" becomes a suspense-laden 
thriller, complete with fantastic forays into 
the Boy's Own world of British intelligence 
code and cypher-cracking operations during 
World War II — a world which Reg Greer, 


who had joined the Royal Australian Air 
Force, seems briefly to have inhabited, and 
which his daughter expounds with un- 
looked-for expertise and clarity. 

At the end of all this, only the miserable 
truth: Reg Greer was a consummate liar, 
and a nobody. Greer's accounts of her not al- 
ways successful attempts to convey these 
truths to her family, especially her mother, 
make for powerful human drama. 

She found her roots in Tasmania. At first 
she thought her father was the son of a Mrs 
Emma Greeney of Launceston. Emma 
Greeney's husband was the son of a convict, 
“so if he was my grandfather,” Greer writes, 
"that made me the great-grand-daughter of 
a genuine transportee! Yipee!" 

Later it turned out that Reg Greer was 
adopted, and that he was the illegitimate 
son of a domestic servant and, Greer guess- 
es, one of her masters. When he was 17, Reg 
Greer ran away to Australia, changed his 
name, blotted out the past of which he 
no doubt ashamed, and fabricated a 1 
identity for himself. 

He became a man without a history, until 
his daughter found him out. His sublima- 
tion seems very Australian. - Nowadays 
there is a new curiosity among the descen- 
dants of convicts about their ancestry. But it 
was not so very long ago that the desire to 
forget Australia's penal origins induced a 
deliberate national amnesia. misa Sharp 





Like No Other Hotel In Singapore. 
At the top of a small hill off Singapore’s bustling Orchard 


Like No Other 
Hotel In The World 








Road stands one of Asia’s grand hotels. 


Surrounded by 5 hectares of prime property in the island 
Republic, the hotel is at once regal and gracious, 


charming and historic. 


* A heritage of the last century, the Goodwood Park’s 


natural beauty is enhanced by its urban sophistication. 











Eoi In the 235 guest rooms and suites, executive meeting rooms, 
Ju. ey Lot ERRORS "A "n Li < te NEA Pw FP we ~ eit al ere 254 " CES 
ac PLE. VARE 2 bars, cafes and specialty restaurants, the grand traditions of 


ology meet in timeless elegance. 


Goodwood Park Hotel 


SINGAPORE 
22 Scotts Road Singapore 0922. Tel: 7377411. Tlx: RS24377 GOODTEL. Reservations: Goodwood Hotels Co 
Goodwood Park Hotel Sdn Bhd Tel: (03) 2929275/6, Fax: (03) 2936957 (Kua 


RS Member of The Steigenberger Reservation Service. Kim ® Golden Tulip Hotels emyoHoms 
won vc 


Goodwood Group Singapore: Goodwood Park. York. Boulevard. Ladyhill. 


rporation Pte Ltd Tel: 5-246303, Fax: (852) 58681427 (Hong Kong). 


la Lumpur). Your travel agent or airline. 


$55,000,000 
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That’s Fifty-Five 
Million U.S. Dollars! 
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"THE FLORIDA LOTTERY 


Pick Your Own Numbers 
Play Lotto 6/49 
Get Rich in America's 
Greatest Lottery 





Millions of U.S. Dollars are won regularly playing the World Famous 
Florida Lottery. in fact, the Florida Lottery has AWARDED MILLIONS OF 
DOLLARS to people who have won - including it's biggest Jackpot of 
U.S. $55,000,000. Imagine all the things you could do and enjoy with 
$55,000,000. People from all over the world go to Florida just to play the 
Lottery. Now, you too can play the World's Greatest Lottery and win a 
MULTI-MILLION DOLLAR JACKPOT. 


| Playing Lotto 6/49 is Easy 


Lotto is the World’s most popular form of lottery. The Official Florida 
version is called Lotto 6/49 and is FULLY BACKED BY THE GOVERN- 





: MENT. Each week one draw is held in public — under strict super- 


vision in Florida. Lotto 6/49 is easy to play. You pick your own num- 


ber by selecting any 6 of 49 possible numbers from 1 to 49. It's that 


simple. The numbers you select are entered in the Lotto 6/49 Com- 
puter System and if they match the same numbers in the draw ~ 
YOU WIN THE JACKPOT. Even if you didn't select all six num- 
bers, you could still be a winner! If you have only 3, 4, or 5 numbers 
correct, you win one of the thousands of other prizes, 


Here’s How You Can Play : 





All you have to do to play the World Famous Fiorida Lottery is 
to complete the order form and send it to United States interna- 
tional Marketing's world wide processing center, along with your 
payment. You can play 2, 4 or 6 games for 15, 26, or 52 weeks. 
REMEMBER, EACH ADDITIONAL WEEKLY GAME YOU PLAY 
INCREASES YOUR CHANCE TO WIN THE JACKPOT, Once 
your completed order form and payment is received, your number 
will automatically be entered in the computer system and you will 
receive an “Official Entry Confirmation" by return mail. Your “Offi 
cial Entry Confirmation" will indicate the numbers you selected. 


Your subscriptions are sent to our express address located 


right in Amsterdam's World Famous Schiphol Airport. From there, 
your subscriptions are immediately sent by our special air-Courier 
to United States. THISENABLES US TO PROCESS YOUR SUB- 
SCRIPTIONS FROM ANY LOCATION WORLDWIDE IN THE 
SHORTEST POSSIBLE TIME. 


You Will Be Notified Immediately - 





When You Win 
United States International Marketing will immediately notify 
you when you win any prize of $1,000 or more. in addition, you 
receive a complete list of winning numbers after every five weeks 


so that you can carefully check how you are doing, YOUR PRIZE 
MONEY WILL BE CONFIDENTIALLY PAID DIRECTLY TO YOU 


ANYWHERE IN THE WORLD. Upon expiration of your subscrip- 


tion you will receive a final itemized statement of vour winnings. 
United States International Marketing 


P.O. Box 7525 Direct Telex and 
1118 ZG Schiphol Centrum FAX to U.S.A 
The Netherlands ITT Telex 4976556 
l Answerback: Jackpot 

For faster service on 





credit card orders FAX: 1-301-770-3545 
Pe TC TI BE ee Se 
CIRCLE SIX NUMBERS FROM 1-49 IN EACH GAME YOU WISH TO PLAY 
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Subscribe Now! Think what a jackpot 
of $55,000,000 could mean to you - 
Play the Florida Lotto 6/49. 







PICK YOUR PLAN -- Check only one box below next to 
the option of your choice. ALL PRICES IN U.S. FUNDS 


INCLUDES | INCLUDES 
FREE BONUS | ' EEK dE d 
12348587289 23458789 
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EACH 
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[1$ 450. 
(I$ 900. 


[.1$1350. 


2Games  [1$135. 
4Games [3 $270. 


6 Games  [] $405. 





On ail Credit Card payments 
à handling fee of US, $19. will be added, 


J Make Cheque or Bank Draft (in U.S. Funds) payable to: | 
f United States International Marketing TELEPHONE PAX 
* Mail to: United States International Marketing ADDRESS D 
PO. Box 7525 Direct Telex and B 

FAX to U.S.A. | PERENNE | 
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The future of business communications 
lies along the highways of high speed digital 
services. Timeplex, the innovator in data 
communications for more than 20 years, can 
provide you with a gateway to the integrated 
communications highways 

Timeplex is committed to your future, 
with our philosophy of Systems Connectivity 
Architecture to allow transparent connection 
of diverse devices - within hybrid networks 
of public and private services - to fully 
integrate all your data, fax, voice, video and 
image communications. SCA also provides a 
clear migratory path from local to wide area 
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networks, allowing your Timeplex network to 
grow with your business 

We invest heavily in Research and 
Development to bring you new products and 
systems - always compatible with existing 
Timeplex products and other manufacturers’ 
systems - to protect your investment and 
help you stay ahead. 

Our renowned training and 
maintenance programmes keep your 
Timeplex networks running at their most 
effective and we assign your own Account 
Manager to provide a single point of contact 
with Timeplex 
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With an international network of 
Timeplex offices and distributors, you can 
be sure of our full support wherever you are. 
Call your nearest Timeplex contact for your 
gateway to the communications future 

United Kingdom (0753) 43559, 
Brussels (32) 273 49703, Australia 
(61) 2 957 1660, Hong Kong (852) 583 36848, 
USA (201)391-1111 


Timenlles< 





YOUR GATEWAY TO COMMUNICATIONS HIGHWAYS 
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TIMEPLEX. YOUR GATEWAY TO THE 
COMMUNICATIONS FUTURE. 
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Opposition mounts to South Korea’s ambitious reactor programme 


A nuclear falling out 


By Mark Clifford in Seoul 


outh Korea’s ambitious nuclear 
power programme is in trouble. An 
anti-nuclear movement has blown 
in on the winds of democracy, leav- 
ing officials confused about how to dissipate 
the growing opposition. Worse still, the 
country’s plan to build five new nuclear 
plants by 1999 is beginning to run into inter- 
nal problems which threaten to delay the 

‘acts and result in multi-billion dollar cost 
! runs. 

With nine nuclear plants already in opera- 
tion (and another two under construction), 
nuclear power already accounts for about 
half the country’s electricity, more than in al- 
most any other country in the world. Gov- 
ernment officials insist that they have no al- 
ternative but to continue building nuclear 
plants, because of the country’s lack of 
natural resources. They say the only feasible 
alternative is coal, which is more expensive 
and environmentally more damaging. But 
anti-nuclear protesters are not interested in 
this argument. 

While government officials and environ- 
mentalists flex their muscles, no one outside 
the nuclear industry is yet facing up to the 
danger foreign consultants see of huge cost 
overruns and construction delays reminis- 
cent of those which bedevilled the US nu- 
clear power programme in the 1960s. 

Seoul’s ambitious nuclear plan not only 

lerates the building programme, but 

calls for a progressively higher level of 
local content in the individual power plants. 
This is already placing massive strains on 
the relatively inexperienced project manage- 
ment team involved in the next nuclear sta- 
tion project, with contractors running up 
heavy bills for manpower and construction 
delays. 

South Korea’s first anti-nuclear protests 
occurred last December when residents near 
the Kori complex, where the first reactor 
came onstream in 1978, protested against 
low-level waste which had been secretly 
buried just outside the plant. They have 
staged several protests since then demand- 
ing that the government move them away 
from the plant. 

Residents near the Yeongkwang nuclear 
reactors, one of three other nuclear sites, 
have also begun protesting about environ- 
mental damage they say is caused by the 
units. Smaller protests have occurred at the 
Woolsung nuclear site. 
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The anti-nuclear movement is likely to 
grow beyond sporadic local protests to be- 
come a national movement. Next month a 
campaign to collect 1 million signatures 
against the construction of two new reactors 
at Yeongkwang will begin. Already, senior 
officials at 10 universities in Cholla, where 
the complex is located, have signed a state- 
ment opposing the new units. 

Moreover, the government must an- 
nounce a permanent waste disposal site by 
the end of the year, and residents in the area 
which is expected to be chosen have already 
begun their protests. “We are in trouble,” 
says Roh Eun Rae, general manager for nu- 
clear safety at the Korea Electric Power Co. 
(Kepco). “There is no question about it.” 

A coalition group of 16 organisations 
banded together in April to form the Move- 
ment for the Eradication of Nuclear Power 
Plants. Moreover, a number of key dissident 
figures, including splinter party presidential 





Seoul's nuclear power plans 
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candidate Paek Ki Wan, theologian Moon Ik 
Hwan and Lee Pu Yong, who is co-chair- 
man of the umbrella dissident group Chon- 
minhyon, have begun speaking out against 
nucear power and weapons in recent 
months. 

Opposition political parties are closely 
monitoring the strength of the anti-nuclear 
movement, though they are concerned that 
activists have given little thought to the im- 
plications if they succeed in closing down 
the plants. "The anti-nuclear activists don't 
have any alternative" to nuclear plants, says 
a strategist for the opposition Reunification 
Democratic Party. Yet the opposition is 
likely to latch on to the anti-nuclear move- 
ment if it gathers momentum. 

The government is trying to defuse anti- 
nuclear sentiment with a law which would 
allow Kepco to spend 0.2% of its annual rev- 
enues on improving infrastructure and ser- 
vices for people living near the reactors. The 
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strategy is modelled on a similar law in 
Japan. If the law had been in effect last year, 
it would have resulted in expenditures of 
around US$12 million. 

The proposal has been bogged down in 
bureaucratic infighting, and seems unlikely 
to be passed by the national assembly before 
the end of this year, unless the anti-nuclear 
movement mushrooms and forces the gov- 
ernment to act more quickly. "Kepco would 
like this law enacted as soon as possible," 
says Roh. "Our country is going towards 
democracy and people are saying 'no, no' to 
new plants." 

The national assembly, the country's 
legislative body, is also monitoring the nu- 
clear programme more closely. The assem- 
bly is concerned about the safety of the units 
to be built at Yeongkwang, which are in- 
tended to become the standard for most 
subsequent units. Because the units are a 
scaled-down version of a facility that con- 
tractor Combustion Engineering built in 
California their safety has not been certified. 
Testing of the thermohydraulic scaling- 
down of the units is currently under way at a 
private laboratory in the US. 

Despite the growing protests, outside 
observers say that the South Korean nuclear 

e is generally well-run. While 
there have been 193 reported incidents since 
the first reactor at Kori went into operation 
more than 10 years ago, the utility says that 
none has been dangerous. 


he most serious incident was in 

1984 at the country's only heavy 

water reactor, at Woolsung, when 

heavy water leaked. The utility 
says that it successfully recovered most of 
the radioactive spill, which was contained 
inside the reactor. 

While there has been growing criticism of 
the nuclear programme, neither the national 
assembly nor anti-nuclear activists have fo- 
cused yet on what sources close to the con- 
struction programme say could be its 
biggest problem: project delays and cost 
overruns. 

The South Koreans have adopted an am- 
bitious localisation programme for the new 
units to be built at Yeongkwang. Equipment 
manufacturing will be 7276 localised for this 
project, compared with 40% for the previous 
pair of reactors. Design engineering will rise 
from 46% to 79%. This huge leap in the 
South Korean content is already straining 
the resources of the South Korean contrac- 






ion Co. (KHIC) is the prime contractor. A 

Kepco subsidiary, Korea Power Engineer- 

ing, is responsible for architecture and en- 

gineering. 
^: The estimated cost of the two reactors 
. has already risen from US$3.3 billion in the 
. summer of 1987 to US$4.4 billion (using a 
: constant exchange rate), according to esti- 
mates by sources familiar with the project. 
The three foreign subcontractors have al- 
ady put the South Koreans on notice that 
^. they expect more money for additional ser- 
.. vices. Independent analysts say that the 
-> three, Combustion Engineering, General 
= Electric and Sargent & Lundy, built only 
|. Narrow profit margins into their bids and are 
= unwilling to swallow additional costs. Com- 
-.;; bustion Engineering, for example, reported- 
. ly is asking for an additional payment of 
... Some US$500,000 for the work it did to help 
_ present the design to the national assembly. 
-= Moreover, the inexperience of the South 
^. Korean technical personnel becomes more 
... costly as the scope of the localisation pro- 
.. gramme expands. For example, in one area 
os where K ed an equivalency ratio 
|... of 3:1 (three South Korean engineers will do 
|. the job of one foreign specialist), the actual 
-equivalency achieved is 5:1. Foreign subcon- 
__ tractors are running through their budgeted 
_ hours much more quickly than expected, 
_ though the project as a whole is behind 
schedule even though the first concrete has 
-= yet to be poured. 

== Problems at the recently completed 
~~ Ulchin 1 and 2 reactors demonstrated the 
_ dangers of an aggressive localisation pro- 
.. gramme. KHIC insisted on producing the 
. units’ turbine generator under licence from 
.. Alsthom with only minimual help from the 
. French firm. The turbine was constructed 
incorrectly, because South Korean techni- 
*. dans did not follow the right order for as- 
 .sembling pieces and bolting the unit to- 
«gether. 

t5. A bolt worked loose and dropped into 
_ the turbine at Ulchin 1 shortly after it went 
.. into operation. That forced the entire plant 
_ to shut down for 107 days. (A similar mis- 
.. hap at the twin reactor was averted when 
_ the turbine was opened up and the loose 

bolt was discovered.) Local press reports 

said the shutdown cost the utility Won 23.6 
billion (US$35.75 million), including Won 22 
illion in indirect losses. 
South Korea's lack of project manage- 
ent experience also worries nuclear ex- 
perts. The project manager at Yeongkwang 
has comparatively little site authority, com- 
pared with the authority such managers 
have overseas. Sources say little heed is paid 


















countries. 
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dear power industry are very similar to 
what they were in the US in the 1960s," says 
an industry expert who is familiar with pro- 
jects in both countries. "South Korea is likely 
to face a tremendous spiral in labour costs 
and declining productivity as people ask for 
safer working conditions and shorter work- 
ing hours.” 

While contractors in the US expect one 
death for every billion dollars spent on nu- 
clear power plant construction, in South 
Korea the rate is seven times as high. For 
example, at least 23 people are likely to die in 
building accidents during the construction 
of the Yeongkwang units largely because of 
bad site management. 

Against the backdrop of construction 
glitches and cost overruns, South Korea 
faces the possibility of tight electricity supply 
balance in the middle 1990s. The Ministry of 
Energy originally projected electrical de- 
mand to grow an average of 7.9% annually 
in 1986-88. In fact, growth was 13.6% annu- 
ally — nearly double the forecast. 

"I am very concerned about the rate of in- 
crease," says Kim 5e Jong, director-general 
of the electric power bureau at the Ministry 
of Energy and Resources. “If it is a question 
of more localisation or completing the pro- 
jects on time, we will choose to complete in 
time." 

The strong energy growth will leave 
South Korea with dwindling reserve capa- 


city. The government's latest energy fore- 
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cast, which was completed late last year, es- 
timates that the reserve capacity will fall 
from 39% in 1988 to 23% by 2000. 

Making matters worse, much of the re- 
serve capacity is in oil-fired power stations 
which are currently out of service because 
they are uneconomical. If Kepco is forced to 
bring these units back into service it would 
raise electricity costs. 

Seoul announced at the end of December 
that it was ordering three new nuclear units, 
as well as a number of liquefied natural gas 
and coal-fired plants. One of these nuclear 
units is expected to be a Candu heavy water 
reactor built by Atomic Energy of Canada, 
rather than the Combustion Engineering 
pressurised water design which is supposed 
to be the new standard. 

Energy officials say the Candu design, 
which will include less local content than the 
other nuclear reactors, was chosen because 
it could be built more quickly. In addition, 
the Candu type, one of which South K 
has had in operation for almost a decad 
fuelled with refined natural uranium, which 
can be produced in South Korea, rather than 
enriched uranium. 

The other two plants are expected to be 
based on the two Combustion Engineering 
units which are currently planned for 
Yeongkwang. Local contractors are ex- 
pected to do almost all the work, in line with 
Kepco's goal of 95% localisation for South 
Korea’s nuclear programme following the 
completion of the Yeongkwang units. = 





BANKING 


Bill aims to stimulate Taipet’s slow banking sector 


Shaking the system 
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By Jonathan Moore in Taipei 


T aiwan's parliament is reviewing a 





long-awaited bank reform law which 

economists and industrialists hope 
will bring fresh competition to Taiwan's 
lethargic banking sector. The bill, which is 
expected to be passed by the end of the year, 
will allow new private commercial banks to 
be established, and will let foreign banks 
transact a broader range of business. 

Most of Taiwan's 16 local banks are gov- 
emment-run, and suffer from excessive reg- 
ulation. Civil servant loan officers are held 
personally accountable for the loans they 
make, and the resulting  play-it-safe 
philosophy means they seldom lend to any 
but the most creditworthy customers. Even 
then, loans must be collateralised by land as- 
sets. 
Combined with the profits generated by 
Taiwan's huge trade surplus and the strong 
Chinese cultural disposition towards sav- 


ing, the result has been a poor flow of _ 
rowed money to productive investments. - 
At the end of February, Taiwan banks' de- 
posits totalled NT$5.217 trillion (US$201 bil- 
lion), outstripping loans by NT$1.67 trillion. 

Thus, the reforms should have an impor- 
tant part to play in an economy that is re- 
structuring from labour-intensive industries 
to services and capital-intensive, technol- 
ogy-based businesses. 

More than a dozen business groups, 
eager to free themselves from reliance on 
government banks or else sensing a quick 
killing, have indicated they plan to set up 
their own banks under the new law. These 
include large, private trust companies such 
as China Trust Co., and private industrial 
groups such as Evergreen Marine Corp., 
Pacific Cable & Wire Co. and China Rebar. 

But the Taiwan Government, which as- 
sociates a weak or corrupt financial system 
with such painful memories as the loss of 
the mainland in 1949 and the extensive 











Cathay Trust crisis of 1985, is reluctant to 
allow “private businesses to dominate the 





nking industry. 

The law, as drafted by the Ministry of Fi- 
: ance: (MOF), requires capitalisation of be- 
... tween NT$3-5 billion, and allows family and 
business groups to hold no more than 15% 
-. of a bank's equity. New banks will have to 
meet strict standards of banking staff experi- 
- ence, and no branches will be allowed for at 
-. least three years. 

 :' The law removes subsequent changes to 
banking rules from the approval of the 
Legislative Yuan, Taiwan's parliament. The 
provision could result in a streamlining of 
the procedure for future changes — de- 
pending on how progressive the MoF cares 
to be. The legislators are not happy that the 
MoF should enjoy such extensive powers: on 
26 April they demanded a revision to the 
bill, requiring the central bank to seek Legis- 
lative Yuan approval for decisions affecting 
t — anks 





perts hope the changes will pave the 
way for a banking system where single 
banks may offer a variety of services. 

"[The differences between] the main 
banking categories will be more obscured,” 


the bank law. "Each bank may apply to ex- 
pand its business items case by case, which 
gives the possibility of designing new bank- 
ing products,” he said. 

Foreign banks will be allowed to apply to 
offer savings deposit, trust and underwrit- 
ing services. But they will not be allowed to 
open separate departments to perform these 
functions, as local commercial banks can, 
which would provide room for still greater 
variety of new services. Foreign banks will 
also still be limited to two bank branches, 
one in Taipei and one in Kaohsiung. The al- 
lure of such services for local and foreign 
banks has grown as Taiwan's stockmarket 
has continued to soar. 


oreign banks will also be allowed 

long-term lending and borrowing, 

which will open up more consumer 
banking business for them, such as 
mortgages. They currently may offer only 
loans of up to seven years. 

The new law will abolish ceiling and tloor 
limits for deposit and lending interest rates 
which have curtailed banks’ ability to re- 
spond efficiently to sudden changes in mar- 
ket demand for funds. 


ing talented employees to the new banks, ` 
which are likely to offer high salaries. - 
Economists and foreign bankers said the ar- ` 
rival of aggressive, profit-oriented banks wi 
provoke competition for customers as well. 
The liberalisation of banking licences 
comes in response to private lobbying, but i 
is also probably aimed at generating support — 
for the partial privatisation of the three large . 
commercial banks — Chang Hua Commet- - 
cial Bank, First Commercial Bank and Hua: 
Nan Commercial Bank. The threat of come- 
petition from the private sector, itis hoped, 
will wear down resistance to privatisation 
among vested government interests. : 
The three banks, which dominate 
Taiwan banking, are hampered by accoun- __ 
tability to the Taiwan provincial government. 
for everything from hiring new staff to pur- 
chasing office equipment. E: 
While bankers welcome privatisation, — 
many consider it window dressing. Accord- - 
ing to the government's stated plan, onlyup 
to 51% of the banks’ stock will be sold tothe ` 
public. While that degree of privatisation 
will free the banks from provincial govern- 
ment scrutiny, the remaining large governe 
ment ownership will guarantee continued 







said T. S. Chen, a senior associate at the Lee 
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c e ie island's vampire rbi investment siiis 
; within legal boundaries for the first time. But authorities may still 
not choose to crack down on the deposit-taking houses despite 
c being given the power to do so. 





Taiwan's finance and economics ministries consider the ^ 


- houses a threat to the financial system as well as investors. Be- 
cause the houses are unregulated, investors are not protected 
ider the law. 

: Some ofthe firms, which pay monthly interest rates of 4% and 

“above, are also thought to be operating sophisticated but highly 

-: unstable id schemes. Others, meanwhile, are simply dis- 
B honest, fly-by-night operations. 

=i The number of underground investment houses and the 
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dollar amounts have increased. — 
So nese firms have sed for up to two years 
that not all are playing the same risky game. But 
mists decani ges Te ome ofalarge unn ulated invest- 

us a financi al crisis on. the fonda of 
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ship depesittaking that will provide the legal m 
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existing government- 
owned banks say what they fear most is los- 


8 money they control is not known. But economists estimate that 
j $100 billion (US$3.86bi- orang a sit-taking company « 
ff ms may have declined - head of the Yung Feng Co., rai arger inves 

-= was revealed on 27 April t ‘be an escaped conv 


g law. The new law, however, includes a abroad 


ks ; butnev rthele: stake 





heavy involvement from the MoF and the _ 
central bank. "o 


However, regulators are concerned that any aduer may. Y E 
spark a financial panic. "We may get an airtight law, butenforce- > 
ment will still be done by human hands,” said a banking analyst. ee 
However, he noted that under the new law, agencies would not — 
be able to use an inadequate legal framework as an excuse for i in- C S 
action. T NET 
The deposit-taking companies have flourished Pease Um 
Taiwan's limited investment channels have created ademand for — — 
investment opportunities. The high-flying stock and realestate — 
markets have enabled the larger firms to realise big gains, while ^. 
willing small investors have provided an ample supply. of vx 
funds. ES 

Many of the houses' fortunes are closely tied to Taiwan's — 
stockmarket, with some of them actively ramping share prices to. 
gain profits. The prevailing oversupply of money has kept the _ 
underground financial sector liquid despite a credit crunch and 
has helped the index soar 74% since the beginning of the yearto — 
8,477, just short of its all-time high of 8,790, reached last Sep- Sox 
From timeto time, arunon na house’ is sparked off, «Some imes =< 
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tracted by interest rates as high as 7-8% < 
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ECONOMIES 


Cluna's newest SEZ needs development funds 


No treasure island 


——  ————— ——MM d ennn na eee i erei M E 


By Elizabe! Elizabeth ( Cheng ir in Haikou 


year after Hainan Island in South 
China became a province and special 
s economic zone (SEZ), a little headway 
<z has been made on improving its infrastruc- 
<= ture. But a lot more needs be done to meet 
'«. investor demands and cope with the many 
new problems. 
v5 Prices have doubled or even tripled — a 
10 foreign visitor pays almost twice as much to 
. > hire a car in Haikou as in Peking. Wages, 
- — though, have risen slowly — while urban 
per capita income is reported to have in- 
creased nearly 4%, real income after infla- 
tion declined 19%. The provincial govern- 
ment, too, is at a loss over how to deal with 
~~~ the thousands of jobseekers from other 
^5 provinces who have been drawn to the 
=<- island, lured by promises of job oppor- 
(e. tunities. 
Hu Not being able to find a job, many of 
these immigrants have turned to hawking 
|... onthe streets of Haikou: as moneychangers, 
©. fruit sellers and cooked-food vendors. In the 
- latest wave, more than 100,000 jobseekers 
_ are reported to have arrived since February, 
twice the number for all of last year. Vice- 
-.. Governor Meng Qingping told the REVIEW 
that the government was swamped with 
more than 180,000 job applications last year 
V — only 3,020 were hired. Without an effec- 
|... tively policed border, Meng said efforts 
5.0 stem the flow were hopeless, though 
|. "some are expelled with navy and army 
(help. 
^... Hainan’s problems largely stem from in- 
adequate funds and poor management. 
“Hainan has more than its fair share of 
cliques and factions," said a foreign busi- 
nessman, “You have to deal with home- 
- grown cadres, mainland cadres, cadres from 
‘the local minorities, power struggles be- 
tween central government departments and 
ocal authorities and so on." Shenzhen, 
hina's first SEZ next to Hongkong, had an 
asier time because it was originally a rural 
ackwater without cadres and powerful ves- 
ted interests, he added. 
.. Making problems worse is Peking’s inde- 
cisiveness about giving Hainan the flexibility 
it had been promised — an attitude that re- 
‘flects in part the central government's lack of 
confidence in the local leadership. Although 
‘Hainan has many preferential policies to en- 
courage its growth (REVIEW, 26 May '88), 
local businessmen say most remain on 
"paper only. Moreover, Peking is even with- 
drawing some privileges already granted, 
‘such as Hainan's autonomy in car imports 





























and instead fixed this years vehicle im- 
ports for the province at below 1988 
levels. 

Foreign trade skyrocketed last year — up 
five-fold on 1987 figures — to a record 
US$770 million. Imports accounted for 63% 
of the trade, consisting largely of consumer 
goods — cars, TV sets and components, and 
refrigerators — machinery, fertiliser, timber 
and some rice, said Chen Yinghao, director- 
general of Hainan's Trade and Industries 
Department. 

Chen admitted that 5076 of last year's so- 
called exports were actually imports sold to 
the mainland mostly by subsidiaries of 
mainland companies in Hainan. These com- 
panies were also quick to take advantage of 
the island's special privileges, such as im- 
port and export flexibility and the right to re- 
tain all foreign-exchange earnings (which 


rade and econom 
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has been reduced to 80% since Janu- 

). 

"ens is particularly sensitive about 
speculation in cars and other consumer im- 
ports in Hainan because of the island's 
notorious reputation, gained in 1984-85 
when speculators took advantage of the 
open policies to enrich themselves. A lot of 
last year's imports are believed to have been 
bought for speculation and now lie idle in 
warehouses as mainland customs tighten 
control over goods from Hainan. 

Hainan desperately need funds for in- 
frastructure development but the central 
government cannot supply substantial aid 
as it has done for other sEZs. The national 
austerity programme could not have come 
at a worse time, though Hainan is expected 
to escape the worst of retrenchment mea- 
sures. For instance, though Hainan now has 
to surrender 20% of its foreign-exchange 
earnings to Peking as do other SEZs, Meng 
says that this can be circumvented. "The 
central government could be persuaded to 
offset this by increasing its contribution to 
our development fund," he said. 

Peking last year invested more than 
US$13 million in Hainan's electricity genera- 
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tion, and generation capacity is nearly suffi- 


cient for the island’s present needs. Still, 

there are frequent blackouts outside Haikou 
because of inadequate supply lines and 
Haikou factories one day a week cannot take 
power from the main supply. 

Red tape has also increased enormously 
since the island became a province. Y. F. 
Chan, the Hongkong manager of an elec- 
tronics joint venture in Haikou, said that in- 
creasingly complicated customs procedures 
meant that it now takes much longer to clear 
through customs every consignment of 
components from Hongkong. His company 
has also run into unforeseen snags on a new 
factory. The application to obtain a land 
lease has been screened by various govern- 
ment departments, but he is unable to get 
the approval of the necessary vice-governor 
who is often out of town. 

But transport is his biggest headache. 
Road transport from Hainan to Hongkong 
for trans-shipment of his productsisthe — t 
economical — Haikou portisinefficien J 
unreliable, and airfreight is too expensive for 
regular use, he says. But Hainan is paying 
for its new autonomy. Chan bought a van 
but found to his dismay that Guangdong 
authorities refused to issue road permits to 
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Hainan-registered vehicles, forcing Hainan 
traders to use the more expensive Guang- 
dong transport. 

Official corruption is rife, and getting 
worse. A local driver told the REVIEV. t 
customs got a cut on every imported tes wt 
the pretext that the new car had failed to 
pass quality or safety tests. "Perhaps their 
testing equipment is superior to those of the 
Japanese," he laughed. Another driver 
found his car had disappeared during the 
night after he refused to pay a "watching" 
fee to a Public Security Bureau official. Gov- 
ernor Liang Xiang has openly confessed that 
corruption is endemic among cadres who 
exploit their position to speculate in land 
and commodities, take bribes, embezzle 
funds, and pay bonuses indiscriminately. 


ot surprisingly, many local residents 
Nes for the return of Canton's able 

vice-mayor Lei Yu. Lei was sacked 
from his job as Hainan chief in 1985 for al- 
lowing massive speculation in cars and 
other commodities. Lei has since been 
cleared of reaping any personal gains from 
the scandal but to allow him to return would 
amount to Peking admitting to having erred 












~ and the central government is not prepared 
~ todo that. Lei has a reputation as an efficient 
- administrator and good organiser. "He 
-would know how to prevent factional in- 
"fighting and get people to work together,” 
- said a Hainanese businessman. "We badly 
da person like him at this time." 
Foreign investments are still a bare 
de, despite overseas promotions. Most 
igners agree that Hainan has great po- 
tial but lacks the necessary infrastructure. 
Inlike Shenzhen, which Peking built from a 
- village into a bustling city, the central gov- 
~ ernment has told Hainan that it will have to 
~ raise most of the cash itself. Peking so far has 
-injected about Rmb 200 million (US$53.7 
million) but has made it clear that this is a 
needs at least Rmb 200 billion for infrastruc- 
ture building. 

Foreign investments and soft loans offer 
the only real source of funds for Hainan, yet 
f. ‘nvestors are willing to risk their money 
(. arge-scale infrastructure projects for 

"which returns may be 20 years off. Of about 
U5$400 million of foreign funds pledged so 
far, only about US$100 million has been 
committed, say local officials. No foreign 
loans have been made yet. 
^; The Japanese are among the most visible 
of the foreign investors in terms of grandiose 

- plans, though Hongkong investment domi- 
nates in both quantity and value as it does 
‘elsewhere in China. A Japanese consortium, 
led by Kumagai Gumi, has offered to deve- 
lop Yangpu port on the islands west coast in 
an area earmarked for heavy industry. 

-: The local authorities have agreed to lease 
the Japanese 30 knv land in the proposed 
free-trade zone for just under Rmb 100 mil- 
lion for 70 years. This was criticised at the re- 
cent National People's Congress in Peking 
because it seemed to be a return to the prac- 
tice of granting foreign concessions. They 
said the deal could compromise national 

ity because of Hainan's strategic loca- 
_ facing Vietnam. 

The deal is seen asa test of how much au- 
tonomy Hainan will really have. Under the 
terms negotiated with the Japanese, the 
local government will retain control of polic- 
ing, customs and border control of the zone, 
while the Japanese will control construction, 

production, management and export. The 

_ infrastructural investment is projected at 

. around Rmb 5 billion. It is unclear how con- 

. "trol over port facilities will be arranged. The 

first phase of the port's development is al- 
ready nearing completion and local au- 
thorities are unsure how to continue. 

. Hainan officials hope that tourism will 

_ take off. Contracts have been signed with 

. West German and French firms to build an 

nternational airport at the southern tourist 
.. resort of Sanya, about five hours’ drive from 
-Haikou. The highway connecting the two 
cities is being widened, which will halve 

. travelling time. A number of new interna- 

tional hotels are being built in both cities. m 

















FOREIGN AID 


Manila suspicious of planned US$10 billion package 





With string 


By Rigoberto Tiglao in Manila 
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Te Philippine Assistance Programme 





(PAP), tagged the Multilateral Aid Ini- 

tiative (MAI) by the US which has bill- 
ed it as a massive aid plan to provide an ad- 
ditional US$10 billion for the country in the 
next five years, is fast losing support in the 
Philippine Senate, which now feels that it is 
turning out to be a dud, if not a deception. 

A "pledging session" scheduled next 
month in Tokyo, which the Aquino govern- 
ment had announced would launch the pro- 
gramme, has been cancelled. 

The June meeting will simply be an en- 
larged gathering of the Philippines’ Consul- 
tative Group, the grouping of donor coun- 
tries chaired by the World Bank which has 
met annually since the late 1970s to be 
briefed by the bank and the IMF on Manila's 
development programmes. During such 
meetings, group members traditionally an- 
nounce their estimated aid commitments to 
Manila for the following year. 

The cancellation of the pledging session 
has been interpreted by a bloc of formerly 
supportive Philippine senators to mean that 
the PAP will be merely a label for all expected 
official development assistance (ODA) to the 
country. This conflicts with PAP coordinat- 
ing council chairman Roberto Villanueva's 
earlier statements that the PAP will be dis- 
tinct from other ODA (REVIEW, 23 Mar.). 

The new interpretation was confirmed 
by briefings given early this month by Vil- 
lanueva and his staff to members of con- 
gress regarding changes in the plan's 
framework and implementation. 

Ironically, the senator who has now 
come out strongly against the aid program- 
me is pro-US bases John Osmena. Osmena, 
who has publicly supported retention of US 
military facilities here as long as the US pays 
enough for them, had viewed the PAP as the 
US Government's scheme to raise massive 
new foreign aid for the Philippines in ex- 
change for Manila's agreement to retain 
the US military bases after current lease ar- 
rangements expire in 1991. 

“But if the PAP would merely be, as Vil- 
lanueva is now telling us, all ODA lumped 
into one package, it undercuts the logic be- 
hind my support for a pro-bases stance," 
Osmena told the REVIEW. 

As a result of the briefings on the PAP, 
Senator Vicente Paterno, who has in the 
past several months been campaigning in 
support of the PAP, remarked: "The senate 
had been made to believe all along that the 
PAP would be separate and distinct from all 
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other ODA to the country and that we cou 
channel the proceeds towards equity goals," 
he told the REVIEW. i 
"Thats all changed now, with Vil- 
lanueva explaining to us that the changes 
are due to the Japanese Government's posi- 
tion that it cannot propose to its parliament a 
separate foreign aid plan for the country,” 
Paterno said. | e 
Further controversy over the PAP has 
been raised by a draft programme paper en- 
titled “The Philippine Agenda for Sustaine 
Growth and Development” given to the s 
nate on 3 May. The paper dealt at leng 
with economic and administrative reforn 
the government would be implementing, 
raising suspicion that the PAP would involve 
conditionality, similar to IMF loans. p 
Three reform proposals in particular — 
the deregulation of school tuition fees, the ^ 
revision of road-user taxes, and theliftingof 
subsidies for domesticcoal — raisedthesenà- _ 
tors’ ire, though Villanueva later said that. 
the coordinating council had decided ^tode- — 
lete altogether these contentious issues.” = 


draft report by the technical staff of — 
A the US House of Representatives sub- _ 
committee on Asian and Pacific Af- — 
fairs confirms the plan to impose conditions 
on PAP funds. According to the draft report, | 
"rather than being a blank check, the MAlis — 
designed to give the donor community en- 
hanced leverage to ensure that the Philip- 
pine Government enacts necessary eco- —— 
nomic and administrative reform.” Pu 
To ensure this, the report proposed an 
amendment to the foreign aid bill (which — 
would appropriate Washington's US$200 
million contribution to the MAI) that would 
stipulate that "the provision of assistance... o 
shall be linked to progress by the Govern- 
ment of the Philippines in the implementa- 
tion of its economic, structural, judicial, and. 
administrative reform programme." = 
The draft report was quite explicit in ex 
plaining the rationale for the MAI: "If success- 
fully implemented, the MAI will be an out 
standing example of effective burden-shar 
ing with our allies. We will have leveraged : 
relatively small US contribution of US$20 
million into US$2 billion worth of multilat 
eral assistance . . . Furthermore, though: 
MAI is not directly linked to the forthcon 
bases renegotiation that is expected to 
later this year, the successful implem 
tion of the plan would certainly be extrem 
helpful in terms of creating a favourab 
dimate in the Philippines for a renewal o 
the bases agreement." 1 



































AVIATION 


-. Doubts surround Thai — prwatisation "- 


Future up in the air 


S By! Michael Westlake in Bangkok 
$ ome form of partial privatisation is in 
y the air for Thai Airways International. 
g While exact details are not known, a 
flotation of 30% of the government-owned 
-airline is expected. 
However, while various government 
, agencies are encouraging the privatisation of 
.. Thai and other state enterprises, ostensibly 
- to avoid expansion plans breaching the gov- 
ernment's US$1.2 billion annual cap on na- 
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_ tional borrowings, others — including some 


<. of Thai's management — are not so keen. 

And while the Ministry of Finance (MOF) 
says it wants a share flotation within three 
months, others believe privatisation will 
take up to three years. 

So far the Thai cabinet has only au- 
thorised a study group comprising the 
. ministries of finance, transport and com- 
munications and airline officials to consider 
three items: a share issue, an alternative 
plan for raising finance for Thai's expansion, 
and hiring a consultant to examine the bene- 


.. fits of privatising the airline. 


But immediately after the cabinet deci- 
-sion of 18 April, which coincided with its re- 
‘jection of part of Thai's aircraft-purchasing 


_ plans, intense lobbying started. Thai's presi- 


< dent, Air Chief Marshal Veera Kitchathorn, 
<- who took over the top job in October last 
.. year after being deputy commander of the 
. Royal Thai Air Force, announced that va- 
_ rious methods of listing the airline should be 
^: considered. 
^ These included forming and listing a 
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holding company or an aircraft leasing com- 
pany which would earn revenue by renting 
aircraft to the airline. Previously he had said 
he was against a listing because Thai, as a 
limited company with an excellent record, 

could obtain its own financing without gov- 
ernment guarantees and should not be 
bound by the state-enterprise borrowing re- 
striction. 

Others, who declined to be named, said 
listing only 30% of Thai would not be 
enough, and suggested that floating 51% — 
with the government or Thai institutions re- 
taining “golden shares” to ensure majority 
local ownership and control — was a better 
idea because it would prevent government 
interference. 

While the study group deliberates, the 
airline continues to prosper with a number 
of distinct advantages helping it along. 
These include Bangkok’s attractiveness as a 
tourist destination, bolstered by the 1987 
Visit Thailand campaign, its excellent posi- 
tion as an airline hub and Thai's reputation 
for outstanding service. 

After-tax profit for the year to 30 Sep- 
tember 1988 was Baht 4.19 billion (US$166.2 
million), just over three times the 1986-87 
figure, and capacity and revenue tonne km 
were both up by more than 22%. Passenger 
load factor rose by 1.2 percentage points to 
70.776. It was the 24th consecutive year of 
profits since it was founded as a joint ven- 
ture between largely domestic operator Thai 
Airways Co. (TAC) and Scandinavian Airline 
System (SAS) in 1959, 


— are difficult however, because Baht 1.26 bil- 





lion from the sale of two McDonnell DC10s.- 
was included in Thai's pre-tax profit of Baht 
6.52 billion, and the airline took over TAC in 
April 1988 following government concern 
after two TAC crashes in recent years. 

Combining TAC with its former sub- 
sidiary — Sas sold its last 15% to the govern- 
ment in 1977, and the MOF now holds more 
than 94% of the shares — has brought both 
benefits and problems. The benefits are 
flight crew training to Thai's international 
standards, coordinated fares, schedules and 
aircraft utilisation, plus through-ticketing to 
domestic destinations instead of having to 
reconfirm domestic seats on arrival at 
Bangkok. 

The problems include absorption of TAC 
staff used to a corporate culture closer to that 
of the air force rather than a commercial 
company, a wide assortment of aircraft 
types requiring different maintenance pro- 
cedures, and a huge amount of work t 
prove domestic services which fora: > 
disrupted international schedules. 

Exacerbating these problems late last 
year came a management reshuffle in which 
Veera sidelined five senior managers who 
had been the architects of Thai’s hugely suc- 
cessful expansion, and in which others with 
close air force connections came to the fore. 


Iso, demand surged so much that 
Thai's fleet was unable to cope, with 
utilisation overtaking scheduled 
overhaul periods and desperately needed 
aircraft having to be taken out of service for 
maintenance as a result. Staff morale 
plunged, and still has not recovered, though 
adjustments to schedules and redeploy- 
ment of aircraft have put schedules back on 
track. 
Executive vice-president Chatrachai 
Bunya-Ananta told the REVIEW that most of 
the scheduling problems during the winter 
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Direct comparisons with previous years months came from problems which « 


tic interference was kept to a minimum and. the airne team y was- : : 
able to get on with the job of building up the airline. It was also — 


able to win a battle with the Communications Ministry over air- 
craft purchases in June last year, choosing mea MDI over the 
ministry's preferred Ai Airbus Industrie A3 

But winning the battle may have lost the war rie the airline 
team, perhaps in part because it became too prominent. aoe 
after the government changed in August last ' ear, Ai : 
Marshal Veera Kitchathorn took over as preside 
in a ilo years had k a rge ely been a 
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` not have been foreseen. Among them were 
. air traffic control delays in Europe producing 
. latearrivals in Bangkok, with each delay tak- 
. ing about a week to work its way out of the 
carrier s system. 
-. ^: Then, too, came further delays from fog 
-cin New Delhi, Thai's mid-point on many 
` -routes to Europe. Also, complying with a 
. wave of new airworthiness requirements — 
promulgated by the US Federal Aviation 
Administration after a rash of safety-related 
incidents with US airlines — put an unex- 
pected load on Thai's technical staff. 

The delays became a major issue in Thai- 
land, with the airline taking a drubbing in 
the media. Chatrachai said the matter be- 
came visible principally because surging de- 
mand had led to a lack of spare aircraft and 
to high load factors making it impossible to 
shift passengers on to other flights if an air- 
craft became unserviceable. Now, he said, 
two extra A300s have been leased and one 

S-Pacific 747 service dropped to provide 
cup aircraft. 

Maintenance facilities are to be upgraded 
so that Thai will not have to send aircraft 
overseas for overhaul. On 26 April the 
cabinet approved Thais plan to invest 
Baht 1.25 million in expanding its engineer- 
ing facilities. It also opened up the possibi- 
lity of Thai setting up its technical depart- 
ment as a separate company, in which the 
airline would hold no more than 49%, as a 
way of avoiding state-enterprise salary 
limits. 

This would enable top-grade engineers 
to be retained, thus avoiding last winter's 

-situation in which too few staff were being 
asked to put in too much overtime to cope 
with the surge in work. 

New routes being discussed include 
Bangkok to Los Angeles via Seoul. Access to 
the US is a sore point with Thai. Although 
the US-Thai air service agreement allows 
unlimited services to both sides, with Thai 

nitted five points in the US, the US has 


. The cabinet's wish to have Abacus based in Bangkok cut 
-~ noice with the other founder members, and leaves Thai examin- 
|.» ing the prospects of joining a European-based system, probably 
DR s asa pupsenben or of being isolated in terms of international mar- 














Vhile Thai executives expressed confidence that an accept- 
‘solution will be found, observers pointed to the fact that, 
ubscriber to a system, Thai would have to pay about 
^5 per booking transaction instead of earning revenue as a 
part-owner. They also feared that the cabinet's advisers 
we hund ld be id. to lose face by admitting to having made a 


put a limit of five Thai flights a week through 
Tokyo to Seattle. 

The US argues that the limit is because of 
overcrowding causing US airlines problems 
at Tokyo's Narita airport, but Thai argues 
that access to routes via Tokyo is the Japan- 
ese Government's business. US-Thai talks 
are due to be held in June. Yields on Pacific 
routes are low, with the most lucrative being 
via Tokyo — though with the easing of 
South Korean travel restrictions, Seoul looks 
to be a promising alternative. 

Services to North America may be ex- 
panded to New York via Toronto or Seattle 
in 1992-93, and Bangkok-New York via 


Thai Airways’ 


Tokyo is also a possibility. But because of 
low yields Thai feels that the Boeing 747 is 
too large for the route, and will wait until its 
McDonnell Douglas MD11s arrive next year 
and in 1991. 

For further expansion in Europe, Thai is 
looking at Helsinki and Munich for next 
year. Closer to home, Thai wants to use Boe- 
ing 737-400s — seven are to be delivered 
from 1990-92 — between Phuket and 
Medan and between Haatyai and Kota 
Kinabalu. Other possibilities are services 
linking Chiang Mai with Kunming, Ran- 
goon and Hongkong — the latter via a direct 
route over southern China. 


managed growth. 
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such as the flight kitchen, could also be hived off from the airline. 

Thai made a profit of Baht 1.25 billion from these and othe 
non-airline activities in 1987-88. Chatrachai was philosophical 
about AAT's incursions, saying such revenue was less important. 
than maintaining control ofthe ay of services mom 


near term. But as one industry source d E ny fo o 
could make money this year. I hope the airline business i 
pne five ys from now.” 


Marketing vice-president Nares H 
tanakul told the REVIEW that four of T 
present 14 A300 B4s are to be converted 
high-density, all-economy seating f 
domestic trunk routes, on which passe 
load factor is now 68.8%. On routes- 
northern Asia, load factor is 81%, in sout 
em Asia 74.6%, to Australia 75.2%, to 
Europe 69.8% and to the US 60%. 2 

Fleet expansion is proceeding, with 
six 747-200s, two 747-300s and three DC10s 
to be joined by three 747-400s and four 
MD11s during the next two years for inter- 
continental routes. For regional and domes- . 
tic routes, the present A300 B4s, two AS ; 








and seven A300-600s will be joined by a 
A300-600 in June and three more in 1991-92, 
plus the 737-400s. 

Three 737-200s will be sold, as will four 
Shorts 330 and two Shorts 360 turboprops. 
In their place on short-haul domestic flights. 
Thai will use two Franco-Italian ATR42s and 
two ATR72s. Recent additions to the domes- 
tic fleet are two leased British Aerospace: | 
BAe146 jets. 

Specific marketing plans are still being | 
redrafted following the cabinet's rejection of 
plans for three further A300-600s and the 
possible sale of four A300 B4s, the oldest of | 
which has been in service 11 years. " 


the airline is to continue its so far highly successful T Sot 


Problems have also emerged from another, closely linked di. Ix: 
rection — the Airports Authority of Thailand (AAT), also cha | 
by Voronat, which needs revenue streams to augment its bud 
for running Thailand's major airports. Duty-free sale 
neue airport have been removed from Thai iandh 1 
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Facing a fuzzy future 


ost Japanese tend to avoid hard 
and fast logic, preferring to keep 
things vague. Perhaps that is 
why they are enthusiastically 
adopting a significantly different approach 
to computing known as fuzzy logic. 

They are, in fact, embracing fuzzy logic 
with more enthusiasm than anyone else. 
With US interest in fuzzy logic more or less 
confined to a Nasa feasibility study, the Ja- 
panese are already using fuzzy-based sys- 
tems to run subways, crack ethylene and 
trade stocks. 

Even bigger applications beckon. A re- 
search consortium — the Laboratory of In- 
ternational Fuzzy Engineering (LIFE) — 
launched last month in Yokohama with 
around US$36 million of Japanese Govern- 
ment money will seek to develop fuzzy sys- 
tems for everything from cars to air con- 
ditioners. 
| The binary logic of conventional compu- 

ters divides things into two crisply defined 
categories: on or off, one or zero, black or 
white. But the real world is anything but 
black and white; it is full of ambiguity and 
shades of grey. Fuzzy logic attempts to 
handle such pervasive imprecision, to fill in 
the gap between “yes” and “no” with a 
range of “maybes.” 

The theory was conceived more than 
20 years ago by Lofti Zadeh, a professor of 
computer science at the University of 
California, Berkeley. Zadeh’s original aim 
was “to model the logic underlying approxi- 
mate, rather than exact, modes of reason- 
| ing.” Much to his surprise, however, the 
most important application of fuzzy logic 
today is the control of industrial processes. 

The first firm to apply Zadeh's ideas was 
F. L. Smidth, a Copenhagen-based maker of 
cement kilns. As in many subsequent appli- 
cations, Smidth’s idea was to replace a skill- 
ed operator with a microprocessor-based 
controller. In the development of expert sys- 
_ tem software to control the microprocessor 
(REVIEW, 22 Dec. ’88), fuzzy logic offered a 
way of encoding vague concepts of kiln op- 
erations distilled from years of human ex- 
perience. 

Process control is the key to improving 
manufacturing, and the Japanese were 
quick to pick up on the Danish firm’s discov- 
ery. In particular, Omron, a Kyoto-based 
maker of industrial controllers, has been one 
of Japan’s two major champions of cor- 
porate fuzzy logic. Last year, Omron began 
marketing a fuzzy controller for industrial 
robots. 

The other big fuzzy fan is Hitachi. It has 
adapted Zadeh's logic to control trains on 





13.5 km of track between the 16 stations of a 
recently opened subway in Sendai, a north- 
ern Japanese city. Based on the judgement 
of the veteran train drivers it was designed 
to replace, this system is said to ensure a 
more comfortable ride for passengers. 
Hitachi claims that acceleration and braking 
are smoother than with conventional au- 
tomatic controllers. 

The secret of this smoothness is fuzzy 
logic’s ability to handle a continuous range 
of logical values. By contrast, “hard-edged” 
digital logic typically relies on preset 
maximum and minimum values, an all-or- 
nothing approach that translates into sud- 
den surges of power as the system oscillates 
between the two extremes. 

It is not difficult to imagine how this prin- 
ciple could be extended to cover the opera- 
tion of other vehicles, for example, in cruise 
controllers for cars. Nissan has already pub- 





Toyota’s pioneer on-board computer. 


lished technical papers on fuzzy systems, 
and arch-rival Toyota is a charter member of 
the new research consortium. 

Fuzzy controllers are likely also to be 
used to eliminate the annoying tendency 
of electronically controlled heaters to al- 
ternately roast you, then wait until you are 
cold before switching back on. Indeed, 
Masaki Togai of Togai InfraLogic, a Califor- 
nia-based firm, believes that consumer and 
office equipment have the most potential for 
the use of fuzzy logic. Once one Japanese 
maker of such equipment goes for fuzzy, its 
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competitors will surely follow, he reckons. 

If Togai is right, then he surely will be 
one of the beneficiaries. While at Bell Labo- 
ratories in 1985, he and fellow researcher 
Hiroyuki Watanabe designed the first-ever 
fuzzy logic chip. So far, fuzzy applications 
have been implemented as software run- 
ning on conventional hardware, but in the 
future, custom-designed fuzzy chips will 
clearly lead for reasons of speed and effi- 
ciency. 

Last August, after a stint at Rockwell In- 
ternational, Togai left to form his own firm, 
taking a team of the US aerospace firm’s en- 
gineers with him and recruiting Zadeh 
tégé Bart Kosko as chief scientist. Som 
his seed capital came from large Japanese 
firms such as Canon, which is reportedly in- 
terested in developing fuzzy versions of its 
autofocus cameras. 

Togai is readying a fuzzy processor chip, 
plus software for optimising programmes 
to run on it, for sample shipment soon. 
Meanwhile, over at Microelectronics Centre 
in North Carolina, Togai’s erstwhile col- 
league Watanabe, now a professor at the 
University of North Carolina, has recently 
announced a fast chip for real-time control 
applications. 

A major problem with existing expert 
systems is that, because they are based on 
conventional logic, they require that every- 
thing in their knowledge bases to be de- 
scribed precisely. The result is that they are 
often too slow to be of much use for control- 
ling fast-changing situations, such as condi- 
tions inside a nuclear reactor. Togai predicts 
that in the near future 10% of all expert 
tems will include a fuzzy componen. .. 
speed them up. 

In Japan, the centre of fuzzy research 
has been the University of Kumamoto, 
where Prof. Takeshi Yamakawa has been 
working with Omron to build an entirely 
fuzzy computer. Yamakawa sees his 
machine as being well suited to the high- 
speed handling of linguistic data for such 
tasks as the recognition of voice and hand- 
written text. But he also foresees more mun- 
dane uses, such as washing machines that 
will use fuzzy logic to adjust the amount of 
suds they use. 

Widespread application is the aim of the 
40-plus corporate members of the LIFE con- 
sortium. Most of its funding comes from the 
Japan Key Technology Centre, which was 
set up by the Ministry of International Trade 
and Industry with proceeds from the sale of 
stock in Nippon Telegraph and Telephone 
to sponsor promising research. 

E Bob Johnstone 
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Like the nation we represent, Kuwait Airways 


has expanded, progressed and prospered 
within a remarkably short period of time. 


Today we have developed into one of the 
major international carriers, enabling more § 
people, on more flights, to experience the 
tradition of gracious hospitality that is 
inherent in our culture. 


We think you will agree. 
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The Challenae and the Change 








As specialists in communications systems, 
Alcatel is quite simply the leading force across the 
broad spectrum of Public Network Systems, Trans- 
mission, Business Systems, Cables and Network 


Engineering and Installation. 
Because Alcatel covers such a wide range of 
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complementary technologies, we can guarantee 
full support, whatever your communications systems 
requirements. 

Our unique expertise in Public Switching 
Systems, Private Communications Systems and 
Transmission Networks made Alcatel the obvious 
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to meet the most demanding challenge anywhere 


on or above this planet. 


Alcatel n.v., World Trade Centre, 
Strawinskylaan 341, NL 1077 XX Amsterdam, The Netherlands. 





The Premier Club floor with its private lounge and 
boardroom is one of those important differences 
that distinguish us from other hotels in Hong Kong. 


IN HONG KONG, 
THIS ELEGANT HAVEN 
FOR EXECUTIVES 
IS PART OF OUR 
DIFFERENCE. 















PARK LANE RADISSON 


HONG KONG 







310 Gloucester Road, Causeway Bay, Hong Kong 
Telephone: 5-8903355 Telex: 75343 PLH HX Fax: 5-767853 







Australia toll free: 008-252-553 
Call your travel agent or the hotel direct. 













“Look after this 
planet, it’s the only 
one we have” 


A personal message 
from HRH The Duke of Edinburgh, 
WWE International President. 








Acid rain. The pollution of 
soils, lakes and rivers. The 
imminent extinction of species. 
The destruction of tropical forests. 
All these have been headline news 
for many years. 

But they’re only the tip ofan 
iceberg. Put them all together and 
add in the stories which never 
make the news, and you begin to 
see the hammering the world is 
taking from its huge and ever- 
growing human population. 

This hammering is cumulative. 
Every new case is added to the 
damage that has already been 
done, so that we are constantly 
accelerating the process of 
destruction. 


Our life-support system 


All life on earth is inter- 
connected, dependent upon the 
physical processes taking place in 
the atmosphere and the oceans. 

This natural system is our life- 
support system, and if we damage 
any part of it we are putting our 
Own survival at risk. 

The purpose of WWF - the 
World Wide Fund for Nature — and 
all the other nature conservation 
bodies, is to limit any further 
serious damage and to restore the 
balance between man and his 
natural environment. Please take 
an interest in the health of our 
planet, it is the only one we have. 


Write for further information to 


WWF International, CH-1196 
Gland, Switzerland. 








WWE 
World Wide Fund For Natiire 
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Politics takes a back seat 


ncertainty, the textbooks say, 

should put a damper on invest- 

ment. Never before in its 42-year 

history has India faced such seem- 
ing political uncertainty. Yet investment, 
both by major Indian business houses and 
by multinationals, is on an unprecedented 
upswing. 

Superficially, businessmen have every 
reason to worry about the outcome of the 
national election due by January 1990. It 
could result in a weakened majority for 
Prime Minister Rajiv Gandhi's Congress 
party or an unstable opposition coalition led 
' ^ gmer finance minister V. P. Singh. Con- 

;, when in political trouble, has an un- 
nerving penchant for socialist rhetoric. 
Singh, for his part, made his name as an un- 
compromising disciplinarian of scofflaw in- 
dustrialists. 

Of the two, Gandhi looks the more palat- 
able. Indeed, businessmen take a perverse 
sort of comfort in the allegations of corrup- 
tion that Congress now finds so politically 
damaging. At the very least, they show that 
the party is willing to wheel and deal. Singh, 
on the other hand, vows to break the sym- 
biotic nexus between politicians, bureau- 
crats and industry. 

With such prospects in store, it seems 
odd that businessmen are not pumping 
their money into election war chests, Swiss 
bank accounts, and family jewels — in fact, 
anything but industrial projects. 

Yet investment is surging. Not only have 
multinationals pledged a record US$160 mil- 
lion in fiscal 1989 (ending 31 March 1990) but 

some of the stodgiest Indian family 

; have announced large expansion pro- 
grammes in areas such as petrochemicals, 
steel and hotels. 

Part of the investment stampede can be 
attributed to the herd instinct, especially in 
such faddish sectors as petrochemicals. Pub- 
lic as well as private Indian firms are rushing 
into this newly deregulated industry. 

A previous round of liberalisation in such 
areas as polyester, motor cycles and mini- 
steel plants, also lured hapless firms into 
going for growth-for-growth’s sake. The 
shake-outs that followed sent Indian 
bourses into decline for two years until mid- 
1988. 

Not that equity players nowadays seem 
unduly worried about a replay. After scaling 
a peak of 709 in November 1988 and moving 
sideways in a narrow trading range for a 
while, the Bombay Stock Exchange index 
surged to another peak of 788 in April this 
year. Foreigners, too, have been cashing in 
on the upswing. The two country funds of 
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the Unit Trust of India (UTI) are performing 
better on the secondary markets. The India 
Fund, which was selling at a 20% discount 
to net asset value (NAV), has seen its price 
perk up on the London Stock Exchange. The 
discount is now 1075 to a rising NAV. 

The India Growth Fund listed on the 
New York Stock Exchange is also seeing 
good times. After the embarrassment of a 
down-sizing of the fund from its initially 
planned US$100 million to US$60 million, 
active interest by fund managers has 
pushed the share price from US$10 to a 
shade under US$12. 

The Asian Development Bank has com- 
mitted US$40 million to a fund which will in- 
vest in convertible bonds issued by Indian 
companies. Rumours that Indian com- 
panies will be allowed to issue convertibles 
listed on foreign exchanges have triggered 
immense enthusiasm among investment 
bankers and fund managers. Among India's 
own domestic investors, too, the primary 
market has been buoyant, raising a record 
US$4 billion this year. 

Nor do the short-term vagaries of Indian 
business life seem to faze such Fortune 500 
firms as Tektronix, Digital Equipment (DEC) 
and 3M. They are establishing corporate 
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Bombay Stock Exchange: surge. 


beach-heads in India, with a view to the long 
term. 

3M sends new product development 
teams almost weekly, according to its Indian 
partners. DEC is looking at India as a source 
of software, as well as a market for 
hardware. Even companies such as Coca- 
Cola and IBM, which bailed out of the coun- 
try in the 1970s in protest at operating re- 
strictions, are lobbying to return. 

For those that stayed on in India, ex- 
panding existing operations is the order of 
the day. Siemens is building a US$100 mil- 
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lion software export business to service its 
in-house needs worldwide. Procter and 
Gamble, the consumer goods manufac- 
turer, is revving up its Indian operations. 
Smart money, both inside and outside 
India, has come to view the political haze 
over New Delhi as a transient mist, rather 
than a lasting miasma. Investors nowadays 
increasingly favour projects with lengthy 
gestation periods — a clear-cut vote of confi- 
dence in the economy's long-term pros- 


s. 

Demand — both actual and potential — 
has shown unprecedented growth in the 
1980s. The number of people with yearly 
disposable incomes of more than US$2,500 
(comparable to some EC economies) now 
numbers nearly 120 million, according to a 
study by Baring Securities. That is twice the 
population of Britain, and more than twice 
as many affluent Indians as there were a 
decade ago. 

By all accounts, that market is going to 
grow even further. The number of Indians 
living above the poverty line has increased 
from 250 million in 1980 to 450 million today. 
The buying power of this section may be 
growing at a slow pace, but the absolute 
numbers are large enough to attract more in- 
vestment in manufacturing products. 

Deciding what will sell, though, could be 
tricky. A sure indicator, entrepreneurs feel, 
is what Indians living abroad bring back 
with them for their relatives. In the early 
1980s, customs officials quizzed tourists 
about TV sets and video recorders brought 
back as personal baggage. Now the favour- 
ites are cooking ranges, washing machines 
and dryers. Sure enough, Sanyo, Toshiba 
and Whirlpool are already in business lo- 
cally. 
This sort of exposure to materialism can- 
not be easily reversed. The ability of any 
government, whether Congress or opposi- 
tion, to backtrack on market-oriented re- 
forms is limited. 

' The irony is that, through cumulative 
liberalisation in areas ranging from travel 
and import restrictions to industrial licens- 
ing, New Delhi has succeeded in making it- 
self irrelevant to the investment climate. 
Government is no longer on the business- 
man's back, nor even much on his mind. 

It used to be that there was little uncer- 
tainty about the outcome of elections — only 
about the policy course that populist politi- 
cians would adopt once elected. Now it is 
the other way around: the election may be a 
toss-up, but the policy course is clear. Prag- 
matism, growth and market-oriented re- 
forms will prevail. B Ajit Dayal 
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Japanese and South Korean firms lay stege to ‘fortress’ Europe 


Onto the drawbridge 


By Anthony Rowley in London, 
Tokyo and Seoul 


apanese and South Korean indus- 

trialists, far from convinced by assur- 

ances from European leaders that the 

EC will not become a “fortress,” are 
rushing to set up plants in Europe before 
1992 when the EC dismantles its internal 
barriers to become a single integrated mar- 
ket. 

As of last January, 411 Japanese com- 
panies had plants in Western Europe — 
most within the 12 nations of the EC. There 
has been a dramatic acceleration in the rate 
of new projects over the past two years, 
partly because of the higher yen but mainly 
in anticipation of 1992. 

This sudden surge of Japanese invest- 
ment in Europe — in cars, electronics and of- 
fice machinery — has alarmed large sections 
of European industry, especially in politi- 
cally powerful France and Italy. A siege 
mentality afflicts the affected industries. 

Cesare Romiti, managing director of 
Italy’s huge industrial combine Fiat, spoke 
for many European industrialists when he 
told the European Parliament 
in Brussels recently that Europe 
was under “attack” from Japan. 
He warned of an impending 
“economic colonisation of our 
continent,” and called for a 
“common defence and retalia- 
tion policy.” 

A senior executive of 
Philips, the Dutch electronics 
giant, propounded to the 
REVIEW a “domino” theory of 
one European industry after 
another falling to Japanese 
domination unless counter 
measures are adopted. In Brus- 
sels, headquarters of the EC, 
the Roundtable of European In- 
dustrialists acknowledged the 
prevalence of such fears. 

South Korean companies 
are adopting similar strategies to the Japan- 
ese in Europe — something the Japanese are 
all too happy to highlight to deflect criticism 
of themselves. 

The armoury of weapons being used or 
readied to cope with the East Asian invasion 
is formidable. It includes increased use of 
anti-dumping actions against so-called 
“screwdriver” assembly plants in Europe 
and much more rigid interpretation of local- 
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content requirements. Influential voices are 
calling for a common industrial policy in the 
EC to coordinate control of inward invest- 
ment. 

The biggest political battle is brewing 
over grants, subsidies and tax concessions 
offered to inward direct investment in the 
EC. Many European countries, such as Bri- 
tain which is popular with both Japanese 
and South Korean companies, are trying to 
out-bid one another on investment incen- 
tives. 

Up to now, the East Asians have been 
able to exploit the conflict between the needs 
of European countries to reduce chronically 
high unemployment and their desire to limit 
the degree of foreign penetration of their 
economies. Heavy lobbying by Euro-indus- 
tries unable to compete with Japanese qual- 
ity and technology has, however, brought 













Food 
Textiles 
Forestry 
Pulp/paper 









Chemicals 
Britain (92) Pharmaceuticals 
Oil production 
“oa . Rubber 
jd) ) Cois 


partly successful calls for central coordina- 
tion by Brussels of incentives. — 

In Japan and South Korea as well as in 
Europe, East Asian industrialists are anxious 
not to offend European sensitivities, and 
eager to integrate their operations as far as 
possible into local economies and societies. 
But, faced with a barrage of protectionist de- 
vices, the majority of Japanese companies 
are still considering their response. The 
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Ministry of International Trade and Industry 
(Miti) in Tokyo and its counterpart in Seoul 
have joined businessmen in complaining of 
unfair and even illegal discrimination 
against East Asian manufacturers. Officials 
have talked about the need to secure inter- 
national agreement on such things as local- 
content requirements where, they say, 
Europe is writing the rules as it sees fit. 

Many Japanese businessmen feel the 
answer “lies with fostering local sub-con- 
tractor relationships.” There has been : 
limited progress in this direction. A cc 
of dozen Japanese car-part manufacturers 
have established operations in Europe, 
partly linked to Nissan's production in Bri- 
tain and in Spain. Nissan Radiator has estab- 
lished a joint venture with Britain's TI Group 
to produce exhaust mufflers. Likewise Ikeda 
Bussan of Japan is jointly producing car 
seats with Hoover Universal in Europe. 

But the relatively small size of national 
European markets remains a major draw- 
back. This is something which the Japanese 
hope will disappear after 1992 when techni- 
cal and other standards are due to be har- 
monised. For the present, though, indi- 
vidual European markets offer 
nothing like the scale of the US 
market where Japanese manu- 
facturers have been able to jus- 
tify taking their part and com- 
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6 ponent supply networks with 

3 them. 

2 Similarly in electronic 
number of Japanese compé 

73 producing unit components for 

12 colour TV and VTR production 

1 have moved into Europe. 

p These include Matsushita Elec- 
tronic Components, Tabuchi 
Electric (transformers) and 


Alps Electric (tuners). But again 
they face the same problems of 
scale. Both Japanese and South 
Korean manufacturers say they 
can produce sub-assemblies as 
well as things like semiconduc- 
tors and integrated circuits much more 
cheaply in their own countries. 

The scale of Japan's manufacturing pre- 
sence in Europe is often exaggerated. Bri- 
tain's House of Lords, which is conducting 
its own inquiry into Japan's relationship 
with Europe, noted that Japan's manufac- 
turing investment in Europe (to mid-1988) 
was only about 10% of total Japanese over- 
seas investment in manufacturing. (EC 
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sources say it is 1476; other estimates vary.) 

Such perspective is often lacking, reflect- 
ing the nervous and sometimes nearly hy- 
sterical reaction of European manufacturers 
towards their Japanese competitors — re- 
miniscent of European attitudes in the 1960s 
towards US multinational corporations 
when industrialists were obsessed by le 
Americain (the American challenge). 

Miti figures show that up to last Sep- 
tember, Japan's total direct investment over- 
seas amounted to US$162 billion of which 
US$43.5 billion was in manufacturing. Miti 
does not give a geographical breakdown be- 
tween investment in manufacturing and 
services, but total Japanese direct invest- 
ment in Europe of US$25 billion was 
dwarfed by the US$65 billion in North 
America and eclipsed by Asia (US$29 bil- 
lion) and Latin America (US$28 billion), too. 

South Korea’s manufacturing invest- 
ment in Europe, says the Ministry of Trade 

- * "ndustry (Mri) in Seoul, only amounts to 

0 million, spread over 65 projects. But a 

MII official also noted: "We have to be insid- 

ers by 1992 and we have a target of 50 more 

projects in manufacturing and trading for 
Europe by then." 


f the split between Japan's total manu- 

facturing and other investment over- 

seas holds true for Europe, the value of 

manufacturing investment in Europe 
is around US$6.75 billion. The equivalent 
amount in North America is about US$17.6 
billion. (US manufacturing investment in 
the EC at the end of 1987 was some US$65 
billion.) 

Nevertheless, the EC fear is that Japan 
has begun "targeting" Europe for future in- 
vestment, largely as a result of 1992. The 
widely held explanation for Japan switching 
its direct-investment attack to Europe is the 
business prospect of a single market of some 
320 million consumers after 1992, without 
^ current obstacles of national borders, 

d product standards and different fiscal 
levies. 

By setting up plants inside Europe, it is 
argued, Japan can continue to conduct a 
massive onslaught on European consumer 
markets without incurring trade frictions. 
And it will be able to enjoy even bigger 
economies of scale in manufacturing than in 
the US. The Japanese do not deny this, 
openly admitting that a combination of 
trade frictions and anti-dumping actions 
over exports, and the fear of being excluded 
after 1992, has brought them to Europe. 

The so-called "invasion" of Europe is 
also part of a global recycling of Japan's 
financial surpluses. Although Japanese di- 
rect investment in Europe as a whole rose 
by a dramatic 90% during the fiscal year to 
31 March 1988, investment in Asia rose by 
109% for the same period, says the Japan 
External Trade Organisation (Jetro). And, 
according to Miti, the share of the US in 
overall Japanese direct investment rose 


18 MAY 1989 





Frontline firms 


Although most Europeans think of 
the Japanese industrial presence in 
cine of big names like Nissan and 

| , Sony and Hitachi, the "aver- 
age” Japanese f in Europe is a 

. medium-scale enterprise with annual 
sales of less than US$150 million, ac- 

. cording to the Japanese Centre for In- 
dustrial and Technological Coopera- 
tion (CITEC) in Britain. 

. This average firm employs 355 
people, out of which a mere eight are 
Japanese, and its has a capital of only 

. US$11 million. The bigger firms are — 
the car manufacturers — Nissan for 
instance employs over 19,000 people 
in Spain — and electronic/electrical 

- Japanese firms m g rubber and. 
ecl products in Essai tend to 
be relatively labour-intensive, while 
those making chemicals and machin- 
ery or in food processing tend to- 

 wardsthecapitalintensive. — — 

The CITEC survey suggests that 
only around half of the firms are 
wholly owned by Japanese, and these 
are mainly in Northern Europe. Else- 
where, joint ventures with locals pre- 
dominate, producing such things as 
textiles, Lay Mie ns or ceramics. — 
| Or quid Rowley |. 


from 44% to 50% in the first half of the 1988- 
89 fiscal year. 

But the alarm is selective. It is Japan's 
concentration on a number of large invest- 
ments in the politically sensitive European 
vehicle and consumer-electronics industries 
which worries most. (The second-biggest 
area of Japanese investment in Europe after 
electronics and electrical goods is chemi- 
cals, though the European industry is confi- 
dent of its international competitiveness 
and rarely, voices fears of Japanese domina- 
tion.) 

To many in continental Europe, Japan's 
concentration on Britain as a base for EC op- 
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erations has earned the Britain an unwel- 
come reputation of being East Asia’s Trojan 
Horse in Europe. According to Jetro, nearly 
a third of Japan’s total direct investment in 
Europe (5% of its global total) is in Britain. 
The Netherlands is next with 2.3%; West 
Germany and France have only 1.4% and 
0.9% respectively. (Nearly a quarter of 
Japan’s total US$23 billion trade surplus 
with Europe in 1988 was with Britain too, 
though Japan enjoys an even bigger surplus 
with West Germany.) 

The reasons Japan favours Britain are 
part cultural, part political. Initial orientation 
towards the US export and investment mar- 
kets led to a focus on English-language skills 
which translated into a preference for Britain 
within Europe. There is increasing evidence 
now, however, that Japanese executive are 
starting to take seriously the need for profi- 
ciency in other European languages. The 
same goes for their South Korean counter- 
parts. 


iti officials in Tokyo told the 

REVIEW that choice of Britain was 

also influenced by other factors: 

relatively low labour costs; high 
financial incentives at national and regional 
level, and the willingness of the British Gov- 
ernment to champion the goods made by Ja- 
panese plants in Britain as “British” in trade 
disputes within the EC. 

The best example of this has been the 
Bluebird cars made at Nissan's Sunderland 
plant, in northern England. Although Nis- 
san agreed with the British Government 
that, in return for financial incentives, an ini- 
tial local content of 60% would be accept- 
able, the French Government said that un- 
less this was raised to at least 80% any 
British-made Bluebirds sold in France would 
be counted within the overall quota for car 
imports direct from Japan. 

The Nissan controversy even went so far 
as to embroil British Prime Minister Mar- 
garet Thatcher and French President Fran- 
cois Mitterrand — it has now had to be pass- 
ed to the EC commission in Brussels for 
resolution. 

Muriel de Puifferrat-Ugonis, external re- 
lations counsellor for the Brussels-based 
Union of Industrial and Employers’ Confed- 
erations (UNICE) expressed a popular Euro- 
pean view (outside of Britain) when she told 
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London Sunday Times view of the Japanese invasion. 
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the REVIEW: "It is important for Japan to un- 
derstand the situation and diversify their in- 
vestment in Europe and not concentrate on 
the motor industry and electronics. They 
must also integrate more closely into the 
local economy." 

The Japanese are aware of the need to di- 
versify geographically their investment in 
Europe. A London-based Jetro official said 
that Britain was the most favourable in eco- 
nomic terms but perhaps not politically for 
some type of Japanese firms wanting to set 
up in Europe. "There are some strong winds 
from France and Italy," he said. 

But if countries like France and Italy are 
not getting what they regard as their share 
of Japanese investment they only have 
themselves to blame. Apart from Philips 
and Fiat, it is the likes of France's aluminium 
giant Pechiney and carmakers Citroen and 
Renault which have carried the banner of 
anti-Japanese protectionism in Europe. 

While organisations such as the Confed- 


eration of British Industry and its West Ger- 
man counterpart, the Bundesverband der 
Deutschen Industrie, have called for a liberal 
approach towards outside access to the 
post-1992 single market, France's voice of in- 
dustry, le Patronat, has favoured a more for- 
tress-like approach. 

The French Government has circulated a 
memorandum on industrial policy calling 
for temporary external protection for "infant 
industries" in Europe. It also advocated EC- 
wide criteria for inward direct investment 
and suggested that such investment be en- 
couraged only if it makes a net contribution 
to employment in the community or intro- 
duces new technology. (EC sources indi- 
cated that a community-wide industrial po- 
licy making such controls possible was un- 
likely to appear in the life of the present EC 
Commission, which runs for another three 
years.) 

The word "net" is important. UNICE offi- 
cials argue that by subsidising Japanese- 
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Europeans hide behind unofficial local-content rules 


A little local difficulty 


hen asked what is the most dif- 
W ficult problem they confront in 

Europe, Japanese industrialists 
point not to anything broadly cultural, such 
as differences of language or custom, but to 
something narrowly technical called local- 
content rules. 

These are, in a sense, the EC’s secret 
weapon against Japanese (and increasingly 
South Korean) industry — secret because 
the EC Commission denies the existence of 
local-content rules as such on the commun- 
ity's statute books. 

“There is no such thing as a local-content 
rule in Europe," an EC legal official flatly 
told the REVIEW. "It would not be in 
conformity with the Gatt." Remarkably for 
something with no official existence, these 
measures have taken on major significance 
for Euro-Japanese business relations. 

By calling local-content rules by another 
name — listing them under five different 
headings to be precise — the EC manages to 
avoid offending Gatt. Yet it still achieves the 
objective of ensuring that Japanese industry 
does not simply assemble Japanese pro- 
ducts in Europe under the guise of local 
manufacture, in "screwdriver" plants. 

Nowadays, local-content requirements 
have become closely entwined with another 
contentious issue for East Asian indus- 
trialists in Europe, namely anti-dumping 
measures against imported components. 

It is no surprise that phrases such as 
usines tournevises (screwdriver plant) and le 
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dumping have entered the official French lan- 
guage, because the French in particular are 
very fond of browbeating the Japanese over 
such practices. 

The most high-profile controversy over 
local-content requirements has been in the 
motor industry where the French Govern- 
ment's row with the British Government/ 
Nissan has become something of a cause 
célébre. But the rules also pose major prob- 
lems for East Asian manufacturers of elec- 
tronics, electrical goods and machine mak- 
ers. Moreover, their scope is widening. 

Parroting arguments first used by Third 
World economists a decade or more ago 
against US multinationals, Brussels-based 
Eurocrats claim that local-content require- 
ments create jobs and assist in the transfer of 
technology. 





Nissan factory in northern England. 
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created jobs, northern European govern- 
ments are destroying jobs in the poorer 
southern EC countries. Japan, though, can 
point to some 20,000 jobs created in Spain 
(Nissan Motor and Nisshin Steel), even if 
manufacturing investment in Portugal and 
Greece has so far been modest. 

But the Japanese are harder pressed to 
defend their concentration on particular in- 
dustry sectors than to justify their channel- 
ling of investment to Britain. Although 
Japan has invested in various industries in 
Europe, most flows into electronics and elec- 
trical equipment and, in terms of the size 
and value of projects, vehicles. 

This reflects Japan's assessment that 
these sectors hold the greatest opportunities 
for mass consumer markets in Europe. 
Much the same can be said of the South Ko- 
rean manufacturing drive in Europe, 
though the South Koreans so far have 
targeted consumer electronics and are yet to 
assemble vehicles in Europe. = 


In Europe’s case, this somewhat dubious 
reasoning is rendered all the more suspect 
by the fact that the price for getting Japanese 
and other East Asian investors to agree to 
local-content requirements is the payment 
of hefty investment subsidies. 

EC rules do allow for “negotiated local- 
content.” The British Government used this 
dispensation when agreeing to finance 
roughly 25% of Nissan’s investment in 
British motor manufacturing. The EC Com- 
mission argues that it is perfectly reasonable 
to negotiate local-content as a quid-pro-quo 
for subsidies — and favours driving a hard 
bargain with Japan and others on this score. 
“Japan needs Europe just as much as 
Europe needs Japan,” a spokesman in Brus- 
sels told the REVIEW. “Japan has its surpluses 
to recycle and Europe should adopt a Swiss 
image — negative interest, or ‘you have to 
pay to be here’.” 

Commission sources also admit, t 
ever, that negotiated local-content is a "grey 
area" of international commerce and that, 
according to “Gatt purists,” it is illegal to 
negotiate a subsidy against a local-content 
rule or a requirement of local employment. 
They note too that the issue is under discus- 
sion in Gatt's Uruguay Round. 

In Tokyo, an official of the Ministry of 
Trade and Industry (Miti) argued to the 
REVIEW that "economic activity has changed 
in nature and has become globalised. Such 
ratios as local-content should not limit com- 
panies' activity. We should fight against 
such protectionism and it should be 
abolished from EC rules." 

The factors cited by Miti which make it 
hard for Japanese manufacturers to meet 
European local-content requirements are, 
"quality, delivery and prices" — on all of 
which European manufacturers fail to meet 
Japanese standards. 

The Japanese tradition of relying on a 
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large number of outside component 
suppliers, compared with a European pre- 
ference for a much more comprehensive in- 
house capability, is also why Japanese com- 
panies complain of being unable to find a 
suitable network of suppliers in Europe. 

Miti says that its industrialists are trying 
hard to meet European local-content de- 
mands but that “European pressure is too 
great. Europeans should try to meet the Ja- 
panese half way and a longer time [be] given 
to the Japanese side," an official said. Dif- 
ficulties in sourcing components for photo- 
copiers in Europe was one example of Ja- 
panese manufacturers needing to import 
from Japan for the time being. 

According to the Japan External Trade 
Organisation (Jetro) in London, Japanese 
firms are making progress over local sourc- 
ing. Roughly half of 411 firms surveyed by 
Jetro recently reported that their local-con- 
tent ratio had risen from an average 47% 
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when production began some years ago to 
nearer 63% by 1988. But a fairly large pro- 
portion of them are not happy with the qual- 
ity, price and delivery of their European 
suppliers, Jetro said. 


tis not only the new entrants among Ja- 

ES and South Korean firms in 

Europe which are being hit with local- 
content requirements. In 1987 the EC ex- 
tended its anti-dumping rules to cover ac- 
tions against components used in local 
manufacture as well products imported into 
the EC. 

This was done to hit at so-called "screw- 
driver" plants and the EC Commission 
acknowledges that both Japanese and 
South Koreans feel they are being unfairly 
discriminated against. The legislation en- 
ables the EC to take action if it finds that 
more than a specified portion of compo- 
nents used in a particular assembly are im- 
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Car manufacturers fight to keep their market 


Flat out and in a spin 


conflicts surrounding the creation of 

the single market in Europe by 1992 
than the motor industry — and no industry 
better illustrates the frictions developing be- 
tween Japan and Europe. 

The problems are large enough for one 
senior diplomatic source connected to the 
EC to suggest that "there may well not be a 
single market for the automobile industry 
even after 1992. The French could veto it on 
the eround of supreme national interest." 

rance is the most likely of the 12 EC 
members to exercise such a veto, for its car 
market is jealously protected in Europe. But 
the highly protectionist Italian industry 
might join France in a veto, and even the 
more liberal West German car manufactur- 
ers are unhappy with Japan. 

Meanwhile, Japanese car makers have 
accelerated their plans to establish or rein- 
force their manufacturing presence in the 
EC, via Britain, prior to 1992. At the end of 
April, Nissan, Japan's second-largest motor 
manufacturer, announced its intention to 
double its British production to 400,000 cars 
a year by the late 1990s. It will also double its 
commercial-vehicle output in Europe over 
the next 10 years. 

This expansion should mean that 
Nissan will be making more cars in Britain 
than Vauxhall, and challenging Ford for 
second place. At present, British maker 
Rover (which cooperates with Japan's 
Honda on design) is the largest producer, 
though Nissan could become the leading 


New symbolises more potently the 
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vehicle exporter in Britain before long. 

The announcement was bound to upset 
France, where the government has moved 
to restrict the import of British-built Nissan 
cars by ruling that they have at least 80% 
local content, rather than the 60% which the 
British Government has agreed to. 

Nissan’s announcement came hard on 
the heels of news that Toyota, Japan’s 
biggest carmaker, had chosen Burnaston in 
England as the site of its first European car 
plant. The US$1.2 billion plant will not reach 
full production of some 200,000 vehicles a 
year until 1995 — three years after start-up. 
Nissan had hoped Toyota would go to 
France or Italy — to “help keep the balance,” 
a Nissan executive in Tokyo told the REVIEW. 

Furthermore, Honda, Japan’s number 
three motor group, has announced that it 
plans to export cars to Europe from its US 


Who supplies Europe's 13m cars 
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Othergos peepee Renault 10% 
Japanese* 10% BMW 3% Mercedes 3% 


*Nissan, Toyota, Mitsubishi, Honda Source: Automotive News 
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ported from the investor's country of origin. 

Here again, the way the rules are 
phrased enables the EC to avoid a direct alle- 
gation of enforcing local-content. The “com- 
ponents regulation” talks not of the percen- 
tage which must be produced locally but 
that which must not be imported from the 
investor's own country. In theory, a Japan- 
ese manfactuer is free to source components 
wherever in the world he wishes, provided 
those from Japan do not rise above a certain 
proportion. 

In practice, however, a Japanese manu- 
facturer knows it will be more political- 
ly acceptable to source the highest possi- 
ble proportion of components in Europe 
rather than, say, in Singapore. An official 
at the European industrialists federation 
UNICE put it quite bluntly: "The anti-dump- 
ing amendment encourages Japanese com- 
panies to use more local-content." 

u Anthony Rowley 


manufacturing plant in Marysville, Ohio. 
Both Honda and Mazda (in which Ford has 
a stake) said they were also considering as- 
sembly operations in Europe. 

According to an executive of the Brus- 
sels-based Roundtable of European Indus- 
trialists, the US Government has assured 
Honda it will support the notion that US- 
made Hondas are "American" cars in any 
possible confrontation with European gov- 
ernments. 

On hearing of Toyota's impending move 
into Europe, European car manufacturers 
descended upon the EC Commission in 
Brussels. They urged the commission to 
scrutinise very carefully any application for 
financial aid from Japanese companies wish- 
ing to establish or expand in Europe. More 
significantly, they argued that Europe needs 
an industrial policy for the car industry that 
will control inward investment. "Such a po- 
licy would give the commission competence 
to say that the market is already saturated 
and that we do not want another Japanese 
plant in Britain or wherever," an EC source 
said. 

As recently as January, the EC declared 
motor vehicles — trucks as well as cars — to 
be a special sector where state aid, which is 
normally automatic for domestic or inward 
foreign investment, will henceforth be dis- 
cretionary. Similar rules already apply to 
European shipbuilding and textiles. The 
idea is to prevent over-capacity. 

EC officials told the delegation that its 
new powers are sufficient to control inward 
investment, and that a fully fledged indus- 
try policy is not needed. But Toyota's dec- 
laration a little later that it sought no state aid 
from Britain undermined the commission's 
claim — since its powers are to control such 
aid and not to veto investment applications. 

The REVIEW learned that the EC did a 
good deal of work last year on producing a 
community strategy for cars — but it never 
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emerged as a policy recommendation. And 
the “liberal” members of the commission are 
believed to be strong enough to prevent 
such a policy emerging during the present 
commission's three-year life. 

France might nevertheless veto any at- 
tempt to abolish current national quotas on 
car imports in 1992, unless thay are replaced 
by community-wide quotas or levies. But 
Martin Bangemann, the West German who 
is commissioner for industrial affairs, in- 
furiated the French in early April by saying 
that no EC-wide quantitative restrictions 
would be permitted after 1992. 

Overall, Japanese makers have 11% of 
the total EC car market, according to the 
Confederation of British Industry. Although 
EC sources say 60% of Japanese car exports 
into Europe are “free” (with the markets of 
West Germany, Denmark, Ireland, Greece, 
the Netherlands, Belgium and Luxembourg 
having no quantitative restraints), Japanese 
exporters are limited by quota to only 3% of 
the market in France, 2% in Italy and 1% in 
Spain. Britain has a less formal industry-to- 
industry agreement whereby the Japanese 
take no more than 11% of the domestic mar- 
ket. 


Nationally based import quotas would 
frustrate the 1992 goal of free internal move- 
ment of goods. But car manufacturers say 
that if they are to prosper, either national 
quotas will have to be retained or Japan will 
have to reach a “gentleman’s agreement” 
with Europe on (Gatt-evading) voluntary 


export restraint. 
Í EC is the Brussels-based Committee 
of Common Market Automobile 
Constructors (CCMAC), where a spokesman 
suggested that the EC market is unlikely to 
be fully open until 1995-96. The CCMAC posi- 
tion is that "Japan should moderate its ex- 
ports to Europe during a transitional period, 
until the Japanese market is completely 
open and until European exports to Japan 
reach a level of half the activity level of Japan 
in Europe." CCMAC says that if this "activity" 
is measured by value, European exports are 
currently one-third of Japan's exports to 
Europe, and only one-quarter in terms of 
market share. 
The CCMAC also supports the idea of a 
minimum 80% local content ratio for Japan- 
ese cars manufactured in Europe. UNICE 


he coordinating industry body in the 
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EC electronic manufacturers battle for survwal 


A spark of life 


Tsunami-like wave of hysteria is 
A pain up in the European elec- 

tronics industry towards both Japan- 
ese and South Korean investment. The ex- 
tinction of Europe’s consumer electronics in- 
dustry and of the related components indus- 
try is forecast, accompanied by a plea for 
major efforts to rebuild the European indus- 
try behind protective walls. 

Whether it is at the basic but high- 
technology end of the electronics business 
— semiconductors and integrated circuits 
(ICs) — or in consumer products such as TV 
sets, video equipment or compact-disc 
players, the European industry feels mor- 
tally threatened by East Asian competition. 

Of the 411 manufacturing plants which 
Japan has in Europe, 120 produce electronic 
equipment of one sort or another — the 


— biggest single category by far — and South 


Korea’s manufacturing presence in Europe, 
though much smaller than Japan’s, is con- 
centrated heavily upon electronics. 

“The US consumer electronics industry 
has been wiped out and the same could hap- 
pen in Europe,” suggested an official of the 
Roundtable of European Industrialists. "If 
you do not have a consumer electronics in- 
dustry, you do not have a components in- 

The president of Dutch electronics group 
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Philips, C. J. van der Klugt, put it even more 
dramatically in a recent address to the Euro- 
pean Parliament. “Europe needs an indi- 
genous electronics industry to be able to 
control its own destiny and to remain politi- 
cally independent,” he declared. 

A few weeks after van der Klugt's com- 
ments, the commission announced its inten- 
tion to launch a US$4 billion research pro- 
gramme to enable European electronics 
companies to "catch up with Japan." 

Unlike cars, which are protected by im- 
port quotas in various member states of the 
EC, electronics imports from Japan and 
South Korea are regulated by various volun- 


Consumer electronics league 
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claims that though the EC had similar prob- 
lems with American car makers in the 1970s 
their local content has now risen to 90%. 

A. Miti official in Tokyo described the 
French Government threat to count Nissan 
imports from Britain against its external 
quota unless they have at least 8076 local 
content as "very unreasonable." An EC 
source in Tokyo also acknowledged that the 
"Nissan affair is doing quite a lot of harm to 
the image of Europe in Japan," and that the 
French rulings like violate Gatt. 

A Nissan executive in Tokyo said: "We 
are watching this affair with great interest. It 
may be a more general indication of what is 
going to happen in.1992." But he was op- 
timistic that a solution could be found by 
September, when Nissan expects to reach 
the maximum exports of 10,000 units a year 
that the French quota allows. 

"Some say local content should be deter- 
mined by components, some by value- 
added and even by weight," the Ni 
spokesman said. The criteria being : 
against Nissan by the French are different 
from those used in anti-dumping actions. “It 
is a real mess and we need rules," says Nis- 
san. u Anthony Rowley 


tary export restraints. But East Asian manu- 
facturers who have circumvented such trade 
restraints by setting up manufacturing 
plants in Europe are being increasingly 
harassed by anti-dumping actions, rules of 
origin and local-content rules, and even by 
demands that they should produce such 
things as ICs by Euro-specified and expen- 
sive technological processes. 

Even then, European producers still feel 
that the safeguards are insufficient and that 
Japan is enjoying a free ride in Europe by 
exploiting consumer markets without open- 
ing its own consumer electronics market to 
European exports. 

With the proposed removal of all bar 
to trade in the EC by 1992, the Japanese anu 
South Koreans (as well as Taiwan and 
Hongkong to a lesser extent) will be getting 
an even better free ride, complain the Euro- 
pean manufacturers. A Philips executive 
put this forcibly to the REVIEW: “1992 should 
be neither a supermarket nor a playground 
for outsiders,” he said. “1992 should serve 
us Europeans.” 

The EC recognises that it is likely to have 


.& a hard time justifying to Gatt such things as 


local-content rules and over-vigorous appli- 
cation of its anti-dumping regulations. It is 
likely to resort increasingly to public aid for 
indigenous electronics firms. 

The US$ billion programme to support 
such Euro-activities as semiconductor re- 
search and production known as Jessi (Joint- 
European Submicron Silicon) announced by 
the EC is a good example. Jessi will be a joint 
venture between existing publicly funded 
research projects in the EC — such as Esprit 
which concentrates on information technol- 
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ogy ar Eureka, the eae body for 
. state-sponsored projects. There are also pro- 
~ ds Sin ur es like Sprint, Star and Tedis to coor- 

. One European electronics industry 
ive told the REVIEW that these pro- 
Yes mirror what is happening in the 
here Pentagon programmes such as 
ech for joint semiconductor research 
being launched to revive the domestic 

ponents and consumer electronics in- 







P "The EC will also use the proposed open- 
ing up of its massive telecommunications 
.. sector by 1992 to tendering from anywhere 
_ within the community as an instrument for 
favouring indigenous Euopean electronics 
firms, unless countries like Japan offer recip- 
focal access for European manufacturers. 
cs. is an area of particular sensitivity in 
Europe. Philips is the only European com- 
pany represented in the world's top 10 Ic 


manufacturers. Six are Japanese and the rest 
are American. 

Europe is trying to remedy this by declar- 
ing that, in order to be considered "Euro- 
pean" for purposes of deciding origin and 
local content, ICs must be made in Europe by 
the diffusion process. (Generally a 40% 
local-content rule applies to East Asian elec- 
tronics products made in Europe.) 


his stipulation, according to an 

executive of Mitsui in Tokyo, means 

that Japanese manufacturers must 

spend at least € 50 billion (US$112.8 million) 

on a diffusion plant because at present only 

NEC uses the diffusion process in Europe. 

Hitachi and others prefer to import semicon- 
ductors from Japan. 

In Seoul an executive of electronics 
group Lucky Goldstar told the REVIEW that 
his company has chosen not to manufacture 
ICs in Europe. "We have to use European 
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South Koreans protest against unfair treatment 





"War from happy as the South Korean in- 
* dustrialists are with their treatment 
- EL bythe EC, they are still rushing to in- 
» vesti in the community because, as an official 
. of the Ministry of Trade and Industry (MTI) 
in Seoul put it, "a fortress Europe after 1992 

is certain." 

Lee Sang Seol, who until recently rep- 
resented the Korea Overseas Trade Associa- 
tion in Brussels, agrees. “After 1992 
everyone will have crammed into Europe 
and if you are last on the bus you will not get 

od seat," he told the REVIEW. The MTI 
»ayo South Korean companies plan to nearly 
double their presence to more than 100 trad- 
ing and manufacturing operations before 
1992. 

South Korean industrialists see setting 
up shop in the EC as the easiest way to 
evade trade barriers and tap a potential con- 
sumer market of 320 million people. 

. Already the 65 South Korean concerns in 
the community have faced a similar barrage 
of anti-dumping actions, local-content rules 
and other devices which have been used 
against Japanese investors too. They feel 
they are being unfairly discriminated 
against. Seoul officials and industrialists are 
fond of claiming that Japanese firms are 
much bigger, more sophisticated and better 
able to deal with European protectionism. 

South Korea, they say, is just learning 
how to become an overseas investor — fol- 
lowing the current-account surpluses since 
1986 and the appreciation of the won — yet 

ds belts hit by European protectionism. “We 








Seoul searching 





are being hampered even before we grow 
up,” said Lee. 

Eight anti-dumping actions were 
brought against South Korean firms in the 
EC last year; another nine are under investi- 
gation, say MTI. Furthermore, more than 
40% of their total exports to Europe are re- 
stricted by anti-dumping measures, volun- 
tary restraint agreements and the like. 

Europe’s response to Seoul’s complaints, 
as voiced by an official of the European in- 
dustrialists federation UNICE, is: “We do not 
wish to see the [South] Koreans repeat the 
Japanese example. We do not want them to 
become economic giants before they open 
up their own market.” 

South Korean officials claim that their Ja- 
panese competitors in Europe are “ganging 
up” with the Europeans against them. “The 
Japanese are trying to hinder us from enter- 
ing Europe,” said one official. 

Faced with these problems, and with 
what one official calls a “growing tide of anti- 
Americanism in [South] Korea,” Seoul's de- 
sire to establish diplomatic ties with East 
European countries looks somewhat like an 
effort to find new friends and economic 
partners. The primary motive may be politi- 
cal — to pressure North Korea through 
forming alliances with its communist 
partners. But Seoul's forging of diplomatic 
ties with Hungary this year appears to rec- 
ognise that nowadays there is an open bor- 
der between Hungary and Austria, which is 
applying for EC membership. 

Manging director of Samsung electronics 







ones — though European-made comi 
nents are more expensive. than those ! 
in South Korea or Japan." Rival South Ko- 















semiconductors in Europe rather than i 
porting them for its assembly operations 
"But from a strategic point of view we mus 
now consider making them in Europe." — 











plant in Europe in order to meet the 4 40% 
local-content requirement for TV sets manu: 
factured in the EC. 

European industry sources say that the 
aim of these local content requirements isto 
force East Asian manufacturers to provide __ 
local employment and technology transfer. __ 
However, some East Asian companies — 
suggest, it is an attempt to force their costs __ 
up, and quality down, to European levels. ^|. 
m Anthony Rowley 


group, Lee Soon Hak told the REVIEW that | 
there is a “big interest in doing business with — 
the East European bloc," though currency. 
convertibility was a problem. However, 
with labour costs rising in South Korea, the. 
attractions of East European production 
could increase rapidly if, as many expect, 
some countries there come closer to West __ 
European markets after 1992. a 
Meanwhile, the South Korean manufac- 
turing presence in Western Europe is con- 
centrated upon consumer electronics — — 
from microwave ovens to colour TV setsand 
VIRs — with Samsung and Lucky Goldstar __ 
heading the pack. a 
South Korean vehicle makers have | 
steered clear of manufacturing in Europe... 
Neither Hyundai, the biggest South Korean 
car maker, nor Daewoo, would discuss their 
plans for 1992. They say these are not fuly . 
formulated, though probably they are anxi- 
ous to avoid publicity and the frictions — 
which Japanese car makers’ plans for pre- 
1992 investment are provoking in Europe... 
Representatives of foreign car makers in. 
Seoul think that Hyundai, which already ex- 
ports many cars to various European coun- `> 
tries, will be the first into Europe. “They can. 
see the chain-link fence going up so they will — 
get in before 1992," said a US motor source. 
Hyundai has a plant in Canada from where 
it serves the US market too. The next logical 
step would be Europe. 
Sunkyong, one of South Korea’s eight 
government-designated general tradin 
companies, is considering investment in 
the European vehide industry. "We have 
begun a feasibility study into making f 
parts with a Eruopean partner,” an ex 
tive said. This is a strategy which both: 3 
Korean and Japanese firms are likel 
adopt more in future, in order to overcome 
problems with obtaining suitable locally 
made components in Europe. | 
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INDONESIA 


Sights set on lower rates 


ith encouraging trade and in- 

vestment figures for 1988 

safely behind them, Indone- 

sian Finance Ministry officials 
in Jakarta are turning their attention to mak- 
ing the investment climate more attractive 
for both local and foreign businesses. 

Their main target is to reduce interest 
rates which are among the highest in Asia. 
High rates are seen as a major impediment 
to future growth. Banks have so far stub- 
bornly refused to comply with the govern- 
ment's wishes to reduce rates but recent 
measures to improve competition in local fi- 
nancial markets are expected to lead to 
lower rates before the end of the year. 

Indonesian banks would appear to have 
some leeway in reducing prime rates — 
around 19-21% — because of two factors: in- 
flation was 7.4% for the year ending April 
(compared with 8.9% a year earlier) and a 
gradual depreciation of the rupiah against 
the US dollar of about 7-8% over 1988-89. 
Private bankers agree that rates ought to go 
down but say that any downward move- 
ment will have to begin with the seven huge 
state banks. 

But state banks — which control three- 
quarters of all banking assets — are struggl- 
ing to compete for funds in Jakarta’s now 
more competitive financial markets and are 
eager to maintain their cozy loan spreads as 
long as possible. 

A frustrated central bank governor Ad- 
rianus Mooy turned up the heat in March 
and April with a series of steps designed to 
accelerate the flow of overseas lending into 
Indonesia while taking pains to encourage a 





more liquid, and hopefully more competi- 
tive, rupiah money market. 

Mooy removed the ceiling on private 
bank offshore borrowing but limited the net 
foreign-exchange position for all banks to 
25% of capital. The aim is to hasten the in- 
flow of cheaper funds from abroad so as to 
force Indonesian state banks to lower de- 
posit rates, thereby reducing the cost of 
funds for the whole sector. 

The new rules on foreign exchange will 
affect foreign banks, which are the main 
conduit for Indonesians wishing to place 
money overseas. Many of them have had to 


Inflation-currency trade off 





—— Inflation* 


= = = Rupiah/US$' (Right scale) 
*Month-on-month change tor 17 major cities 

"The middle rate on the last day of the month 

Source: Bank Indonesia 


convert large sums into rupiah, providing a 
fillip for the small but growing domestic 
money market. 

Bank Indonesia (BN — the central bank) 
is continuing to encourage offshore borrow- 
ing by setting the price of its foreign cur- 
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rency swaps at the difference between the 
London inter-bank offered rate and local de- 
posit — not lending — rates, thereby ensur- 
ing that foreign borrowing is cheaper than 
borrowing locally. At the same time, 
possibly to promote a private forward- 
exchange market, BN limited access by for- 
eign and joint-venture banks to its swap 
facilities. 

Indonesia's capital markets, though still 
not nearly developed enough to be a viable 
source of funds for most companies, are be- 
ginning to respond to the government's de- 
regulatory efforts. A privately run over-the- 
counter (OTC) market floated its first iss l 
February and has added three more sir —— 

Indonesia's exports have remained 
strong at around US$1.5 billion a month but 
a steady rise in imports has led to a dwindl- 
ing trade surplus. Government officials re- 
ported a US$361.9 million trade surplus in 
February, down slightly from January's 
surplus of US$402.9 million and only about 
half the US$675.7 million surplus in Feb- 
ruary 1988. 

Revised money supply figures by BN 
show an increase in 1988 of 14%, well above 
the 8% first reported. Along with the just re- 
leased inflation figures for April which show 
a rise of 1.5776, the highest monthly increase 
in 17 months, the alarm bells have sounded* 
in the banking community. Bankers are 
worried that a return to the days of double- 
digit inflation will undermine support for 
the rupiah and make doubly difficult the 
government's task of bringing down in- 
terest rates within a freely convertible for- 
eign-exchange regime. m Adam Sch 
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Although our captains are all “million-milers”, they still insist on continuous training with the world s 

yst advanced flight simulators. Inside, every conceivable flying condition is precisely recreated to 
be studied, practiced and mastered. It’s part of our relentless determination to be the best. And one 
reason why we're known around the world as the airline with the dedication that could only be Korean. 


HIGH TECHNOLOGY : KOREAN COMMITMENT. 





THE SPIRIT OF KOREA IS IN THE AIR 


With one s 
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See Minolta copiers at: 


Australia Océ-Australia Ltd. P.O. Box 196, 89 Tulip St., Cheltenham, Melb. 3192 Phone: 09-5844101 

New Zealand Viko Holdings Ltd. 33 Broadway, Newmarket, P.O. Box 220, Auckland | Phone: 03-505-449 

Hong Kong Minolta Hong Kong Ltd. Room 208, 2/F, Eastern Centre, 1065 King's Road, Quarry Bay Phone: 5-658181 

Singapore ^ Minolta Singapore (PTE) Ltd. 10, Teban Gardens Crescent, Singapore 2260 Phone: 563-5533 

Thailand Bangkok Business Equipment Automation Co., Ltd. 199/82-84 Vipawadee Rangsit Road, (At Suthisarn Fly-Over), Bangkok 10400 Phone: 271-0213 (5 lines) 


you in the dark. 


you a color in hetween. 


The new Minolta EP4300 with 30-cpm speed makes two- 
color copying faster and easier than ever. Its Simul-Color I 
function lets you create a two-color copy with as many as 
three sections in one quick scan. 

In fact, with Simul-Color II you can copy in black, copy in 
color or even erase with a single scan. Just slide the two 
Simul Levers to divide your copy's image into sections, 
select a copy/color/erase pattern and press the Print Key. 
Perfect copies in black plus a color choice of red, blue, sepia 
or green are that simple and fast. 

What's more, this copier remains surprisingly compact 





even when fully equipped. With productive functions like 
Quadruple Zooming Power, Automatic Duplexing, Page-By- 
Page Copying, Image Shift and Frame Erase. 

So contact your Minolta distributor about the new EP4300 
with Simul-Color II. 


Minolta. The simplicity of intelligence. 
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MINOLTA CAMERA CO., LTD. Reprographic Product Operations 3-13, 2-Chome, Azuchi-Machi, Chuo-Ku, Osaka 541, Japan 


Taiwan Santa Office Machines Corp. 10th FI., No. 120, Sec. 2, Chien-Kuo North Road, Taipei 10433 Phone: (02) 505-0013 
Philippines Topros Inc. Topros Bldg., Banawe Cor. Atok Sts. Quezon City, Metro Manila Phone: 732-14-21, 71-4 H3, 711-415, 711-41-83, 71-41-85, 711-41-87, 71-41-89 
India Methodex Infres Ltd. B-1/F-] Mohan Cooperative Industrial Estate, Mathura Road, New Delhi 110 044 Phone: 636043 


Pakistan Allied Equipment Ltd. First Floor, Nelson Chambers, 11. Chundrigar Road, G P.O. Box 680, Karachi Phone: 219338, 210146 
Bangladesh Brothers International Ltd. National Scouts Bhaban, Inner Circular Road, Kakrail Dhaka, G.P.O. Box 767 Phone: 400042, 404929 














The Commerzbank reporton German business and finance 


The Far East: tapping 
the world's most dynamic market 


Although the Old World is 
currently experiencing an 
economic renaissance, thanks 
to the impetus created by the 
approach of the Single Euro- 
pean Market, the Far East 
still has the greatest growth 
potential of any region in the 
world. Consequently, recent 
calls for some type of form- 


| al cooperation among its 


nations, in order to provide a 


| counterbalance to Western 


. Europe and North America, 
have underscored the need 
for its trading partners 
throughout the world to dev- 
elop a Pacific strategy. 

Compared with their 
foreign rivals—especially US 
companies—West German 
firms have so far not been 
particularly active in East and 

Southeast Asia. However, 
they will now surely begin to 
expand their presence in the 
region, not least because 
doing so will give them a bet- 
ter start in a future Asian 
“common market”. Last year, 
West Germany’s merchan- 


>] dise trade with East Asia 


accounted for only 9% of its 
overall trade volume. And 
although the figure rises to 


almost 20% if trade with other. 


EC countries is not von- 
sidered, these figures are 
modest when compared with 
the trade between East Asia 
and North America, which 
adds up to over 3096 of the 
latter's merchandise trade. 
If the potential of the 
dynamic Asian markets is to 
be tapped, each of the coun- 
tries in this heterogeneous 
group must be carefully 
analysed. After all, the region 
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includes not only Japan and 
the four newly industrialised 
countries (NIC’s) of South 
Korea, Taiwan, Singapore 
and Hong Kong, but also the 
People’s Republic of China 
and the members of the 
ASEAN group. 

While imports predomi- 
nate in West Germany’s mer- 
chandise trade with East Asia 
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advantageous to serve key 


markets like West Germany 


from a local base. 

Improved access to the 
region’s sizeable national mar- 
kets is not the only benefit to be 
gained by West German firms 
through direct investment in 
East and Southeast Asia. By 
the 1990s, the volume of 
trade within the region could 


West German merchandise trade with East Asia, 1988 





PR China 


Japan 





ij German exports 
[German imports 


4 NIC's ASEAN 
(excl. Singapore) 


4 NIC's: Hong Kong, Singapore, South Korea, Taiwan 
ASEAN: Brunei, Indonesia, Malaysia, Philippines, Singapore, Thailand 


in general, and with Japan in 
particular, the imbalance is 
even greater with respect to 
direct investment. West Ger- 
many's non-financial fixed in- 
vestments in Japan are equiv- 
alent to only about a quar- 
ter of what Japan has invested 
in the Federal Republic. 
Although a number of suc- 
cessful new German ventures 
have been reported recently 
in Japan, the gap will prob- 
ably continue to widen, given 
that country's drive to expand 
its presence in West Germany 
and in other EC countries. 
Moreover, the four NIC's 
have also learned that it is 
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exceed that of its external 
trade with the United States. 
Thus German companies with 
manufacturing operations there 
might be able to develop 
export markets in the region, 
and—given such comparative 
advantages as low wages— 
they might even find that 
export production for other 


global markets is an attractive 


prospect as well. 

German firms have solid 
incentives to focus more on 
East Asia. The region’s econ- 
omies continue to flourish. 
So far, the Philippines is the 
only non-socialist country 
there which has debt prob- 
lems. With a third of the 
world's total population— 
China alone has over a billion 
people—the Far East is also 
one of the largest consumer 
markets. 


Favourable prospects 


The outlook is good for 
West German firms seekir 
to capture a greater share « 
East Asian markets. Many 
nations in this part of the 
world are eager to reduce 
their dependence on North 
America and to diversify their 
exports and imports. More- 
over, the spread of industrial- 
isation will boost demand for 
many German products. And 
rising consumer purchasing 
power will stimulate imports 
of sophisticated products. In 
Japan, the sales prospects for 
high-quality consumer goods 
are steadily improving, given 
the good reputation of the 
"Made in Germany" label 
there. 

All in all, West German 
industry is increasingly rec- 
ognising that the Asian p`: 
has already been cut and th 
the pieces will go on a first 
come, first served basis. De- 
spite their ever stronger Eu- 
ropean orientation, West Ger- 
man firms have also real- 
ised that a solid commit- 
ment to the East Asian market 
will be essential to maintain- 
ing global competitiveness. 





German knowhow in global finance 
VIEWPOINT is presented as a regular service to the international 


business and financial community by the Economics Department 
of Commerzbank, PO. Box 100505, D-6000 Frankfurt/Main 1. 
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Riding on rumours 


n terms of index gains this year, Singa- 

pore has barely outpaced Hongkong. 

But when it comes to the spice and 

variety of market takeover talk, Hong- 
kong is clearly no match for Singapore, 
where an increase in takeover activity has 
fuelled much of the markeťs present 
buoyancy. 

The island republic's booming hotel sec- 
tor has been a focal point for such activity. 
The Hong Leong group bid unsuccessfully 
for listed Apollo Hotel, and may now buy 
the Glass Hotel from Ong Beng Seng's pri- 
vatelv held Avant Hotels International. Paul 
e he Japanese-Taiwanese property mag- 
r , might be about to reactivate a bid for 
the Taipan Hotel at S$1.35 (69 US cents) a 
share. Control of the Ambassador Hotel has 
changed hands, while the Hind Hotel is 
seen as a perennial takeover target. 

Across the Causeway, the takeover 
game is even more intense. Hume Indus- 
tries’ politically charged bid for Multi-Pur- 
pose Holdings — one-time flagship of the 
Malaysian Chinese Association — might be 
on hold. But property company IGB is en- 
snaring financial services and property 
group MUI. 

That could involve a reverse takeover, 
with IGB selling property assets to cash-rich 
MUI subsidiaries and recycling the cash for 
shares in MUl itself. MUI associate Pan-Malay- 
sian Cement's purchase of a 2% stake in MUI 
from Magnum Corp. may also be part of a 
grander scheme aimed at entrenching IGB's 
control through strategic crossholdings. 

` ^-tket talk of possible takeovers is even 
I ertile. The Keppel group is said to be 
S4. Marine engineering company Van 
der Horst, and the Kuwait Investment Of- 
fice. (KIO) might seek blue-chip Singapore 
Land or ultimate control of property com- 
pany Malayan Credit. 

More fancifully, KIO associate First Capi- 
tal Corp. (FCC) might have its eye on Electro- 
Magnetic, though the synergy between a 
property company and an electronics man- 
ufacturer is far from clear. 


The takeover surge reflects the desire of 
liquid companies to expand in Singapore's 
booming property and hotel markets. How- 
ever, the veracity of the takeover rumours is 
not always the issue. What also matters is 
that a good takeover yarn should spark 
stockmarket activity and interest. For com- 
mission-hungry brokers that is what the 
game is about. 

Even better, in this respect, has been the 
10 March start of fully automated or central 
limit order book (Clob) trading. Greater 
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dealing capacity and quickfire trading have 
spurred broker-broker position taking and 
sent turnover volumes soaring. Reflecting 
the absence of sound fundamentals, turn- 
over advances rest on trading in warrants 
and Malaysian second liners. Takeover talk 
provides the grease which keeps the wheels 
turning, and entices the small man to trade. 

Strong turnover also allows brokers to 
sing all the way to the bank. That should 
make up for a miserable 1988, which saw 
pre-tax profits at Singapore's big four brok- 
ers slump by 61% at DBS, 67% at OUB, 48% 
at OCBC and 59% at UOB. But the risks are 
much greater. Clob's arrival was a tonic to a 
market which had until then lagged behind 
others in the region. Clob remains untested 
in a market downturn, however. 

When the logic of a recession asserts it- 
self, Clob could drive down stock prices ab- 


Singapore Land shines 
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normally quickly. Brokers taking positions, 
especially in warrants, could be left with 
huge losses. 


Not that all takeover talk should be con- 
demned as rumour-mongering. Malayan 
Credit has come up with a sophisticated 
poison pill to deter takeover predators, 
whether imagined or real, such as car com- 
pany Cycle & Carriage, which is 19%- 
owned by the KIO. 

Malayan Credit rushed out its 1988 re- 
sults well ahead of schedule. Bottom-line 
losses arising from heavy interest charges 
were sweetened by a 1:3 bonus issue. That 
looks too generous, considering the com- 
pany's weak cash flow and the need to re- 
value its property stock to make the bonus 
issue viable. 

But the issue will draw all scrip back to 
the registrar for re-registration — and micro- 
scopic scrutiny by agents of the See Hoy 
Chan, the clan association which is Malayan 
Credits 24% controlling shareholder, for 
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clues as to the share ownership. More cru- 
cially, a predator amassing transferable sub- 
scription rights (TSRs) for the attack will find 
his equity entitlement diluted. 

The premium on Malayan Credit war- 
rants will also look less reasonable when the 
shares go ex-rights, as the conversion price 
will be adjusted down for the bonus issue. 
That raises pressure on a predator to convert 
— revealing his identity if he goes over 5% of 
the company's shares — or to sell in the mar- 
ket, where the See Hoy Chan is doubtless 
waiting to buy TSRs at lower prices. 

Just as interesting is Singapore Land, 
whose share price has soared this year, 
boosting market capitalisation to $$1.3 bil- 
lion. Improving fundamentals play a part, 
but the KIO is front-runner in a possible bid 
for control. Hongkong companies Hong- 
kong Land and New World Development 
are tipped as dark horses. The controlling 
Tao family is vulnerable, holding a 19.6% 
stake against the KIO’s 13.7%. 

The Taos are also in hot water with the 
stock exchange for reneging on a deal to sell 
a private stake in the Gateway Tower project 
to the public company. The exchange is 
angry that Land shareholders were not told 
the Taos had an option to cancel the deal. 

The exchange wants the deal to proceed, 
in contrast to its position in 1981, when the 
Taos were forced to cancel the sale of four 
privately owned ships to Singapore Land in 
advance of the shipping slump. The Taos 
have yet to surrender, and the exchange 
may have no legal power to impose its will. 
But the authorities could always invite the 
KIO — which is usually averse to hostile 
takeovers — to perform a public duty and 
relieve the Taos of their control. 


The rising market also gives a helping 
hand to Ong Beng Seng’s Hotel Properties 
which is aggressively expanding. A 2:1 
rights issue, with the de rigueur detachable 
warrants, is pitched at a generous 20% dis- 
count to the pre-announcement market 
price. The issue is likely to prove popular, 
but conversion of outstanding loan stock 
currently looks a cheaper means of entry 
than through the rights. 

The rights cash may not make a sufficient 
inroad into debt. Gearing could remain 
above 1:1, once the cost of a residential pro- 
ject in Singapore’s tourist and retail centre, 
Orchard Road, and a new wing to the 
group’s flagship Hilton Hotel are counted. 
But Hotel Properties’ high growth prospects 
make it a play on booming hotel-property 
markets in Singapore and Malaysia. 

B Christopher Marchand 
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COMPANIES 


Testing times for an Australian entrepreneur 


Bond at bay 


yk Michael Malik in Sydney 


ustralian entrepreneur Alan Bond isa 
man used to pressure — but with 
rr practically the whole of his empire be- 
" . sieged by problems, even he must have 
-. found the past few weeks unusually trying. 
Reacting with typical restless energy and 
enterprise, however, in the face of open dis- 
... cussion about the possibility of the end of 
|» Bond Corp., at least in its present form, 
Bond himself went out and literally bought a 
(C. beer: taking a majority holding in Hungary's 
_ . largest brewery, Kobanyai, as a foothold in 
. Continental Europe 
(ux Bond has four major problems: 
| P The continued lack of market support for 
Bond Corp., owing largely to its debt bur- 
den, and not halted by the buy-back and 
7 cancellation offer for 10% of its shares 
_ (REVIEW, 11 May). This has given rise to con- 
tinued speculation about Bond privatising 
Bond Corp. through his personal company, 
Dallhold. 





| P The real possibility that the Australian 
-=>> Broadcasting Tribunal will find Bond not a 
5. "fitand proper person' ‘to hold broadcasting 
|. . licences, forcing a "fire sale" of his television 
^. -. and radio networks for something like half 
. the A$1 billion (US$800 million) he paid for 
sos them. 
... & His inability to unload the 20% stake in 
|... British trading and mining giant Lonrho, 
|; bought at the start of a failed takeover bid 
. = last year. Bond bought the shares for about 
| £370 million (US$619.7 million) and has of- 
fered them as a block at 385 p a share, which 
-= would assure him his money back. He has 
-= had no offers at that price. 
(0 Serious questions being asked by minor- 
-. ty shareholders and the Australian National 
= Companies and Securities Commission 
(NCSC) about large amounts of cash from Bell 
Resources being used by Bond Corp., when 
Bond controls only 56% of Bell Resources. 
These questions also have given rise to an 
examination of the whole relationship be- 
tween Bond Corp. and Dallhold, which in 
the past has received considerable amounts 
for" services" to Bond Corp. 
. The buy-back offer, which has to be ap- 
proved by the Australian Stock Exchange 
and 75% of Bond Corp. shareholders — 
64.5% of the shares belong to Dallhold al- 
ready — has failed to lift the share price from 
the A$1.20 low it hit just before the offer was 
made public. Although the initial impact 
pushed the shares up to A$1.25, the whole 
of this gain and more was wiped out 
over the following two weeks, with 

















the shares closing at A$1.08 on 9 May. 

It is now far from certain that the minor- 
ity shareholders will accept the offer to buy 
back shares at market price, in view of man- 
aging director Peter Beckwith's contradic- 
tory assertion that the shares are vastly un- 
dervalued and have the asset backing to be 
worth A$2. 

The most probing questions being posed 
about Bond's use of Bell Resources' money, 
reported to include a loan of something like 
A$900 million as well as A$600 million used 
to buy Lonrho shares, are coming from John 
Spalvins, managing director of Adelaide 
Steamship Co. He bought 19.5% of Bell Re- 
sources at A$1.70 a share at the time Bond 
was gaining control through his takeover of 
parent company Bell Group. Bell Resources 
shares are now trading at 88 A cents and 
Spalvins has queried the actions of Bell Re- 


sources directors in approving the transac- 
tions. 

Bond Corp. has reacted coolly to the 
queries, stating merely that there was no- 
thing underhand about the transactions, 
and that Bell's money has been invested on 
a secured basis with approved institutions. 
But the NCSC is reported to be considering 
trying to gain access to Dallhold's books. 

While Bond Corp. continues to show 
public confidence in its ability to weather 
market scepticism, there are signs that some 
of Bond's former political friends may be 
thinking twice about being seen with a man 
who, despite being born in Britain, was once 
considered the archetypal "Ozzy battler.” 

His closest allies at one stage, the West- 
em Australian Labor government, has al- 
ready declared the old “WA Inc” dead and 
wants to abandon a much criticised A$500 
million petrochemical joint venture with 
Bond. Meanwhile, Prime Minister > 
Hawke, as well as Minister for En . 
ment, Education and Training John waw- 
kins, have found themselves unable to at- 
tend the opening of Bond University — 
Bond's joint venture with Japanese de- 
veloper EIE — in Queensland on 15 May, 
despite previously accepting invitations. 8 
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Hongkong stumbles again in its Carrian prosecution 


Carry on Carrian 


he competence and determination of 
I the Hongkong authorities to clean up 


past financial scandals have been 
brought further into question by a series of 
events relating to the Carrian and Ka Wah 
Bank affairs — the two biggest defaults in 
Hongkong commercial history. 

More delays are expected in the long- 
running saga of the trial of former Carrian 
chairman George Tan and the former chair- 
man of Bumiputra Malaysia Finance (BMF), 
Lorrain Osman. The Hongkong Court of 
Appeal’s decision to quash an arrest warrant 
for Osman will further complicate attempts 
to extradite him from Britain. Tan’s trial has 
been repeatedly postponed pending a joint 
hearing with Osman. 

Osman and Tan are charged with fraud, 
theft and corruption offences in connection 
with loans of HK$6 billion (US$769 million) 
by BMF to Carrian. Osman was arrested in 
London more than three years ago and since 
then has been fighting tooth and nail against 
extradition. 

In a unanimous decision, the court criti- 
cised the magistrate who signed the original 
arrest warrant fot going to the eee 
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eral's chambers to sign instead of waiting for 
the lawyers to come to him and for allowing 
the Independent Commission Against Cor- 
ruption (ICAC) to retain the relevant docu- 
ments. 

A spokesman for the Legal Depar it 
daimed the quashing of the warrant would 
not affect the extradition proceedings as 
they were based on authorities to proceed is- 
sued by the British foreign secretary at the 
request of the Hongkong governor. 

But Osman's lawyer said he would seek 
to establish the extradition proceedings 
were invalid because the authority to pro- 
ceed must have been based on the warrant. 
He said Osman would also attempt to per- 
suade the Malaysian courts to declare that 
evidence from Malaysia used in the extradi- 
tion hearings in London was dics ar ly | 
taken. VE 

Meanwhile, Libera has reconfirmed . 
Osman's status as its ambassador at large - 
and has requested his immediate release 
from Pentonville prison in London. Li : 
first claimed diplomatic immunity - for 
Osman in 1987 but decided to waive it six 
months ago. Osman's acquisition of Libe- 
rian qe status t is took po after his ar- 
rest. | | 
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In a Carrian-related development, a 
former associate director of Westdeutsche 
Landesbank Asia (WestLB Asia), Paul 
Kiang, on 2 May was jailed for three years 
and ordered to repay HK$2.8 million bribes 
he accepted in connection with loans to Car- 
rian and the related Eda group. 

Kiang testified that he had obtained the 
permission of his boss, Uwe Rameken, 
former general manager of WestLB (Asia), 
to accept money from Tan. A spokesman for 
the Legal Department said the government 
had tried to extradite Rameken back to 
Hongkong but failed because his where- 
abouts were not known. Although there is 
an extradition treaty between Hongkong 
and West Germany, the spokesman said 
there was no arrangement for Britain to ex- 
tradite Germans on bribery charges. 

One West German source said Rameken 
is still in West Germany, while another said 
sin^e his wife is Peruvian, he may have gone 
to th America. Tan's involvement with 


W....B bribery will not be tried until after ¿ë 


the BMF case. 

The Rameken case has raised, yet again, 
accusations of selectivity of prosecution in 
relation to Carrian. While Osman remains in 
custody in London, Tan is on bail in Hong- 
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Japan's mandarins to file findings on deregulation 


Slowly but surely 


By Nigel Hollowa Nigel Holloway in in inTokyo —— 


e are studying the problem" used 
W to be the way Japanese finance of- 

ficials fobbed off people clamour- 
in +: more freedom in the banking and 
secunties industry. Not any more. Now 
study groups are used by the Ministry of Fi- 
nance (MOF) to help open its markets — and 
to ensure that the government does not lose 
control of the rate at which change takes 
place. A full intray of such reports is ex- 
pected in the next few months. 

The most important of the study groups 
are the Financial System Research Council 
and the Securities Exchange Council, both 
of which are considering whether to dis- 
mantle some of the barriers separating 
banks and securities firms. The former 
study group held possibly its last meeting 
on 9 May. The latter will get its chance to 
consider the matter soon. Any change in the 
operations of the these two main areas of the 
financial industry are bound to have effects 
on other aspects of the business. 

At the moment, an overseas subsidiary 
of a Japanese bank is prohibited from lead- 
managing a bond issue by a Japanese com- 
pany overseas. The so-called "three-bureaus 
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guidance" (an agreement among the bank- 
ing, securities and international finance 
bureaus) is the rule which prevents this 
practice. The Foreign Exchange Council is 
studying how the regulation can be re- 
moved. 

The larger insurance companies also 
want to compete in investment banking and 
to break down the walls separating life in- 
surance from casualty insurance. The MOF's 
Insurance Council is looking into this. 

If the securities firms are going to have to 
give up some of their territory to the banks, 
they want in return to invade the others' 
patch. But only one area appeals to them: 
foreign exchange. As well as the horse trad- 
ing involved in removing the separation of 
banks and securities houses, the Interna- 
tional Finance Bureau of the MOF is studying 
the question of allowing brokers to carry out 
foreign exchange transactions. 

This is not the only area likely to be 
opened up. The management of investment 
trusts is being looked at by yet another study 
group, which is expected to approve its final 
report on 23 May. Perhaps as many as eight 
foreign mutual-fund managers are likely to 
be allowed in, because they pose less of a 
threat to existing firms than the Japanese 
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kong. There have been some glaring vari- 
ations in sentencing of those who have gone 
to trial, notably former Bank Bumiputra 
chief executive Hashim Shamsuddin, sen- 
tenced in 1987 to 10 years on a Carrian cor- 
ruption count. Some of the charges against 
Tan relate to Shamsuddin and so there is no 
overriding reason why these could not be 
heard separately from the Osman related 
ones. 

In another banking scandal, two game 
keepers have been accused of turning 
poachers. Ka Wah Bank was rescued in 1985 
by the government. Subsequently the bank 
was taken over by Citic, a Chinese state 
agency. On 5 May, government debt collec- 
tor for Ka Wah Bank Paul Banner and finan- 
cial consultant Michael Roberts were 
charged with offences arising from a stock 
transaction involving the bank in 1987. 
Roberts, former general manager of Samuel 
Montagu & Co., and Banner, principal of 
Cambridge Financial Services, are brothers- 
in-law. 

The two defendants were jointly charged 
with furnishing false information to Ka Wah 
Bank (Nominee) regarding the sale, 
purportedly for HK$92 million, of 32 million 
shares and warrants of Sino Realty. * 


banks which are also eyeing the ¥52 trillion 
(US$387.2 billion) market. 

The authorities continue to scratch their 
heads about how to entice more Japanese 
companies to issue bonds at home. Small 
wonder when issuing costs for an overseas 
flotation are one-tenth the amount for 
domestic issues, as Masaki Shiratori of the 
International Finance Bureau revealed last 
month. The latest reforms under considera- 
tion are to increase the amount of bonds a Ja- 
panese firm can issue; to liberalise the sys- 
tem in which banks act as trustees, and to in- 
crease the range of bonds a company can 
offer. 

The Legal Council of the Justice Ministry 
is working on some of these matters, be- 
cause they would involve changes to Japan’s 
Commercial Code. At the same time, the 
Securities Bureau has set up an informal 
group to see how to improve the credit-rat- 
ing system. Its report will be ready in the 
middle of next month. Elsewhere, the MOF's 
Tax Bureau has been asked by colleagues in 
international finance to scrap withholding 
tax on the interest paid on Euroyen bonds. 

The money markets have not escaped 
the trend towards deregulation, either. An 
advisory body to the director-general of the 
banking bureau is looking at the possibility 
of loosening interest rates on deposits of 
less than ¥3 million. The amount of 
short-term treasury bills issued in the year 
to March 1990 is being doubled to ¥4 tril- 
lion. Now the men at the MOF are consider- 
ing introducing bills with a variety of 
maturities. At the moment, only six-month 
bills are allowed. x 
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Japan hits trouble sponsoring a new ADB arm 


A little too private 


By Jonathan Friedland in Peking 


apar's first major attempt at piloting a 

new initiative through the rocky shoals 

of multilateral bank politics ran quickly 
aground during the meeting of the Asian 
Development Bank (ADB) on 4-6 May. 

While the creation of a Tokyo-sponsored 
US$100 million partnership between private 
banks and the ADB to be called the Asian Fi- 
nance and Investment Corp. (AFIC) will al- 
most certainly come to fruition, its thorny 
genesis underlines the difficulty Japan is 
having in matching its international leader- 
ship skills to the level of its economic might. 

The failure of outgoing ADB president 
Masao Fujioka to win support for the AFIC 
proposal struck a discordant note at an other- 
wise harmonious gathering of Asian bankers 
and finance ministers in Peking. With rosy 
economic prospects for the region, a vastly 
improved lending and disbursement per- 
formance last year by the US$22.8 billion 
Manila-based bank, and no need to discuss 
fresh ADB financing until late next year, par- 
ticipants paid more attention to the student 
demonstrations in the Chinese capital than 
to the matters at hand. 

The focus on political events was further 
strengthened by the diplomatic minuet 
danced over the course of the three-day par- 
ley between the Chinese Government and 
the first official Taiwan delegation to visit the 
mainland since 1949. 

Taiwan Finance Minister Shirley Kuo ap- 
peared to go out of her way to limit con- 
troversy, insisting throughout that she 
would only be conducting ADB-related busi- 
ness and minimising her contact with 
Chinese officials. 

The controversy over the AFIC, a propos- 
ed joint venture which would make loans to 
— and take equity stakes in — private com- 
panies in Asia and the Pacific, appears to 
have erupted in large part because of the 
heavy-handed way in which it was pre- 
sented to the ADB’s 47 member nations. “No 
one likes a fait accompli,” said one industrial 
country ADB executive director, “particularly 
when it is presented as a multilateral ini- 
tiative.” 

Originally conceived by Fujioka and a 
handful of his staffers as an Asian analogue 
to the World Bank’s International Finance 
Corp., the plan to create a new ADB-owned 
and operated private-sector oriented in- 
stitution appears designed primarily to 
strengthen the bank’s dwindling presence in 
increasingly affluent member countries such 
as South Korea and Malaysia. It is also aimed 


at dampening criticism — mainly from 
Washington — that the ADB's lending pro- 
gramme, which is increasingly oriented to- 
wards poorer countries, such as China, India 
and Pakistan, is not doing enough to foster 
private-sector growth. 

The establishment of a separate affiliate 
would allow the ADB to skirt statutory limits 
on non-government guaranteed lending 
while maintaining its credit rating. "This AFIC 
is a most suitable way to help Asian countries 
to industrialise without jeopardising the 
status of the ADB," summed up Fujioka, who 
will retire in November after eight years as 
ADB president. 

Doubts over the need for such an institu- 
tion, given the slow growth of the parent's 
three-year-old private-sector lending pro- 
gramme, were raised when the proposal 
was introduced last year. Facing criticism 
from the US and several Western European 
governments, Fujioka quickly modified the 
proposed structure to include direct partici- 
pation by private banks. 

But instead of cobbling together a political 
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ADF loans 6358 957.6 1,0830 


Private-sector loans 6.5 20.5 58.0 


consensus on the new idea, Fujioka put the 
cart before the horse by enlisting the support 
of a number of Japanese financial institu- 
tions, most notably Daiwa Securities and 
Bank of Tokyo, to win the backing of the Ja- 
panese Ministry of Finance (MOF). Japanese 
officials, apparently with some reluctance, 
embraced the AFIC as a vehicle for recycling 
surplus funds and took up the vanguard at 
the Peking meeting. "We will be asking for 
support for AFIC from as many countries as 
possible," Japan's executive director at the 
ADB, Shoji Mori, told the REVIEW as the con- 
ference opened. 

The Japanese did not have much luck. 
West Germany, Switzerland and Britain 
made particularly strong formal representa- 
tions against the creation of AFIC, while the 
US, Canada, Australia and the Netherlands 
offered only qualified support. 

"Conceptually, the AFIC has its merits," 
said US Assistant Treasury Secretary 
Charles Dallara, “but we have concerns over 
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the apparent lack of broadly balanced pote 
tial participation and the apparent heavy r 
that the ADB will play in management.” Fi 
ther, Dallara told the REviEw, Washingt 
was still not convinced that sufficient c 
mand existed for the ADB to create a new i 
stitution. 

Among potential beneficiaries of t 
plan, Indonesia, Malaysia, South Kor 
Pakistan, Taiwan and the Philippin 
strongly backed the idea. But offici 
from China, India, Thailand and Banglade 
said they wanted to study the proposal fi 
ther and make their own recommendatior 
"We think borrowers should have a stake 
the shareholding of AFIC," said J. L. Baj 
joint secretary of India's Finance Ministry. 

Chinese officials wondered alo! 
whether the AFIC would be at all relevant 
their development needs. Singaporean 
nance Minister Richard Hu pitched to ha 
AFIC located in his city-state. 

Under the current proposal, th 
would be 30% owned by the ADB, 
would provide its US$30 million capital cc 
tribution from funds it has set aside for p 
vate-sector lending. Forty per cent of the cc 
ital would be contributed by eight Japane 
financial institutions, including Long Te 
Credit Bank of Japan, Industrial Bank 
Japan, Sumitomo and Mitsubishi Ban 
ORIX (formerly Orient Leasing) and Nipp 
Life. 


Twenty per cent would come from 
gional banks, including Singapore's Unit 
Overseas Bank, and from two commer 
banks each in Taiwan and South Korea. T 
final 10% would be provided by non-regic 
al institutions including Citicorp, Mer 
Lynch, Bank of Nova Scotia and Banque 
dosuez. 

Bankers say that they have been lur 
into the scheme by the potential to broad 
their business contacts and to take advantz 
of the implicit guarantee inherent in lendi 
alongside the ADB. Many admit, 
pressed, that they do not expect the nru 
which is expected to generate much of its 
come from matchmaking fees — to be 
major regional player. “There are already t 
many of us out there competing for bu 
ness,” said one senior Japanese banker. 

Despite the widespread scepticism, | 
ADB appears determined to forge ahead w 
the proposal. The AFIC will seek to gener 
total resources of US$3-4 billion through 
financing with other financial institution: 
its first decade, said Akira Tsusaka, the 
panese director of the ADB's department 
industry and development banks, and | 
pects a rate of return on its investments of 
1776. 

While the AFIC proposal is likely to be c 
cussed at a working level meeting in Mar 
in June, the task of actually getting the ni 
institution up and running will likely fall 
Kimimasa Tarumizu, a former custo 
bureau chief at Japan's MOF who will ti 
over from Fujioka. 
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Malaysia’s Finance Ministry 
raises stake in steel plant 


9 Malaysia's Finance Ministry will absorb a 
further 30% stake in the loss-making steel 
firm Perwaja Trengganu, now held by 
Japanese companies. The ministry in March 
acquired a 51% stake held by state-owned 
Heavy Industries Corp. of Malaysia. The 
M$41.2 billion (US$15.3 billion) plant, in 
northeast Malaysia, made a loss of M$294.8 
million in the year to March 1988, and a 
M$157.7 million loss the previous year. The 
plant is working at 85% capacity, producing 
about 40,000 tonnes of steel billets a month. 


Airbus notches up 

more Asian sales 

P ^ laysia Airlines is believed to be 

a’ g cabinet approval of a planned 
purchase of eight European Airbus 
Industrie A330 medium-range twin- 
engined jets, worth about US$90 million 
each including spares and support 
equipment. Options for a further eight are 
said to be included in the package. The 
A330, not due to enter service until 
September 1993, was selected in preference 
to the McDonnell Douglas MD11 trijet, 
which is due to begin service in mid-1990. 


Taiwan expects currency 
to become more stable 


» Taiwan economic officials said they 
expect greater stability for the NT dollar 
following remarks on 5 May by senior US 
officials that Taiwan's currency had reached 
an acceptable level. US Treasury Secre 
Nicholas Brady said the NT dollar's 6% 
jump after US criticism on 27 April would 
n ve been possible before recent 

re  nstoTaiwan's foreign-exchange 
trading system, while assistant treasury 
secretary Charles Dallara said: “We see no 
further need for appreciation of the NT 
dollar at the present time." The NT dollar 
fell 47 NT cents following the remarks, to 
NT$25.87, on 9 May. 


Compromise deal reached 
on failed Australian bank 


> Inacomplex and unusual deal, National 
Australia Bank (NAB) and the government of 
Western Australia (WA) have agreed to a 
compromise over a A$150 million (US$120 
million) NAB loan, guaranteed by the state 
government, to the failed Perth merchant 
bank Rothwells. The deal was the last 
obstacle to the liquidator's scheme to repay 
small depositors and investors in full. 
Rothwells repaid the loan to the bank just 
before Rothwells crashed last year, and NAB 
has resisted the liquidator's request that the 
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money be returned, saying the WA 
government should repay the funds to the 
liquidator as it had guaranteed the loan. 
Under the settlement, the bank will pay the 
government A$10.50 million in exchange 
for the government indemnifying the bank 
against any loss on the loan. 


South Korea’s economy 
slowing down sharply 


> Continuing labour disputes in South 
Korea and falling export volumes are 
slowing down the country's economy, 
first-quarter estimates released on 9 May 
show. The GNP growth rate fell to 5% in real 
terms, down from 15.876 a year earlier. 
Officials of the Economic Planning Board 
blame the slowdown on the appreciation of 
the won against the US dollar and 
prolonged strikes affecting electronics and 
car manufacturers. Deputy Prime Minister 
Cho Soon also expressed concern that 
housing and land speculation was pushing 
up inflation. 


Business indicators 


Thailand lifts sugar output 
Million tonnes* 


m) Production 





Japanese firms to promote 
high-definition television 

»> Nippon Steel says that it and another 63 
Japanese firms will set up a consortium to 
develop high-definition television (HDTV) 
next month. The consortium, High Vision 
Communications, will be capitalised at 
¥1.82 billion (US$13.6 million). It will 
produce and market picture software for 
HDTV and rent HDTV equipment. 


More foreign brokers 

to set up in Malaysia 

> Malaysia's Ministry of Trade and 
Industry has approved the setting up of 
offices by brokers Morgan Grenfell Asia, 
GK Goh Securities from Singapore and 
Hoare Govett. This brings to six the number 
of foreign broking firms allowed to set up in 
Kuala Lumpur — the others are Crosby 
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Securities, Antah Jardine Fleming and 
Baring Securities. CL-Alexander Laing & 
Cruickshank has also set up a research 
office. 


Hongkong Futures Exchange 
agrees to new constitution 


> Hongkong Futures Exchange members 
on 9 May approved the exchange's new 
constitution, at the third time of asking. A 
clause, aimed at futures brokers who 
defaulted in the October 1987 crash, 
provides that the exchange's non-member 
shareholders will lose their voting rights in 
18 months if they have not become 
members. Exchange chairman Eoghan 
McMillan says his priority is to expand 
membership and introduce a 90-day 
interest rate futures contract by this year's 
fourth quarter. 


New Dehli rejects proposal 
to buy new oil tankers 


»> The proposed purchase by the state- 
owned Shipping Corp. of India (SCI) of six 
140,000 dwt oil tankers has been rejected by 
the cabinet in New Delhi, despite the 
recommendation of the government's own 
oil coordination committee and the 
approval of the public investment board. 
The tankers, priced at Rs 4.7 billion 
(US$295.6 million) each, were to replace 
SCI's ageing vessels which carry India's 
imported oil requirement. Oil imports 
through the mid-1990s are projected at 
nearly 20 million tonnes a year. 


New Zealand introduces 
new bank legislation 


> New Zealand Finance Minister David 
Caygill has introduced legislation into 
parliament to enhance the independence 
from government of the Reserve Bank, the 
central bank. For decades, governments 
had manipulated money and credit to boost 
the economy before elections. The Caygill 
legislation defines the bank's primary role 
as formulation of monetary policy to 
preserve price stability. The changes will 
bring a new openness to monetary policy. 


Cabinet again postpones 

listing of Thai International 

> A decision on the flotation of shares by 
Thai Airways International was postponed 
again by the cabinet on 10 May due to a 
deadlock between the airline and various 
ministries. Thai, the national carrier, with 
the apparent backing of the Ministry of 
Communications and Transport is resisting 
a Finance Ministry push for listing the entire 
carrier, rather than related subsidiaries. 
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STOCKMARKETS 


a a a Hongkongs bulls enjoy Peking 's pragmatism a a a 


Bangkok goes off the boil a a a Manila keeps bubbling a u w signs of life in New 


Zealand a a a nerves suppress Taipei in period ending 5 March u un 
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Composite Index, 1,039.41 
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The Nikkei continued its relentless rise, 
exceeding 34,000 for the first time, in the 
holiday-shortened period. Daily turnover | 
was 1.1b shares worth x1.3t(Us$9.68b). | 
Low-priced liquid stocks, like steels, 
shipbuilding and shippers, were in the 
limelight. Sumitomo Metal rose x16 to 
x56 and Hitachi Zosen gained x28 to 
Y848. 





Prices surged following Peking's mild 
reaction to the huge 4 May student 
demonstrations, reflecting pent-up 
demand from international institutions. 
Trading was heavy throughout, 
averaging 887m shares a day worth 
HK$2.013b (us$258m). Cheung Kong rose 
60 HK cents to HK$11.30, and Hutchison 
rose 70 HK cents to HK$12.20. 


The market started the four-day trading 
period in fine form. However, when 
institutions later shifted their interest to 
Hongkong the market lost direction, and 
after the long weekend ended with 
profit-taking by local investors. Volume 
averaged 137m shares a day worth 
$$221.4m (US$113.4m). Shangri-La ended 
5S cents higher at S$9.05. 





The holiday-shortened three-day trading 
period started with bargain hunting and 
speculative buying. However, persistent 
profit-taking later in the period saw prices 
slip in active trading. Average daily 
turnover was 50.5m shares worth 
M$88.7m (US$32.9m). Interest in Promet 
was strong, and it closed M$8.50 higher at 
M$81. MAS was unchanged at M$760. 


Profit-taking followed an increase in the 
margin rate to 60% to bring the market off 
the boil from its month-long rally. 
Volume was strong, averaging 19.7m 
shares a day worth Baht 1.59b (US$62.4m). 
Heavy trading pushed Starblock up Baht 
10.50 to Baht 90.50, while Siam Cement 
rose Baht 75 to Baht 3,891. Siam Cement 
hit Baht 5,000 on the alien board. 


The recent boom continued, with market 
activity further boosted by a P211m 
(Us$9.81m) sale of Rizal Commercial 
Banking shares, reportedly to developer 
Luke Roxas' group, bringing its holding 
to 3076. PLDT surged P17.50 to 

P327.50. Ayala rose P3.25 to P22.50. 
Average daily turnover was 2.4b shares 
worth 2207m. 
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Weighted Index, 8,476.92 
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Capital Int. World Index, 513.5 
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The market advanced moderately as the 
political situation stabilised — though 
investors remained worried about tight 
liquidity. Pharmaceuticals and banks rose 
moderately, but electronics and insurance 
shares fell. Dong-A Pharmaceuticals 
gained 8.375 and Hyundai Securities rose 
5.676. Daily trading averaged a light 9.9m 
shares worth Won 241.3b (US$365.6m). 


Investor sentiment remained positive 
during Finance Minister Shirley Kuo's 
visit to Peking, but gains were minir- *' 
due to anticipation of new measure: | 
cool the stockmarket. A continuing surge 
of new accounts kept average turnover 
high at NT$100.2b (Us$3.87b). Eagle Food 
went from NT$97 to NT$108.50. Chung 
Shing Textile gained NT$7.40 to NT$46. 


The market hit a three-month high, 
buoyed by corporate activity and 
futures-related buying, but softened later 
on profit-taking. Turnover rose to 559.7m 
shares worth A$1.16b (Us$928m). Banks 
led the rise ahead of interim profit 
announcements, with NAB gaining 36 A . 
cents to A$6.44, and Westpac 20 A cents to 
A$5.46. BHP rose 16 A cents to A$7.62. 


Stong overseas buying and re-purchases 
with cash freed by Rank Hovis 
McDougall's raid on Goodman Fielder 
Wattie, helped push the index above 
2,000 for the first time since 17 Feb. 
Volume was 59.1m shares worth 
NZ$102.7m (US$63.4m). Fletcher 
Challenge ended the period down 5 Nz 
cents at NZ$4.99, 


The market traded in a narrow range on 
lower volumes, with the BSE index ending 
lower. Investors were content to wait out 
the week and recover from the previous 
week's 376 slide. Volume on 5 May, the 
last working day in the holiday-shortened 
period, was Rs 270m (US$16.98m). 
Reliance lost Rs 4.50 to Rs 124.5, but Tisco 
gained Rs 5 to Rs 1,410. 


The Dow Jones Industrial Average 
recorded its longest string of losses for 
seven years, in dull, featureless trading. 
The falls reflected a lack of buyers rather 
than heavy selling. Trading totalled a 
moderate 790m shares. What little 
interest there was centred on takeover 
stocks. The Morgan Stanley Capital 
International Index rose slightly. 
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VS 5000 — Sets the standard for 
minicomputer price performance. 


esigned to accomodate the diverse needs of small 

businesses, large corporate departments or network 
services, the VS 5000 adds an impressive new dimension 
to the VS minicomputer family with unmatched capabilities 
and price performance. 

It's also small in size. 

But that's where the VS 5000 ceases to be small. 

Using the latest in CMOS technology, Wang has managed 
to create a compact, low cost, mid-range computer that offers 
a fourfold increase in power over existing entry level systems. 

The VS 5000 is also the first mid-range computer capable 
of integrating image, voice, data and text into the same system. 

And as Wang is the leading multi-vendor integrator, rest 





assured it can be connected into your current operation without 
abandoning your existing investment in hardware, software 
and personnel. 

Wang also offer a large range of software solutions. 
These include over 2000 existing VS applications and for the 
first time, Unix applications can run on the VS in native mode. 

Perhaps Computer Systems News sums it up best in its 
8/8/88 edition. * These systems (VS 5000) offer more bang for 
the buck than is offered by Digital Equipment Corporation’s 
Micro VAX 2, or is expected from IBM's AS/400.” 

Imagine what the VS 5000 could do for your business! 


WANG 
MAKES IT WORK. 
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.. Ifyou are considering, or are now, investing in one 
-. . or more of Asia's fast paced stockmarkets, a trial 
......of ASIAN MARKETS MONITOR may prove to 
be your wisest investment in 1989. As everyone 

knows a major key to successful i investing is having 
the right information at the right time, and that's 
what each issue of AMM delivers to its many read- 
ers each and every week. 


A no nonsense, straight from the shoulder weekly 
newsletter AMM will provide you with detailed 
market commentary, objective reports on sectoral 
developments and the reasons behind them, high- 
lights of results of large and medium sized com- 
panies, informed analysis and opinion and much, 
much more. 


Normally available for longer terms for a limited 
time only we are offering a trial to . 

` ASIAN MARKETS MONITOR so that you can 

discover for yourself how very helpful AMM can 

be to you when it comes to making the ri ight invest- 

.. ment decisions. 


= AMM is written, complied and edited by 
- specialists throughout the Asian region and pub- 
. lished by a wholly owned subsidiary of Review 
Publishing Company Ltd., publisher of the Far 
Eastern Economic Review, ' Asia’s most authorita- 
tive business/news publication. 

















Because we are so confident that once you've 
sampled AMM for yourself, you will discover 
. how valuable it can be to you in making invest- 
ment decisions, we are offering a 13 issue 
.. trial-period for only US$150. That amounts to 

.. US$11.54 per week, less than the price of a moder- 
ate lunch. 


. Why not begin 1989 with your best investment foot 

forward by placing your trial order to AMM today. 
We firmly believe that you will begin benefitting 
from the very first i issue. 


If for any reason after ordering AMM you wish tc 
stop your trial subscription, you may do so at any 
time and receive a full refund of the unused nor- 
tion of your payment. 


Order now while you are thinking about it and 
start receiving the kind of timely news and infor- 
mation you need to have about the Hong Kong, 
Singapore, Malaysian, Philippine, Thai and Ko- 
rean stockmarkets. You have everything to gain 
and nothing to lose. 


To order simply complete the coupon and send it 
along with the appropriate payment or completed 
charge card information. 


To: Publications Div., Dept. AMM, Review Publishing 
Company, Ltd., GPO Box 160, Hong Kong. 


(3 Yes! Please enter my 13 issue trial order to Asian Markets i 
Monitor immediately so that I can begin to benefit from the i 
investment intelligence I will receive each week. 13 issues — 
USS$150/£91/HK$1,170. 


t] E perfer to order for 52 issues — US$599/£363/HK $4,670. 


You may forward equivalent payment in any convertible cur- 
rency. 


O I enclose in payment thereof {cheque payable to 
Review Publishing Company Ltd.) Or, please charge my 


credit card (tick one): 








LC] Diners Club 
LI MasterCard C] Visa 
Card NO; Sosececuctucctor c co TX Date s o os 
Sig. dus ees ud T a 
Name 
{please print in block letters) 

Address s 

Tel. 


E 








PME of Business 
Title 





mer s i rnt 





I L] American Express 


R0518AMM I 
l A wholly owned subsidiary of Dow Jones & Co. Inc. | 











Ow you can 

have the 
| China Telex 
and Fax Directory, 
the only directory of 
its kind available in 
the market. 


China Telex & Fax 
Directory is a vital 
communications tool 
for all China traders. 
Compiled from our 
own database, it 
provides the most 
. comprehensive listing of up-to-date and accu- 
-> rate telex and fax numbers of all the significant 

- organizations in China. Indexed in four ways, 
^ youll find it easier and more convenient to use: 


rende etim eire ar em he nt Pe vtto ri e Ke A HA es AS he RA Pret ra rr rir a aar irn 





CHINA 
E TELEX & FAX 
fF DIRECTORY 


1988/89 


: 1. Alphabetical listings of 
| companies and organizations. 
-.2. Geographical listings of names 
and numbers. 
3. Numericallistings of telex numbers. 


4. Alphabetical listings of telex 
answerbacks. 


ou can get this extremely useful book by simply completing the 
| rder form and sending it along with your payment to China 
*hone Book Co., Ld, GPO Box 11581, Hong Kong. 





To: China Phone Book Co., Ltd., GPO Box 11581, 
i Hong Kong. . i 
| Picase rush me copy/copies of the China Telex and Fax i 
el I Directory 1988/89 as indicated: 
E rp a — : 1 
HOM Company: ——. EE MER ORT RE IRR RN EO i 
PCO Gg A sal LAS ar i 
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l L China Telex & Fax Directory 1988/89 
: a Price :Hong Kong — HK$150 + HK$S10 tor postage & packing 
dui Elsewhere — 8528.50 tincuding airmail postage & packing) | 
o l .. No. of copies oee . 
MAE 15010 5o cd in payment thereof i 
[ _. ‘cheque payable to The China Phone Book Co. Lid.) — | 
GE [1T preter to charge om- _to my credit card (tek 
| l one): i 
| l Amex!) Diners |. MasterCard L Visa |) Į 
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ADVERTISEMENTS 


Property 


WEALDEN HOUSE 
FREE RELOCATION SERVICE 
For properties in the U.K. We have a 
comprehensive portfolio of properties 


throughout the U.K. Full property man- 
agement services also available. 
Birdbrook, Stonegate, Wadhurst, East 
Sussex, England. TNS7EU 

Tei: 0435 883517, Fax: 0892 515789, 
Telex: 9312102325 TWG 








3:2 CHARINGWORTH 
AEN TY: 


Home leave in ENGLAND? 


Combine the traditional luxury 
of a medieval manor house 
with the highest standards of 
hotel keeping. Magnificent 54 
acre estate with views over 


unbroken Cotswold country- 

side, fine cuisine, impressive 

cellar, log fires, 4 poster beds. 
For colour brochure: 


Charinqworth Manor 
Nr Chipping Campden, 
Gloucestershire GL55 6NS 
Tel: (038 678) 555 
Telex: 333444 C AG 


' Best new Hotel in Britain 88-89 AA 





If you have something 
tosay...sayit 
in the Classifieds! 


_ | SECOND FOREIGN PASSPORT | 






La Quinta (near Palm Springs) | 
Oldestate, high wallssurround2- | 
BR house + sep. ig. studio. Pool | 
Birds, flowers. 5 min. La Quinta | 
Hotel or PGA. $275K. 213-466 | 

8757 see | 





















Publication 


BOOKS ON CHINA | — 
Rare & O/P. Also Japan& — 
SE Asia. Latest catalogue 
from Oxus Books, — : 
121 Astonville St, 1 
London SW18. |. 1] 






HOW TO LEGALLY OBTANA | d 


With à second passport you can Nava. 
more freedom, enjoy greater security 
andsaveafortuneintaxes. o 0000s 
Exciusive Special Report. — examines: 
over 40 countries, reveals how to get à 
second passport legally, easily, quicki 
and cheaply. Fully revised and updated, 
4th edition -- OUT NOW! 


£50 (US $90) or further details from: 


SCOPE LTD, 648 MURRAY ROAD 
PORTSMOUTH POBSJL UK 


Credit card orders by phone or fax ac- 
cepted. 


Phone: +708 597440 
Fax: 4705 5901975 


No-nonsense money-back guarantee 















COPYRIGHT REPRINTS 


The combined efforts of the Far Eastern Economic Review's large and highly skil- 
led editorial team have made it the premier source of information for those who do 


business, or have an interest, in or with Asia. As a testimony to the publication's 0 f xe 


editorial quality, many Review articles have, over the years, beenreprintedinnews« |. 
papers, magazines, educational textbooks, newsletters etc throughout the word. 

Should you as an editor, publisher or on behalf of an organisation, educational ese Sh 
tablishment etc wish to enquire about our reprint and copyright charges, please adei. 
dress your correspondence to: "cc 


Managing Director 

Review Publishing Company Limited 

GPO Box 160, Hong Kong 

Tel: 5-8328300 Fax; 5-8345987 — Telex: 62497 REVAD HX 


We welcome enquiries from all interested parties and assure you of our prompt, indi- | 
vidual attention. Figs 






Readers are recommended 
to make appropriate enquiries and take appropriate advice before send 
ing any money, incurring any expense or entering into a binding commit 
ment in relation to an advertisement. The Far Eastern Economic Review. 
shall not be liable to any person for loss or damage incur ed or suffered: 
as a result of his/her accepting or offering to accept an invitation con- 
tained in any advertisement published in the Review. , 
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A fete that’s hard to top 


He may be only the headman of a small 
town in Chonburi province, between 
Bangkok and Pattaya, but Thailand's 
biggest and most lavish party in recent 
memory was for Somchai Khonploem, bet- 
ter known as Kamnan Poh, 52. Some 30- 
so 50,000 well-wishers 
. helped him to cele- 

— brate his becoming the 
first mayor of Sansuk, 
a quaint, almost dor- 
mant town. 

No expense was 
spared: 125 foodstalls 
į and a Chinese ban- 
quet for those lucky 
enough to find a seat 
at one of the 1,500 
tables, with singers, movie stars and every 
businessman from the area in attendance. 
Although Kamnan Poh does not belong to 
any political party, Foreign Minister Siddhi 
Savetsila led his Social Action Party and 
three other ministers to the beachside cele- 
bration, which was guarded by 300 armed 
police and soldiers on land and sea. 

Such protection makes it clear that Kam- 
nan Poh carries far more weight in the pro- 
vince than the governor, who also attended. 
Kamnan Poh, after all, has the money to de- 
liver the votes. 

Revellers were treated to a multivision 
slide show of his life: Kamnan Poh as the 
son of a fisherman, as a bus driver, as a 
headman. But he is a figure who arouses 
fear as well as affection, and rumours persist 
that his supporters are not always too 
scrupulous about their treatment of oppo- 
nents. Reporters have even tried to link his 
followers to the murder a few weeks back of 
Chonburi underworld strongman Siah 
Huat, prompting from Kamnan Poh this 
comment: "Bad people cannot stay in Chon- 
buri. I never did anything to any good 


people." 





Campaigner briefs VP 

Veteran Indonesian human-rights activist 
H. J. Princen's surprise meeting with US 
Vice-President Dan Quayle might have re- 
ceived more publicity in the Indonesian 
press had Quayle not spent so long telling a 
press conference the next day about just 
how good the country's "economic human 
rights" record was. 

Princen, along with chairman of the 
Legal Aid Foundation Abdul Hakim Nusan- 
tara and Slamet Bratanata of the opposition 
^Petition of 50" group, met Quayle for 30 mi- 
nutes, briefing him on human-rights prob- 
lems in Indonesia. The veteran campaigner 
heads the foundation for the defence of 
human rights in Jakarta. 


PUBLIC EYE 





Many Indonesians see the Dutch-born 
Princen as a man who fought for the coun- 
try's independence, but many of his former 
countrymen in the Netherlands regard him 
as a traitor. He arrived in the Netherlands 
Indies to escape the war in Europe and 
joined the Netherlands Indies army. He 
eventually deserted and joined the Indone- 
sian struggle in West Java, where villagers to 
this day remember him. 


Taxman's jackpot 
Indian accountant and businessman 
Ashwani Khurana, 29, paid more than Rs 20 
million (US$1.26 million) tax in 1988-89 — 
nearly half his income. That earned him offi- 
cial recognition last month as the country’s 
top taxpayer. Half the Rs 3 billion turnover 
of his K and Co. holding company comes 
from lotteries, which he runs for state gov- 
ernments. 

Khurana is the biggest single lottery 
operator in India, with a 2076 market share. 
His other businesses are in real estate, sec- 





urities trading and forward finance for stock- 
markets. 

He launched himself into business dur- 
ing his first year in college, and earned his 
first million rupees by the time he was 21. 
His enterprises now employ several of his 
relatives, including his 60-year-old father, a 
Hindu Punjabi who moved to New Delhi as 
a refugee during the 1947 Partition. 

Khurana, his parents, sister, wife and 
two infant daughters live modestly — by his 
own reckoning — in a town house in Delhi's 
exclusive Golf Links area. Their plush farm 
house south of the city was designed by 
primitive sculptor Nek Chand. A fleet of 
four Mercedes Benz cars ferries the 
Khuranas between the two houses. The star 
taxpayer is a teetotaller, a vegetarian and an 
amateur equestrian. 


Banker presses on as publisher 


Singapore's Kua Hong Pak, 45, should have 
no trouble slotting in as the first chief execu- 
tive officer of the newly listed Times Publish- 
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ing, a subsidiary of the republic's largest 
publishing group SPH. The genial Kua will 
be taking over from Lim Kim San, a former 
minister of finance, who will continue as 
chairman, though in a non-executive capa- 
city, of Times Publishing. 

Times Publishing owns the group's 
printing presses and distribution network as 
well as Marshall Cavendish, Far East Trade 
Press and other foreign interests. 

Kua has been with the company since 
1986. He is also a director of the govern- 
ment-controlled Singapore Bus Services and 
the Singapore Sports Council. Before joining 
Times Publishing, he was senior vice-presi- 
dent of consumer banking services at DBS 
Bank, another government-controlled in- 
stitution. Kua, who is an ardent jogger, is ac- 
tive in the Harvard Club of Singapore. 


l 


Scholar wants new ties 

South Korea's Lee Hahn Been, 68, finds 
himself back in a high-profile position after a 
period of relative obscurity during Chun 
Doo Hwan's presidency. The technocrat 
and scholar is now chairman of the Interna- 
tional Private Economic Council of Korea 
(Ipeck), which was formed last October by 
major business groups to act as a clearing 
house for economic ties with socialist coun- 
tries. Ipeck works closely with the govern- 
ment, coordinating trade links with China, 
the Soviet Union and Eastern Europe. 

Lee holds degrees from the dlite Seoul 
National University and Harvard Business 
School and served as deputy prime minister 
during the troubled 1979-80 period when 
Chun consolidated power. He hopes that 
Ipeck will help South Korea develop normal 
relations with the two communist s'rer- 
powers. Alluding to the delicate st ic 
position of the Korean peninsula, he says: 
“We have to find ways to live with the Soviet 
Union and China.” 

Not surprisingly, he maintains prospects 
are favourable for e 
South Korea, express- 
ing the hope that 
over the next decade, 
the Soviet Union and 
China will want "to 
deal more squarely 
with us." 

For now, though, 
Lee is advising South 
Korean companies not 
to rush into ventures. 
For their own domestic reasons, he believes 
China and the Soviet Union need South Ko 
rean investment. "There is no hurry, par 
ticularly after the Olympics,” he said. "B 
hurrying, we cannot gain what we reall 
want, which is reunification, or a seat in th 
UN." ! 


RICKY HU 
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Today's irianese and their ancestors 

As a native of Irian Jaya, I would like to com- 
ment on certain points from the review [27 
Apr.] of Poisoned Arrows: An Investigative 
Journey through Indonesia by George Mon- 
biot. 

The phrase “the million near-naked in- 
habitants of Irian Jaya” does not refer to all, 
but a part of, the Irianese living in the 
Jayawijaya mountain range. A part of these 
highlanders still wear native clothes such as 
penis sheaths and grass skirts. When talking 
about the Irianese, one should differentiate 
between the relatively advanced lrianese liv- 
ing along the coasts, and the relatively back- 
ward highlanders. The koteka or penis sheath 
is not native to the coastal Irianese. 

Operation Koteka in the 1970s was not 
meant to “civilise” all Irianese. It was meant 
to advance the life of the highlanders by 
having them get rid of their penis sheaths 
and grass skirts and teaching them the 
“modern” lifestyle. The “civilisation” project 
proved to be not very successful. 

Dr Subandrio, the foreign minister dur- 
ing the Sukarno regime, had been impri- 
soned long before Operation Koteka. He, 
therefore, could not have spoken the words 
the author and reviewer quoted. 

The idea that the Irianese were pushed 
into the hills by the proto-Malays 7,000 years 
ago lacks factual support. If they had really 
done so, they should have left traces of their 
origins through their descendants and cul- 
ture, at least, along the coasts of Irian Jaya. 
In fact, the dominant race that has lived for 
centuries along the coasts is the Melane- 
sians, who basically belong to the Negroid 
race. 

The pre-historical spread of the Irian- 
ese is still hypothetical. Koentjaraningrat, 
professor emeritus in anthropology at the 
University of Indonesia in Jakarta, states 
that the Wajak Man from Java was the an- 
cestor of the Irianese. Prof. Teuku Jacob 
from Gajah Mada University in Yogja- 
karta, terms the pre-historical Irianese liv- 
ing hundreds of centuries ago in Irian as 
“Austro-Melanesoids,” whereas other 
paleo-anthropologists call them “Papua- 
Melanesoids." 

Besides the west-east migration indi- 
cated by the spread of the Wajak Man to 
Irian Jaya before the end of the fourth Ice 
Age, there was also an east-west migration 
of the Austro-Melanesoids. They moved to 
the islands of Alor and the western part of 
Flores and other islands in Eastern In- 
donesia. 

Dutch scholars explain the racial similar- 
ity between the Melanesians and Papuans 
in Irian Jaya and the black Africans by refer- 
ring to Wegener's theory of the drifting con- 
tinents. The natives of New Guinea and 
Irian Jaya must have come from south and 
east Africa millions of years ago when these 
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Nepal will not surrender | 
Salamat Ali's report [War of nerves, 27 Api 
on Nepal-Indian relations was too pro- 
dian. Recent developments in Nepal and 
elsewhere confirm that India has become a 
threat not only to small neighbouring na 
tions, but also to states as far away as Fiji. 

India's strategy to compel Nepal to sur 
render through an economic blockade wil 
never be realised. It is just a daydream. E D 
Kathmandu AMRIT R. MANANDHAR 
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Vietnam's positive role in Cambodia __ P 
S. Rajaratnam's THESTH COLUMN [4 May] has. 
a style of writing that reveals a distinctive 
swagger, but he is obviously not being pro- 
perly briefed on current trends in Indochina.. 
His thinking betrays all the hallmarks of à. 
desperate man because he realises that the 
Indochina policies he espoused when he 
was Singapore's foreign minister are about - 
to be proven irrelevant. ES 

The reality of the situation isthatthegov-« 
ernment installed by Vietnam in Phnom 
Penh is the only effective and recognisable . 
government of Cambodia. It continues to __ 
consolidate its authority and is increasingly | 
acceptable to the majority of Cambodians. 
In contrast, the resistance coalition has made 
no political or military progress inside Cam- | 
bodia for the past decade, despite identifica- 
tion with the name of Sihanouk, the Viet- 
namese presence in Cambodia and substan 
tial material support from countries such as 
Singapore. The resistance has, on the con 
trary, gone backwards. 

it is this reality that Thailand's Prime ; 
Minister Chatichai Choonhavan recognised 
in January. 

Rajaratnam editorialises that “little Viet- 
nam” is being forced to abandon its dreams 
of empire. If Vietnam did have such dreams. ~ 
— and that is a matter for debate — then it. 
was most fortunate for the Cambodian: 
people. Without the Vietnamese interven- 
tion in 1979 the Khmer Rouge would doubt- 
less have continued their programme of sys- 
tematically violating every provision in the 
Universal Declaration of Human Rights. 
And it is an undeniable fact that without the 
subsequent Vietnamese presence in Cam- 
bodia, the Khmer Rouge, supported by 
countries such as Singapore, would have 
been able to return to power in Phnom 
Penh. 

If Asean states "do nothing" as Rajarat- 
nam advocates, neither Vietnam nor the | 
present administration in Phnom Penh is. 
likely to collapse, as he seems to be hoping. 
Rather, if countries such as Singapore did 
“do nothing” then they would presumably 
stop supporting the Thai border-based re- 
sistance forces. This would be a positive con- 
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tribution to a resolution of the conflict in 
Cambodia. - 
-China for its part, has promised to “do 
nothing" further to support the Khmer 
Rouge once there is verification of a com- 





ietnamese withdrawal. As for trade 
restment in Vietnam, J am sure Thai 
smen are not simply going to leave 
he opportunities, real and imagined, to 
1e. Taiwanese, South Koreans, Japanese, 
: French and, in due course, the Americans. 

- Canberra GARY KLINTWORTH 
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| ‘Unfair attacks on academics 
-In reviewing Nigel Barley's Not a Hazardous 


i Sport qo. Apr.] Stephen Davies repeats 


.commonplace attacks against academic 

writing even as he chides Barley for dressing 
up a travelogue as though it were something 
more. Barley and Davies would both do well 
to note that many anthropologists are con- 
cerned with the clarity of their prose and, 
j|... Barley, with the elements of disorder 
ana change inherent in the societies they 
study. 

The Toraja of Indonesia, the subject of 
Barley’s book, provide an apt example: in 
Feasts of Honour, an American anthropolo- 
gist, Toby Volkman, has written an elegant 
account of Torajan experiences, relating the 
histories and comments of particular Tora- 
. jans; for example, an impoverished noble- 
^woman, her more adaptable and so still 
powerful brother, an undertaker who man- 
ages to play the status system to overcome 
. the low position it assigns him. These por- 
traits clarify just what is going on when To- 
rajans hold the funerals tourists flock to see 
- — and what Torajans make of those gaping 
> tourists. 

Books such as Volkman’s are told with 
grace and an eye for detail as well as scho- 
larly discernment and are far more informa- 
tive than inflated travelogues fobbed off as 


_ +.” topology. WARD KEELER 
i56 Department of Anthropology, 
Austin, Texas University of Texas 


| Obstacle course for foreign lawyers 

I have followed with interest the con- 
- troversy over the relaxation of restrictions on 
. foreign law firms practising in Hongkong. 
Allow me to comment on the processes 
- whereby foreign law school graduates or 
+ lawyers can gain admission in Hongkong. 
Currently, for a foreign, non-British 


lice sed lawyer — British lawyers gain au- 


tomatic admission — to become a solicitor in 
Hongkong, the only route is to apply for ad- 
mission to a one-year Post-Graduate Certifi- 
. cateofLaw (PGCL) programme administered 
by the University of Hongkong (HKU) and 
thereafter serve a two-year articled clerk- 
ship. 
The first hurdle is admission to the pro- 
amme. Graduates from the HKU are, un- 
derstandably, given first preference. The de- 













vested entirely in the admissions commit- 






cisions affecting non-HKU law graduates are 


tee, and apparently not subjected to public 
scrutiny. Thus, if the committee allocates a 
limited quota to non-HKU applicants, or to 
those from selected jurisdictions, the sup- 
posedly open door for foreign-trained 
lawyers to practise in Hongkong will be ef- 
fectively shut. 
The second hurdle, the across-the-board 
requirement that every PCCL graduate — 
whether a Canadian solicitor with 10 years' 
experience or a fresh law school graduate — 
complete the same two-year clerkship, is 
also not equitable. It is an undue financial 
disincentive to experienced foreign lawyers 
to qualify. Nor does it allow that much of the 
rience a seasoned foreign lawyer may 
bring to Hongkong is transferrable, and 
hence should be deemed to have satisfied, at 
least in part, the clerkship requirements. 
At a time when many professions in 
Hongkong are suffering the consequences 
of the brain drain, it is ironic that lawyers 
from other common law jurisdictions 
should face such hurdles in attempting to 
work in the territory. 
California 
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Article showed lack of respect 
The item Made for monkhood [PUBLIC EYE, 
11 May] was distasteful and disrespecttul. 
After the opening sentence, the Ven. 
Somdet is referred to simply as "Yanasang- 
worn." This hardly seems adequate for a 
personage of his station or, for that matter, 
for any Buddhist monk! 
Secondly, he was not born Charoen 


Suvatthano. His last name was Gachavatra. | 
Suvatthano was the Pali name given him at ' 


the time of ordination. 
In the third paragraph it was stated: "His 
redecessor, who died last August, was also 
chief abbot of Wat Bowornives.” His Holi- 
ness, the late Somdet Phra Sangharaja (Vas- 
sana Maha Thera) was chief abbot of Wat 
Raj Bopitra, not of Wat Bowornives. 

Another example: " . . . in 1956 
Yanasangwom was charged with chaperon- 
ing the young king . . ." When first read, it 
sounds as though the Somdet Phra 
Yanasangworn had been guilty of some 
heinous crime. 

Mysteriously absent from your article 
was any mention of the accomplishments of 
or the posts held by the new Supreme Pat- 
riarch. 

VEN. KANTASILO 


Cynicism of an armchair hawk 

The outstanding point about S. Rajarat- 
nam's THE 5TH COLUMN [4 May] was that it 
contained not a single reference to the well- 
being of the Cambodian people. Nothing 
could better illustrate the cynicism and call- 
ousness of Singapore's armchair hawks. 
Canberra ALASTAIR MORRISON 
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Soviet President 
Mikhail 
Gorbachov's 
historic visit to 
Peking put the 
formal seal on an 
end to 30 years of 
Sino-Soviet 
hostility. Although 
Soviet relations 
——————— with Japan are still a 
major stumbling block, Moscow has 
cleared a road to greater economic and 
political involvement in Asia and the 
Pacific, instead of direct military 
confrontation with the Western powers. 
But unexpectedly, Gorbachov found the 
limelight stolen by an outburst of Chinese 
demands for glasnost. What was to put the 
cap on Chinese leader Deng Xiaoping's 
career turned into a political deathknell as 
student pro-democracy protests 
burgeoned into a widespread popular 
movement, using Gorbachov's visit to 
humiliate the leadership. Peking bureau 
chief Robert Delfs analyses the momentous 
changes in both foreign relations and 
domestic affairs. He also examines 
expanding Sino-Soviet trade. Louise 
do Rosario looks at the dynamics of 
the student protest. From Moscow, 
Sophie Quinn-udge writes of Soviet 
admiration for Chinese economic 
boldness. 12 

Cover photograph by Bob Davis/THE STOCK HOUSE. 
Inset photograph by AP. 
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The Wrong Stuff 


Tokyo Broadcasting System recently 
claimed a coup over the government 

by announcing that the Soviet Union 
was allowing one of its employees 

on a Soyuz space mission to the Mir 
space station in January 1991, several 
months before the official Japanese 
astronaut takes part in a similar trip 

with a Soviet spacecraft. Now the 
company has received a series of threats 
from rightwing Japanese groups objecting 
to the ¥2 billion (US$14.7 million) deal 
with the Soviet Union. The employee, 

to be chosen next month for the mission, 
might have to move home in order to 
avoid similar threats. 


10 
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Khmer Rouge units operating near the 
Cambodian-Thai border have recently 
received an increase in Chinese arms 
supplies. Although it is unclear whether 
this was a temporary or longer-term 
arrangement, the upturn has puzzled 
analysts because it goes against recent 
progress in settling the Cambodian 
problem. Since the transit of Chinese arms 
is possible only with Thai military 
acquiescence, it might also underline 
contradictory approaches between Thai 
Prime Minister Chatichai Choonhavan 
and the military. 


Military Message 

Although attention is focused in the 
current India-Nepal confrontation on the 
failure to renew annual border trade 
agreements under the 1950 bilateral treaty 
of “everlasting peace and friendship,” 
there is a secret agreement between the 
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Singapore : Emigration 

The government is studying why 
Singapore professionals are emigrating 
and how to stop them 32 


Afghanistan : Civil War 

Government troops break the lengthy 
siege of Jalalabad, highlighting mujahideen 
weaknesses and leaving the Pakistan 
military undecided about offering direct 
support 34 


Pacific : China/Taiwan 
The two Chinas compete over trade with 
the small island nations 35 


South Korea : Dissent 
The mystery death of a student radical 


two countries which may make them 
virtual military allies. New Delhi sources 
said that in January 1965, the Indian 
foreign secretary and his Nepalese 
counterpart signed an unpublicised 
agreement for India to equip and finance 
the raising of three mountain brigades by 
Nepal. This agreement, though never 
implemented, also was never abrogated. 
The Indians claim that Kathmandu had 
agreed as well that all military equipment 
would be imported through India. This 
has contributed to Indian ire at Nepal, 
whose recent import of Chinese anti- 
aircraft guns and assault rifles through 
Tibet was the first arms transaction 
without Indian involvement. 


Cold Comfort Quarry 


China will provide labour and technology 
for a stone-quarrying project near Irkutsk 
in Siberia under a joint-venture 
arrangement now in the final stages of 
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erodes recent sympathy for the police as 
thousands gather for the anniversary of 
the 1980 Kwangju massacre 36 


Arts and Society 


Vietnam : Migration 

The central highlands feel the effects of the 
government's massive population 
redistribution programme 42 


Indonesia : Conservation 
Bandung preserves its colonial 
architectural heritage while Jakarta 
demolishes its Chinatown 43 


“here to put your money 


month WTPYM looks at the prospects 
for Australian stocks, the potential of 
airline counters, Taiwan funds, wine 
futures and the Bangkok market. 


Australian market 
Poised to pounce 52 


Taiwan funds 
Closed end, open door 54 


Wine futures 
The most liquid asset 56 


Bangkok stocks 
A premium on safety 58 


Business Affairs 


China: Finance 
Bankers begin to adopt a more cautious 
approach to their China lending 64 


1 tiation with the Soviet Union. Severe. 
conditions and lack of manpower are 
among the major problems Siberia faces. 


Lethal Assistance 


Although the US has 
not taken a formal 
decision, 
administration 
officials heavily 
favour providing 
lethal aid to the 
non-communist 
Cambodian resistance 
led by Prince 
Norodom Sihanouk. 
Some 12,000 automatic rifles and a number 
of mortars are likely to be supplied under a 
CIA-managed covert programme, thus 
avoiding open congressional debate. 
Britain and some Asean countries also are 
expected to offer military aid to the 
non-communist resistance. 


Sihanouk. 
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An increasing number of borrowers are 
being taken to court in Hongkong after 
defaulting on loans 64 


Thailand : Transport 

Bangkok opts to boost capacity at its 
existing international airport rather than 
buildanew one 66 

The government aims to reduce the 
country’s reliance on foreign shipping 
lines 67 


China: Agriculture 
Falling fertiliser production threatens 
China's harvests 69 


Japan — South Korea: Industry 

A joint Japanese-South Korean effort to 
raise ship prices begins to pay off. But the 
financial plight of South Korean yards 
remains desperate, while their Japanese 
rivals appear well placed to take advantage 
of rising demand 70 


Taiwan: Industry 

Top personal computer company Acer 
forms a microchip manufacturing joint 
venture with Texas Instruments 82 


Malaysia : Companies 

Hume Industries’ bid for debt-ridden 
Multi-Purpose Holdings looks like being 
thwarted by Kamunting Corp.'s rival 
offer 83 


South Korea : Companies 

Eight million people apply for shares in 
Korea Electric Power Co., which is being 
partly sold off by the government 84 


Spratlys Tensions 

China took over an atoll previously held by 
Vietnam in the disputed Spratly islands 
archipelago at the end of April. The move 
brought to seven the number of atolls 
being held by Chinese troops and added to 
the tensions arising from the various 
claims to all or part of the territory by 
Vietnam, China, Malaysia and the 
Philippines. The latest occupation also has 
put pressure on Malaysia, which maintains 
oil rigs within the area claimed by Peking. 
As a result, the Spratlys have been given a 
much higher priority in Malaysian defence 
planning. Kuala Lumpur has a military 
presence on some of the islands in the 


group. 
Illegal Immigrants 

Japan's Ministry of Labour has set up an 
office to deal with the problem of illegal 


foreign workers in Japan — but technically, 
the office itself is illegal. Funds to operate 
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the new office have been appropriated in 
the 1989 budget which was originally due 
to come into force on 1 April. But a 
parliamentary deadlock in the wake of the 
Recruit shares scandal means that the 
budget will now not come into force until 
the end of May. Officials staffing the new 
office are working in a corner of the 
ministry's Employment Policy Division. 


Hawkeye View 

Taiwan will purchase four Grumman E2C 
Hawkeye advanced-warning aircraft from 
the US, according to Taipei sources. 
Taiwan had wanted to buy the planes five 
years ago, but was refused because of 
sensitive US-China relations. But with 
Hawkeyes now also being sold to China, 
the Taiwan order has finally been 
approved. Delivery is expected in about 
two years. Taiwan will be allowed to 
purchase up to US$680 million worth of 
weapons from the US this year. 
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v i By Re Robert Delfs in Peking 





eetings between Soviet leader 
Mikhail Gorbachov and top 
Chinese leaders in Peking on 16 
oo. May marked the formal nor- 

malisation of state and party relations be- 
tween China and the Soviet Union after a 
bitter break of 30 years. But the summit ac- 





|... tivities were in many ways overshadowed 


^ by the resurgence of student unrest, with 
potentially momentous political implica- 
— . tions for China. 

S Although there were no breakthroughs 
| on specific issues, such as Cambodia or mili- 
* tary disengagement in the Pacific, Gor- 


m “pachov went out of his way to emphasise his 


eagerness to improve relations with Japan, 


which has remained relatively suspicious of 
<0 Soviet diplomatic initiatives. 


Meanwhile, the new, massive demon- 
strations during Gorbachov's visit have 


^c been a shocking blow to senior Chinese 


leader Deng Xiaoping. The intended politi- 
= cal symbolism of this summit, planned as 
^. the triumphant finale to Deng's political 


` = career, was lost in the shambles. 


um Instead, it emphasised the "star" quality 
of Gorbachov and his policies of perestroika 
= and glasnost. Although his visit has been 
= the opportunity, rather than the inspiration, 
.. Of the latest protest, it may mark the begin- 


e ning of cross-fertilisation of reformist ideas 


do between the two communist giants, which 
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Deng's position undercut at moment of history 


ne stage, two plays 


have up to now given opposite priorities to 
political and economic reform. 

In Shanghai, for example, students who 
had previously regarded Soviet-bloc coun- 
tries as "stupid" compared with the West 
have taken more note of recent political re- 
forms. Shortly before Gorbachov was due to 
visit the city on 18 May, posters appeared in 
its Fudan University which asked why 
China too could not enjoy glasnost, and stu- 
dents were drafting a letter in Russian to 
present to the Soviet leader. 

In his opening remarks to Gorbachov, 


On other pages 


Students seize on visit to press for 
reforms: 15. China's example 
inspires Soviet reformers: 16. 


which were later broadcast on television, 
Chinese Communist Party General Secret- 
ary Zhao Ziyang praised Deng's contribu- 
tions as a leader and said the party still 
needed his ^wisdom and experience" in de- 
aling with important issues. These remarks, 
aimed at the Chinese public, were an at- 
tempt to repair Deng's image as China's pre- 
eminent leader and an assurance Zhao was 
not seeking to usurp Deng's role. 

Although Zhao insisted that the earlier 
meeting with Deng was the "climax" of Gor- 
bachov's visit to China, it was clear that the 
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Soviets viewed the Zhao meeting as the cen- 
trepiece of the summit. A Soviet press 
spokesman described the Zhao-Gorbachov 
meeting as a "sincere, frank and friendly" 
discussion of party and ideological problems 
in an atmosphere that was "as if the two 
general secretaries had already met many 
times before." 

Zhao's remarks during the meeting, fo- 
cused on political reform, essentially reiter- 
ated the proposals he first outlined at the 
13th national party congress in 1987, ht 
with new stress reflecting the shift ir» 
party's policies since the student protests 
began a month ago. 


olitical and economic reforms must 

be “synchronised,” Zhao said. “It 

won't do if one outstrips the other 

or if one of them lags behind." But 
Zhao and Gorbachov agreed that demo- 
cracy does not require a multi-party systent. 
With the separation of party and state, Zhao 
said, and provided that a solid legal system 
exists and that the party exercises its leader- 
ship role within the limits of law, “I am con- 
vinced that citizens in China can enjoy true 
and actual democracy and freedom under 
the leadership of one party.” 

“We also have our hotheads who want to 
renovate socialism overnight,” Gorbachov 
told Zhao. “But this does not happen in real 
life, only in fairy tales.” The Soviet leader ex- 
pressed his confidence that the Chinese 











leadership would find a solution to the stu- 
dent crisis. 

Soviet diplomats said that Gorbachov's 
meeting with Deng was more conceptual in 
nature, focusing on the overall aspects of the 
two countries’ situations. The two leaders 
discussed Cambodia in detail, an official 
Chinese spokesman said, but did not reach 
any new agreement. Their two foreign 
ministers continued discussions. 

Deng praised Gorbachov's Vladivostok 
speech of July 1986, in which the Soviet 
leader offered crucial concessions towards 
resolving the stalemate in Sino-Soviet rela- 
tions. "In your speech," Deng said, "We, 
everyone in the world and I personally 
could see that your policy had a new content 

. I could see, a possibility that in 
your relations with the United States 
there could be a breakthrough and a 
way out, a possibility to turn from 
confrontation to dialogue." 

he first reports of Premier Li 
- 45 meeting with Gorbachov in 
the Chinese media said Li told the 
Soviet leader "capitalism has no 
monopoly on democracy, freedom 
or human rights." The two countries 
"should not return to the relation- 
ship which existed between them 
in the 1950s," Gorbachov told Li, 
"nor should they continue the poli- 
tics of confrontation which charac- 
terised the relations of the 1960s and 
1970s." 

But the bulk of Li’s meeting with 
Gorbachov was taken up with sub- 
stantive state issues, including plans for 
joint cooperation on resolving border issues. 
Although no specific agreement on border 
issues was reported, it was agreed that con- 
sultations would be upgraded to the foreign 
minister level, a Soviet press spokesman 
said. 

"We stand for radical military détente," 


Gorbachov told Li, suggesting that the Sino- 
Soviet relationship could ultimately be 
guarded "only by friendship." The Soviet 
leader said all Soviet troops would eventu- 
ally be withdrawn from Mongolia and pro- 
posed bilateral military consultations, which 
he said would reduce the possibility of mili- 
tary confrontation. 


any Chinese military leaders, 
however, believe that the Soviet 
Union is still China's most 
threatening long-term potential 
geopolitical rival, making military coopera- 
tion a sensitive issue for the Chinese side. 
Periods of cordiality have been the exception 
rather than the rule in the centuries of see- 








Gorbachov and Deng: new ground. 


sawing ascendancy of the two countries in 
Central and Northeast Asia. 

There were no military figures among 
Gorbachov's entourage on the summit visit. 
In contrast, China maintains a low-key and 
informal but significant military relationship 
with the US, including frequent and high- 
level exchanges. This military dimension 


was pointedly symbolised by the visit by US 
naval vessels to Shanghai on 19 May. The 
port call, originally scheduled for 18 May, 
which was also the day of Gorbachov's 
stopover in Shanghai, was postponed by 24 
hours at the last minute. 

Gorbachov expanded on a previous pro- 
posal to demilitarise the Sino-Soviet border 
in his 17 May speech. In addition to 
eliminating intermediate- and short-range 
nuclear missiles pursuant to the May 1988 
agreement with the US, Gorbachov an- 
nounced that a reduction in troop strength 
in the eastern Soviet Union by 200,000 men 
would include 120,000 in the Soviet Far East. 
The cuts would remove 12 divisions of 
ground forces, disband 11 air force regi- 
ments and take 16 warships from the 
Soviet Pacific fleet. Western esti- 
mates put Soviet forces in the region 
at 750,000 troops. 

"We have started restructuring 
our forces deployed along the Soviet- 
Chinese border to bring them fully in 
line with the principle of reasonable 
self-sufficiency,” Gorbachov said. 
“We are prepared to work for the 
withdrawal, on terms to be agreed 
with China, of [all] military units and 
armaments from border areas leav- 
ing only personnel required for per- 
forming routine borderguard 
duties.” 

Although Zhao and Gorbachov 
may agree that multi-party competi- 
tion is not necessary for socialist 
democracy and that their two coun- 
tries face similar problems, China is clearly 
unenthusiastic about any common ideo- 
logical approach to these issues. Chinese 
leaders rejected a suggestion from the 
Soviets that their joint communique con- 
tain a clause on "socialist solidarity,” 
sources said. Inter-party relations, Zhao said 
to Gorbachov, should be carried out on 


1987: Moscow announces withdrawal of mechanised division 


1986: 
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new consulates in Leningrad and Shanghai. Yao Yilin 
signs five-year trade agreement in Moscow. 

Deng asks Rumanian leader Ceausescu to pass message 
to Gorbachov proposing Sino-Soviet summit on con- 
dition that Vietnam withdraws troops from Cambo- 
dia. 

Li Peng meets Gorbachov during a surprise visit to Mos- 
cow on way back to Peking. from France and Czechos- 
lovakia. 

Gorbachov's speech at Vladivostok announces Soviet 
Union will withdraw troops from Afghanistan in stages, is 
willing to accept boundary at mid-channel of river along 
Sino-Soviet border and discuss pull-out of troops from 
Mongolia. 

In an interview, Deng says if Soviet facilitates Vietnamese 
withdrawal form Cambodia he will meet Gorbachov any- 
where in the world. 

Agreement to re-open Sino-Soviet boundary talks at the 
vice-foreign minister level at the ninth round of normalisa- 
tion talks in Peking. | 


1988: 


1989: 


from Mongolia. First round of boundary talks held in Mos- 
cow. Gorbachov proposes summit with no precondi- 
tions. 

Work groups of delegations to the border talks hold first 


meeting in Moscow on eastern sector of Sino-Soviet bor- - 


der. Geneva agreement on Afghanistan signed, providing 
for Soviet withdrawal over nine months. Chinese Govern- 
ment statement calling for quadripartite coalition in Cam- 
bodia to introduce elections after Vietnamese withdrawal 
with international supervision. Gorbachov, in Kras- 
noyarsk speech, offers further effort to resolve Cambodian 
issue and prepare for a summit. Deng indicates summit 
possible in 1989 and that normalisation of Sino-Soviet ties 
will not harm relations with other countries. Chinese For- 
eign Minister Qian in Moscow for talks in preparation for 
Sino-Soviet summit. 

Soviet Foreign Minister Shevardadze in Peking, agrees on 
dates for summit meeting and signs nine-point statement 
on Cambodia. ie 
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the four principles of independence, full 
equality, mutual respect and non-interfer- 
ence. 

The Soviet leader touched on common 
problems of economic reform faced by 
China and the Soviet Union in his public 
speech. “Radical economic reforms were 
launched earlier in China than in the Soviet 
Union,” Gorbachov said. He described 
revolutionary perestroika as a dismantling 
of the bureaucratic command system that 
took shape in the Soviet Union in the 1920s 
and early 1930s and the complete re- 
storation of Lenin's ideas and 
socialist principles to their true status. 

"Genuine progress can only be 
achieved if the alienation of workers 
from property is overcome and if 
they become real masters enjoying 
full rights at their factory or plant, at 
their collective or state-owned farm, 
their institute or research labora- 
tory." But the Soviet leader said 
perestroika "does not mean any rela- 
xation of the coordinating and reg- 
ulating functions of the central au- 
thorities." 

Gorbachov's very choice of class- 
ical socialist terminology in these re- 
marks suggests the size of the gap be- 
tween Soviet perestroika and 
Chinese economic reforms. There is 
no suggestion here that Soviet farmers 
should till their own land, no sense that rad- 
ical ownership reforms may be necessary to 
overcome the "alienation of workers from 
property," nor any prospect that the Soviet 
Union contemplates releasing a significant 
proportion of its national economy from any 
form of direct state control, as is already the 
case in China. 

"Their problems are completely the op- 
posite," an analyst asserted. "The Soviet 
Union's tentative economic reforms so far 


E Z4 


Student confronts troops: challenge. 


have not even begun to kick-start their stag- 
nant economy, while the China problem is 
that reforms have gone so far that the econ- 
omy is out of control." 

The summit represents the culmination 
of a gradual process of normalisation that 
began seven years ago and the substantial 
success of Peking's efforts over two decades 
to counter the threat to Chinese security 
posed by Soviet military expansion in the 
Brezhnev era. 

The 1990s will see the maturing of a trian- 
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gular strategic relationship in which Peking 
occupies a position equidistant between the 
two superpowers, enjoying basically 
friendly relations with both but aligned with 
neither. As the weakest side of the triangle, 
both economically and militarily, China 
seeks to concentrate its energies on eco- 
nomic development and to minimise the 
likelihood of military tension with either the 
US or the Soviet Union. 

China sees the new prosperity of Japan, 
Western Europe and Fast Asia as related to a 


gradual relative weakening of the two 
superpowers and a dissolution of their re- 
spective blocs. Friendly non-alignment 
gives China greater leverage to deal inde- 
pendently with these countries, particularly 
Japan — which China views as the rising 
power in Asia — and also the increasingly 
autonomous countries of Eastern Europe. 

For the Soviet Union, normalisation of- 
fers an opportunity to establish and broaden 
ties with prosperous non-communist Asian 
countries which, also threatened by 
Moscow's military expansion in 
Asia under Brezhnev, have align- 
ed with China and the US in oppos- 
ing Vietnam's occupation of Cam- 
bodia. 

That process is already under 
way. The opening of economic rela- 
tions between South Korea and the 
Soviet Union newly upgraded rela- 
tions with Asean countries, and 
high-level consultations bet: 1 
Thailand and Vietnam point t > 
kind of realignments Moscow is 
seeking in Asia. 

Only Japan has so far resisted 
Gorbachov's wooing. Following the 
initial cross-recognition between Pe- 
king and Washington in the early 
1970s, Tokyo quickly followed suit, 
becoming China's second-largest 
trading partner. 

Japan has stood apart as Gorbachev's 
Moscow and Reagan's Washington came 
to new terms, and Sino-Soviet normalisa- 
tion will not, in itself, provide the basis 
for improving Soviet-Japanese ties. Al- 
though Gorbachov interrupted his 17 May 
speech with an ostensibly impromptu call 
for “full-blooded” relations with Japan, he 
has yet to offer Tokyo the kind of sacrificial 
opening gambit that has become his 
hallmark. e 


Raw materials and primary products dominate the trade us - 


both sides. Finished goods 
30% of total bilateral trade. China's e» 


are believed to represent less than 
exports to the Soviet Union 


Trade on track 


Sino-Soviet trade has more than doubled in the past five years, 
reaching US$3.23 billion in 1988 — more than 10 times as much as 
in 1981, before the process of normalisation began. But the Soviet 
Union still trails a distant fifth among China's trading ers, 
accounting for only 3.1% of China's total foreign trade, while 
China accounts for less than 296 of Soviet trade. 

Despite high hopes and strong rhetoric — especially on the 
Soviet side — post-summit economic relations between the two 


. socialist giants will likely remain marginal for some time to come, 
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though of increasing importance to their border regions. Both 


will continue to focus their efforts on developing exports for 


hard-currency markets, not barter trade with each other. While 
limited opportunities for technology transfer and investment do 
exist — notably in refurbishing old Soviet-designed plants and in 
some areas of materials ing — China will continue to look 
mainly to the US, Western Europe and Japan. 
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consist mainly of agricultural products and textiles, while the 
Soviet Union supplies China with fertiliser, steel and non-ferrous 
metals, cement, timber, chemicals and some machinery. The 
trade is run on a barter basis, denominated for convenience in 
Swiss francs on the basis of negotiated prices, which often bear 
scant relationship to the marketplace. | 

Ambitious plans for three-way cooperation in developing the 
natural resources of the Soviet Far East with Chinese labour still 
lack the vital third party to pay for it. Japan, the obvious source of 
long-term capital to make this vision a reality, remains cool to 
both the political logic and economic prospects of these projects. 

But bilateral labour exchange is likely to see additional 
growth. In practice, this is another form of barter trade, in which 
Chinese workers work in the under-populated Soviet Far East in 
exchange for Soviet goods — primarily standard Soviet export 
products such as timber, steel and fertiliser. | 

More than 8,000 Chinese workers have been sent to the Soviet 
Union since the first service contract was signed in 1986 to work 
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Ete SUMMIT 2 


Students seize on visit to press for reforms 


Safety in numbers 


By By Louise do Rosario - do Rosario 


hinese students seized on the summit 
C as their last major opportunity to 

pressure the government on their de- 
mands for democratic reform. From a 
hunger strike in Peking's Tiananmen Square 
that seemed at first a desperate bid by a 
hardcore few, the latest protest has 
broadened into the political system's most 
serious challenge in the post-Mao era. 

Tens of thousands of professionals and 
workers — including journalists, professors, 

1tists, artists, civil servants and industri- 
— ."orkers — joined students to march for 
the first time since student demonstrations 
began in mid-April after the death of former 
Chinese Communist Party chief Hu 
Yaobang, showing deep public discontent 
towards the government and widespread 
sympathy for the students. 

The most stunning retreat by the govern- 
ment and party so far was represented in the 
appearance of objective, if brief, coverage of 
the protest on state television. Film of un- 
conscious students being placed on stretch- 
ers and rushed from Tiananmen by ambu- 
lance had an electrifying effect. The de- 
teriorating health of the fasters held the gov- 
ernment to ransom, the possibility of 
fatalities putting a time limit on its reaction. 

As the ferment spread, the pressure in- 
tensified with serious traffic jams, absen- 
teeism as more people took to the streets 
and a general sense of chaos and great politi- 


cal uncertainty. By 17 May, the city had been 
brought to a standstill, with hundreds of 
thousands of banner-carrying citizens 
marching through the streets. 

Protests were also reported in Shanghai, 
Nanjing, Xian, Chengdu, Harbin and 
Shenyang. In Shanghai, about 70 students 
began a hunger strike in front of the munici- 
pal offices, supported by about50,0000others. 
At the city's Fudan University, some 300 
academics signed a petition in support of 
student demands. Although such profes- 
sionals, with more to lose than students, 
showed varying degrees of hesitancy, a feel- 
ing prevailed that to back off would invite re- 
prisals. 


government had ordered Tianan- 

men be kept clear for an official wel- 
come for Gorbachov — showed that once 
again, the party authorities had made a 
gross misjudgment. When the students 
announced on 4 May an end to a two-week 
class boycott, the party assumed the move- 
ment was close to an end and did not re- 
spond promptly to demands raised by 
hardcore student leaders who continued to 
protest through bicycle parades in Peking. 
Many students, however, felt angry, de- 
jected and restless. 

So unusual in China is such a spontane- 
ous vote of non-confidence in the govern- 
ment that the outcome will defy the normal 
rules of Chinese politics. The political 


T he latest calling of official bluff — the 


scapegoats could comprise an entire spec- 
trum of leaders, rather than just one faction 
as in the past. Only a major reshuffle would 
enable the party and government to declare 
the start of a new chapter. 

So far, slogans have called for the resig- 
nations of elder statesman Deng Xiaoping 
and Premier Li Peng, but not the overthrow 
of the government or the party. The stu- 
dents want an open apology for the pro- 
vocative People's Daily editorial of 26 April, 
which called their movement a conspiracy, 
and reforms to guarantee free speech. 

The party had repeatedly refused to hold 
the kind of public, high-level dialogue the 
students have demanded, because this 
would give legitimacy to ad hoc student 
bodies and possibly set a precedent for unof- 
ficial organisations in other sectors. Few top 
leaders seemed willing to expose them- 
selves in public to the sensitive questions 
students would certainly raise. 

Two politburo members, Li Tieying and 
Yan Mingfu, have started to hold closed- 
door meetings with student representatives, 
but with no immediate agreement. Li and 
Yan, both in their 50s, are known to be 
among the most capable and open-minded 
of the younger leadership. The government 
took other conciliatory measures, announc- 
ing that the National People's Congress 
would meet in early June to discuss the stu- 
dent demonstrations and a much-delayed 
press law. Peking party secretary Li Ximing 
and mayor Chen Xitong, both of whom is- 
sued harsh warnings to students two weeks 
ago, went to Tiananmen early one morning 
to try to persuade the students to leave. 

In a last-minute concession to the stu- 
dents, party General Secretary Zhao Ziyang 
made a passionate plea on 17 May for them 
to end their strike, pledging no revenge. 
His concession appeared too late and too 
little. E 
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-ın farming, forestry, construction and industry. The estimated 
contract value for the 25 service projects implemented over 1986- 
88 reportedly exceeded US$100 million — oe again this 
nominal valuation must be treated with 

. One example: in April, Suifenhe City in China’ s northeastern 
Heilongjiang province sent the first batch of what will eventually 
be 165 Chinese technicians and workers to work at a Soviet re- 
frigerator factory in Ussurijsk. They will be paid in Chinese cur- 
3,5 2 a (US$1,880) — plus a re- 


The bulk of Sino-Soviet frie: so far takes place between 
Heilongjiang and the Soviet Far East, and the number of trade 
ports in this region was recently doubled to 12. Capacity on the 


2 three railways linking China and the Soviet Union — two going 


. .. east and west from Harbin, and one across Mongolia to Irkutsk 

|... — is already saturated. 

. . Partly as a result of limited rail capacity, trade growth is in- 
. creasingly due to expansion of border trade. Sino-Soviet border 

trade more than doubled last year, reaching the equivalent of 

US$274 million, following agreement in mid-1988 on links be- 

|. tween border regions. 


| 





While n le in size relative to the total foreign trade of 
both countries, such local trade can be critically important to the 
border regions themselves, which are under-developed and dis- 
tant from their respective national economic centres. 

The focus of border trade up to now has been the eastern sec- 
tor, but the best prospects for future development lie further 
west. The long-awaited completion i in late 1990 of the railway 

China's Xinjiang region to the Turk-Sib Railway at Alma 


Alta in Soviet Kazakhstan will establish the possibility of large- 


scale trade between China’s Far West and the Soviet Central 
Asian republics. Urumqi, capital of Xinjiang, is more than 3,000 
km by rail from China's nearest seaport. Internal freight costs 
make it difficult for Xinjiang to compete with coastal-based pro- 
ducers even in domestic markets, much less internationally. 
Moscow extended a concessionary loan of US$82 million last 
year to help finance completion of the remaining 240 km link be- 
tween Usu and the border. Under a bilateral agreement, both 
countries are also supplying additional credits to the project in 
the form of commodities. Transfer of cargo may still be necessary 
after the railway is finished due to different rail gauges in China 
and the Soviet Union. 
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China's example inspires Soviet reformers 


A model for reform 


By Sophie Quinn-Judge in Moscow 


teadily growing numbers of Soviets 

are visiting China to see the reform 

process in action. They write about 
their travels with the enthusiasm of Western 
political tourists of an earlier era and by now 
their reports have become routine reading in 
the Soviet press. 

But in June 1986, when a long article 
entitled “Conversations About Economic 
Reforms in China” appeared in the weekly 
Literaturnaya Gazeta, it came as a jolt. “It 
was slightly heretical and showed that 
radical reformers were ready to confront 
the prejudices of Soviet ideology," re- 
marked a Western observer of Sino-Soviet 
relations. 

Ideologist Feodor Burlatsky prefaced his 
article by saying: “What interests us most of 
all now are the facts, and how these are in- 
terpreted in China.” The growth rates in ag- 
riculture and industry speak for themselves. 
For the Soviets, ascertaining the facts of their 
own economic stagnation has been a major 
part of the battle for reform. By 
the 19th party conference in 
mid-1988, Mikhail Gorbachov was 
forced to admit that the leader- 
ship had only just managed to 
figure out what was wrong with the 
economy. 

While the Chinese reformers 
came to power with the explicit aim 
of reversing the excesses of their Cul- 
tural Revolution in the 1960s and 
1970s and of the earlier Great Leap 
Forward period, the task ahead of 
Gorbachov's team in 1985 was not so 
clear. Their declared aim was to stage 
a technological revolution in the 
Soviet Union — there were no state- 
ments about correcting the ideologi- 
cal excesses of Stalinism. In 1983, 
after all, the leadership had declared 
the Soviet Union to be at the beginning of 
the "stage of developed socialism," pro- 
gressing towards full communism. 

Even now, after the March party plenum 
which established the right of families and 
voluntary cooperatives to hold long-term 
land leases, there are many shades of opin- 
ion about the damage done by forced collec- 
tivisation. 

"The myth that a socialist society was 
created under Stalin's leadership has proved 
amazingly viable," Soviet economist Yury 
Shishkov said in a round-table discussion on 
the stages of socialism, published in the 
journal Far Eastern Affairs earlier this year. 
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"Furthermore, both [former Soviet leaders] 
Khrushchev and Brezhnev continued 
ideological doctoring of the results achieved, 
thereby deceiving Soviet and world public 
opinion, and keeping up the illusion that 
communism was around the corner,” 
Shishkov said. 

Now, in the view of one Soviet scholar, 
the main thing his country has to learn from 
the Chinese is the willingness to deepen the 
economic dialogue. “The Chinese are de- 
voted to real results,” he said. In other 
words, the Soviets may be ready to accept 
Chinese leader and chief reformer Deng 
Xiaoping’s maxim that it doesn’t matter 
whether the cat is black or white, as long 
as it catches mice. And very few people 
doubt that the highly centralised Stalinist 
system still in place is failing this test of effi- 
ciency. 

Despite their recognition of the rapid suc- 
cess of Chinese reforms, the Soviets still pre- 
fer to look for inspiration to their own 
sources of change — mainly Lenin's 
thought of the new economic policy period. 





Gorbachov's agricultural adviser, Aleksandr 
Nikonov, who Western experts say is re- 
sponsible for promoting the lease contract, 
goes to the writings of Chaianov, an agricul- 
tural economist shot in 1937. 

Hungary also provides a model, one 
closer to the Soviet level of development. 
Both China and the Soviet Union have been 
influenced by the Hungarian move from 
planning by directive to general guidelines, 
though the Soviets have yet to decide 
whether they will implement such a change 
in their next five-year plan. 

But clearly, close observations of the 
Chinese reforms are being made, even 
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though they have not been the subject of a 
full-scale debate. Economist Otto Latsis, of 
the editorial board of the party theoretical 
journal Kommunist, was one of the Soviet 
journalists invited to China's 13th party con- 
gress in 1987. His detailed descriptions in 
Kommunist (March 1988) of China's reform 
of wholesale trade and prices leave little 
doubt that he saw these as pertinent exam- 
ples for the Soviet Union to look at. 

But he also writes, with a touch of wist- 
fulness, that the Chinese centres for 
wholesale trade have much in common with 
the trading syndicates organised by Soviet 
industry in the 1920s. "In the 1950s we 
didn't remember our own experience of the 
20s," he wrote. "We didn't talk about it to 
our friends, who were just starting out on 
the path of socialist construction." 

The Chinese success in attracting foreign 
investment and developing joint ventures is 
clearly one source of inspiration for Soviet 
policy. "Certainly the Soviets have stu 
very carefully the Chinese experience .. 
tween 1979 and 1987," said West German 
trade counsellor in Moscow, Wolfgang von 
Lingelsheim. "They also took into account 
the experiences of Hungary and Yu- 
goslavia, but the results in China have 
been much more impressive," he added. 
Some of the organisational measures taken 
when the Foreign Trade Ministry was reor- 
ganised reflect Chinese influence — for 
example, the transfer of certain foreign trade 
organisations to the industrial minis- 
tries. 

"But you can also see areas where 
the Chinese example has been neg- 
lected," von Lingelsheim said. One 
of these is the failure to devolve real 
power over foreign trade to the 
union's republics. ^The most striking 
success of foreign trade in China in 
thé last five years has come in trade 
under the supervision of the nro- 
vinces, he said. On paper, 
Soviet Government has bestowea 
trade rights on the republics, but in 
reality the centre retains control over 
most commodities, including timber, 
oil and gas, fish and metals. This 
leaves the republics with very little. 

Estonian economists and those 
responsible for development in the 
Soviet Far East are still looking closely at the 
Chinese experience with open cities. The Es- 
tonians, though resigned to the fact that 
they may not get the go-ahead to establish a 
special economic zone (SEZ) soon, plan to 
use aspects of the Chinese model in a transi- 
tional phase. 

One thing they are considering is open- 
ing customs-free zones in their seaports. In 
the Far East, too, there is discussion of mak- 
ing Nakhodka an open city, without at- 
tempting to develop a SEZ. Specialists 
believe that the lack of infrastructure 
and labour supplies would make this 


risky a 
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If you're in a growing business, you know 
that information plays a vital role in sustaining 
that growth. Information doesn't just keep you 
up to date, it helps you get ahead — to see 
new opportunities and manage from strength. 


That's what the AS/400™ is all about. 


The IBM AS/400 family of business computers 
is the essential tool for companies with strong 
upward momentum. It has growth built right 
into its design, allowing you to start small and 
add computing power easily as your business 
needs expand to new applications and 
additional workstations. From a couple of users 
to a couple of hundred users, you build 
logically, without re-writing your applications 
or re-training your staff. 


That powerful growth idea is making the 
AS/400 one of the most successful computer 
families in the industry. And it’s an even 
better story today with the addition of new 
models and new capabilities. Larger companies 
can now grow even farther with the 
introduction of the new top-of-the-line B70. 
And smaller companies will find more 
expansion potential in our popular B10 and 
B20 models. Our product family keeps growing 
because businesses like yours keep growing. 


We're in the results business 


W- 
ed like to tell you 


the whole AS/400 story. 
To get a free brochure 
describing the entire 


family and how it can 


help your growing 
business, rip the strip 
and clip your business 
card. Send it to: 


IBM World Trade Asia Corporation 
Advertising/Promotion Centre 

Level 32, One Pacific Place 

88 Queensway, Hong Kong 
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SAn FRANCISCU 


One of the easiest ways to 
reach key business centers 
in the States is through 
San Francisco, United's golden 
gateway. 

From San Francisco, United 
has connections to more than 
80 US. cities. 

But first, we make it easy to 
get to San Francisco. With 
three nonstop flights daily from 
Tokyo. Daily nonstops from 
Hong Kong, Seoul and Osaka. 
And starting in June, three a 
week from Taipei. 

United also offers some tasty 
benefits? 

Such as concierge service, 
with its host of special travel 
services for those flying First 





Class. Upgrades to First Class 
on direct connecting flights in 
the U.S. for Business Class 
travelers. A preferred hotel 
plan for both classes. 

There's also United's Mileage 
Plus Program, which earns you 
credits toward free trips and 
service upgrades. 

So on your next trip to the 
States, get a leg up on travel. 
Book the Pacific leg of your trip 
through the gateway that leads 
to more of America. To 
San Francisco and beyond. 

Call your travel agent. Or call 
United. 


* United concierge service not available in Beijing 
and Shanghai. First Class upgrades in U.S. 
subject to seat availability. Certain restrictions 
apply. Call United for details. 
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UNITED RESERVATIONS AND INFORMATION 

e TOKYO (03) 817-4411 € OSAKA (06) 271-5951 e NAGOYA (052) 571-5488 

e SEOUL (02) 757-1691 € BEIJING (01) 5128888 e SHANGHAI (021) 553333 

e HONG KONG (05) 810-4888 @ TAIPEI (02) 735-8868 € MANILA (02) 818-5421/25 
e SINGAPORE 220-0711 € BANGKOK (02) 253-0558 

e KUALA LUMPUR (03) 2611433 @ JAKARTA (021) 361707 

e AUCKLAND (09) 793-800 e SYDNEY (02) 233-1111 e MELBOURNE (03) 602-2544 





Routes and schedules are subject to chant 
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BRIEFING 


Komei party member 
resigns over Recruit 


> Katsuya Ikeda, a member of Japan’ s 
opposition Komei (clean government) 
party, has announced that he will resign 
from parliament and quit the party because 
of his involvement in the Recruit shares 
scandal. Ikeda is the second opposition MP 
to resign because of Recruit. He is suspected 
of having received money from the 
company to lobby for the retention of 
restrictions on early recruitment of 
university graduates by private companies. 
The restrictions, which are still in force, 
helped create a demand for Recruit's 
employment magazines. Ikeda was 
questioned by the Tokyo Public Prosecutor's 
office for the second time on 17 May. 
"-—~er chief cabinet secretary Takao 

ami has similarly been questioned. 


Mass graves found 

in Philippines 

9 Guided by a rebel returnee, the 
Philippines military has uncovered mass 
graves in three sites in Laguna and Quezon 
provinces, southeast of Manila, which they 
say hold the bodies of dozens of victims of a 
communist New People's Army purge. The 
remains of about 30 victims have so far been 
found, but government intelligence officials 
believe as many as 70 cadres suspected of 
being military deep penetration agents 
were killed, mostly following a series of 
reverses the movement suffered in late 
1988. Among those executed in so-called 
Operation Missing Link are thought to be 
members of the Southern Tagalog regional 
party committee. 


arto postpones 

visit to Moscow 
P Plans for Indonesian President Suharto 
to visit Moscow in June have been 

stponed because of Soviet President 
Mikhail Gorbachov's busy schedule. 
Suharto was to include Moscow on an 
itinerary that will take him to Europe and 
the US, but the Soviet side has long insisted 
that October would be a more convenient 
time for the visit. Soviet sources in Jakarta 
said there was currently no firm date for the 
visit. 


US envoy calls for 

openness in Indonesia 

> Outgoing US Ambassador to Indonesia 
Paul Wolfowitz called for more political 
openness in the country. Acknowledging 
the relationship between political stability 
and economic development, Wolfowitz 
said: "Long-term stability requires an ability 
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to manage change and adapt to change as 
well." Alluding to the current debate in 
Indonesia over the presidential succession, 
Wolfowitz said: "We are already beginning 
to see the unfolding of a new chapter in 
Indonesian history as the generation of the 
revolution gradually hands over power to a 
younger generation." 


Bhutan bans television 

to protect culture 

> Bhutan has returned with thanks a 
consignment of television antennae given it 
by India on the grounds that it wants to 
protect its national culture. Bhutan does not 
have a television station of its own and its 
people have in the past watched Indian 
broadcasts. The Bhutan Government has 
ordered the dismantling of all existing 
television antennae, beginning with the one 
at King Jigme Singye Wangchuk’s palace. 
Bhutan emphasised that the ban on 
television was not an anti-India move. 


Social indicators 


Child immunisation in 
Southeast Asia* 
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“Percentage of one-year-olds fully immunised in 1986 
! Diphtheria, pertussis (whooping cough) and tetanus 


Source: World Resources 1988-89 














Soviet troops withdraw 
from Mongolia 


> The Soviet Union began the withdrawal 
of some 850 tanks and 8,000 men and their 
dependants on 15 May as part of a phased 
pull-out in 1989-90 of 75% of troops 
stationed in Mongolia. Anti-aircraft 

missile units were pulled out of Choyr, 
south of the capital Ulan Bator, while the 
tanks were elements stationed in the Soviet 
base at Ulaan Orhon, in the northwestern 
province of Bulgan, 120 km from Erdenet. 
Unmarked on maps, the base is being 
handed over to Mongolia and will 
accommodate some 15,000 Mongolians in 
modern flats, said the provincial party first 
secretary Samdangiyn Lhagvasuren. 
According to Col-Gen. Dmitriy Grinkevich, 
chief of staff of Soviet ground forces, 
altogether some 50,000 men, 1,100 
armoured personnel carriers, 820 artillery 
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pieces, 190 aircraft and 130 helicopters will 
be withdrawn from Mongolia. 


Singapore floats proposal 
for restricting MPs’ terms 
> A policy of 
allowing elected MPs 
to serve only one or 
two terms is being 
explored by the ruling 
People's Action Party, 
said Singapore First 
Deputy Prime 
Minister Goh Chok 
Tongon14May.Goh  Goh. 

said that given the 

paucity of talent in Singapore and the 
reluctance of Singaporeans to enter public 
life, a plan to enlist them in a pre- 
determined short stint in public life might 
be the best solution. Such a policy also 
might remove the stigma currently attached 
to those Singaporeans who enter public life 
but who are later dropped by the party, he 
said. 





Indo-Pakistan dispute 

over Siachen hots up 

» Indian military officials say Pakistan is 
shelling Indian positions in the disputed 
Siachen glacier region in an attempt to 
disrupt its lines of communications to rear 
areas. Indian diplomats, however, are 
playing down the alleged artillery assault to 
prevent its possible adverse impact on a 
series of ministerial-level talks between the 
two countries, due to begin on 20 May, that 
will address this and other bilateral issues. 
The glacier lies where India, Pakistan and 
China meet — close to Afghanistan's 
Waukhan salient, which separates Pakistan 
from the Soviet Union. In May 1988, on the 
eve of a meeting between the two countries" 
defence secretaries, the Indians had 
similarly reported conflict on the glacier. 
The relatively warm summer months offer 
the two opposing armies a chance to renew 
efforts to dislodge one another. 


South Korean teachers 
seek right to form union 


9 More than 5,000 teachers held rallies 
throughout South Korea on 14 May to 
launch their campaign for the formation of a 
trade union. The Education Ministry is 
strongly opposed to the campaign and has 
reminded teachers that their actions are 
illegal. The call for a union follows 
increasingly aggressive moves in recent 
weeks by education authorities aimed at 
stemming the spread of political activity 
among teachers. Several teachers suspected 
of leftwing leanings have been investigated. 
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MALAYSIA 


Mahathir pushes Razaleigh back to home ground 





By Suhaini Aznam in Kuala Lumpur 


fter the turmoil of the past two years, 
A Malaysian politics seems to be enter- 


ing a quieter phase of consolidation, 
though Prime Minister Datuk Seri Mahathir 
Mohamad’s final campaign against his last 
major rival, former finance minister Tunku 
Razaleigh Hamzah, is just beginning. 

Mahathir's new United Malays National 
Organisation, or Umno (Baru) is now a year 
old and in a dominating position, boasting 
1.28 million members. His rivals in Seman- 
gat '46 (Spirit of 1946, referring to the year of 
the original Umno's founding), the splinter 
group led by Razaleigh, have failed two con- 
secutive tests with their support for the 
Chinese-led Democratic Action Party (DAP) 
failing to attract votes away from the Umno 
(Baru) partner in the ruling National Front, 
the Malaysian Chinese Association (MCA). 
The future of the nebulous Razaleigh-DAP 
cooperation is now in doubt. 

Attention is now focusing on a by-elec- 
tion for a state seat in Trengganu to 
be held in June. This will be a direct 
test of political appeal in the Malay 
heartland — the northern and east- 
ern peninsular states of Kelantan, 
Trengganu, Kedah and Perlis — be- 
tween Umno (Baru) and Semangat 
‘46. It is here that Razaleigh has now 
been forced to retreat in the hope of 
turning the tide. 


k 


Razaleigh is very much the local X 


me 


hero in Kelantan, being a member of 
its ruling family and having the sul- 
tan visibly opposed to Mahathir. One 
senior businessman allied to the Ma- 
hathir camp conceded that as much 
as 75% of Kelantan is solidly with 
Razaleigh, discouraging any plans or 
speculation of a general election 
this year. But Kelantan alone is not 
enough to win Razaleigh control of the 
country and the prime ministership. 
Moreover, Razaleigh’s game-plan is 
based on an extremely odd coalition at- 
tempt. In conjunction with the opposition 
Parti Islam (Pas), a fundamentalist Muslim 
group, his Semangat ‘46 is courting the 
Malays, while at the same time it backs the 
secular, socialist and ostensibly multiracial 
DAP in appeals to urban Chinese voters. The 
two alliances could lose Razaleigh his mod- 
erate Malay nationalist appeal in the centre. 
The more months that pass between the 
fraught 1987 Umno elections and its dere- 
gistration in February 1988, the weaker be- 
comes Razaleigh’s hold on the Malay mid- 








The Sultan of Johor and Mahathir: nostalgia. 


Bid for the heartland 


dle-of-the-roader. Increasingly, those who 
remain with him tend to be those who bear a 
grudge against Mahathir and his allies, 
against their style rather than their policies 
of administration. The rest have grown 
rather weary of battle. 

In the latest by-election, on 13 May in the 
Bentong parliamentary seat just east of 
Kuala Lumpur, the National Front beat the 
DAP soundly, polling 60% of the votes to the 
DAP's 30.7%. The victory itself was not a sur- 
prise, given that Bentong’s last MP, health 
minister Tan Sri Chan Siang Sun, had held 
the seat for the government for seven suc- 
cessive terms until his death in March. But 
the margin of victory was a surprising 1,700 
votes more than even Chan himself had ob- 
tained in 1986, underlining the maxim that 
rural voters vote establishment. 

The campaign was relatively subdued, 
the issues parochial. On the National 
Front side, Deputy Prime Minister Ghafar 
Baba led the Umno (Baru) support for the 
MCA candidate, longterm Pahang state MP 
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Datuk Lim Ah Lek. He reminded voters that 
the government had provided them with 
electricity, water, schools and land — an im- 
portant vote-grabber in a land of Malay 
farmers and Chinese vegetable growers — 
and promised several more parcels of rural 
development aid. For its part, the DAP al- 
leged that Lim had applied for permanent 
residence in Australia — a charge hotly 
denied by the MCA, which said it had a letter 
from the Australian High Commission stat- 
ing it had no record of such an application. 
The DAF's charge-list of government mis- 
deeds — corruption, mass arrests and al- 
leged torture under the Internal Security 
Act, the suspension and sacking of judges 
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last year — was lost on rural voters. The gov- 
ernment had released DAP chief Lim Kit 
Siang a fortnight earlier: though several 
thousand people turned out when he 
campaigned in Bentong and cheered his 
speeches, his 18 months of detention had al- 
ready diffused into a non-issue. 

The Chinese voters seemed equally im- 
pervious to huge billboards lampooning the 
MCA's threatened loss of control of its invest- 
ment arm, Multi-Purpose Holdings (MPH), 
in a highly politicised takeover bid by Hume 
Industries Malaysia, owned by Malaysian 
tycoon Quek Leng Chan's family. Some 
MCA quarters said Hume was being used by 
Umno and MCA president Datuk Seri Ling 
Liong Sik termed it a "hostile" takeover at- 
tempt. 

Two days before polling, Kamunting 
Corp. entered the picture to thwart Hume's 
bid. Although the Chinese-managed Kam- 
unting, at least in the recent past, had links 
to a brother of Finance Minister and U—- ^» 
(Baru) treasurer Datuk Paduka I 1 
Zainuddin, the MCA hailed it as MPH's 
"white knight." 

The polling date, 13 May, was the 20th 
anniversary of the country's worst race 
riots which saw Malays and Chinese kill- 
ing each other not far from Bentong in 
Kuala Lumpur. The riots were sparked 
off by a victory march after the DAP's strong 
showing in the 1969 general election. 
The choice of the date was clear- 
ly meant as a warning to Bentong's 
53% Chinese not to vote in the 
DAP. 


ne incident that did grab voter 
() attention was DAP deputy sec- 

retary-general Lee Lam 
Thye’s challenge to Labour Minister 
Lee Kim Sai, who is the MCA's deputy 
president, to contest him in a 
Chinese-majority area. The Seputeh 
parliamentary seat, won by the . 
in 1986, was selected and Lee 
Thye tendered his resignation on 11 
May, on condition that Lee Kim Sai 
do the same on 19 May. Lee Kim Sai 
did tender his resignation to his party 
but not to the speaker of parliament, 
a more definite step. 

But this acid test of Chinese support will 
not take place. Mahathir warned that Lee 
Kim Sai had to obtain the National Front's 
approval for such a joust, without which he 
would have to go it alone as an indepen- 
dent. "Elections are not to show who is 
strong," Mahathir said. "Elections are for 
the people to elect their representatives." 
Citing a public outcry, the MCA rejected Lee 
Kim Sai's resignation. 

As the Chinese proxies battled it out in 
Bentong, Mahathirs Umno (Baru) also 
made a show of strength, if in more sym- 
bolic style. On 11 May, several thousand 
members of Umno (Baru) gathered in the 
Johor Baru palace grounds to commemorate 
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the original Umno's 43th anniversary. The 
turnout fell far short of the half million envis- 
aged by its organiser, Information Minister 
Datuk Mohamed Rahmat, who expressed 
disappointment at the lack of public partici- 
pation but claimed that the live telecast on 
the government network meant that 3 
million viewers had tuned in to the fes- 
tivities. 

The Sultan of Johor, having just com- 
pleted his term as king, spoke nostalgically 
of the founding of Umno on the same palace 
grounds and of a need now for greater 
Malay unity throughout the country. He 
urged Malays to give their fullest support to 
the present leadership. 

The gathering was Mahathir's first pub- 
lic rally since he underwent heart surgery 
last January. The Johor gathering allowed 
him to prove himself fit enough to lead the 
country, after a convalescence during which 
frenzied jostling broke out among his poten- 
*-' successors within Umno (Baru). 

In a reference to the 1987 Umno party 

tions, he attributed Umno's strength in 
its early years to the lack of contest for the 
top party posts. "Perhaps some people may 
feel that this is undemocratic," said Maha- 
thir. “But situations where candidates are re- 
turned unopposed happen all the time in a 
democracy.” The absence of contests for top 
posts had lent credibility to Umno leaders 
and allowed them to negotiate with the 
British colonialists and later other coalition 
component parties from a position of 
strength, he said. 

Mahathir had retained his post of Umno 
president by a narrow margin of votes, 
against Razaleigh’s bid in 1987. Without 
mentioning Razaleigh by name but never- 
theless making the reference clear, he said 
“it was not the spirit of Umno but his self- 
interest which compelled him to take various 
actions, including attempts to destroy 
Umno. When the minority opposes the 

ority, this can only be called disunity,” 
idded, urging the errant to return to the 
fold. 

The lowered temperature among the 
Malays can be partly attributed to Maha- 
thirs switch to a strategy of conciliatory 
overtures in recent months, which has al- 
ready enticed Razaleigh’s most important 
ally, former deputy prime minister Datuk 
Musa Hitam, to join Umno (Baru). Yet at the 
same time, according to one senior Umno 
(Baru) figure, Mahathir is also starting to 
show he has not lost his propensity to play 
hard. 

This source said the MPH affair followed 
an instruction by Mahathir to his aides to 
take a tougher stance towards the Chinese 
partners of Umno (Baru), presumably to 
firm up Malay support. This would fit in 
with the public humiliation Mahathir 
handed out to the MCA leaders when they 
sought his help against the Hume takeover 
bid and he dismissed them saying it was a 
straight business deal. S 
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HONGKONG 


Public anger over continuing influx of boat people 


Closed-door clamour 


By Emily Lau in Hongkong 


ressure is building in Hongkong for 

harsher measures to stem the con- 

tinuing influx of Vietnamese boat 
people, whose recent arrival by the hun- 
dreds has put added strain on accommoda- 
tion facilities. Advocates of the hardline ap- 
proach hope that eventually Hongkong will 
abandon its policy of being a port of first 
asylum and forcibly repatriate, if need be, 
boat people who are not genuine refugees. 

Top government officials appear uncer- 
tain how to cope with either the large 
number of new arrivals — and the growing 
local resentment — or the slow rate of reset- 
tlement. Many officials do not have much 
hope that next month's Geneva conference 
on refugees will reduce the outflow from 
Vietnam or help settle elsewhere the 33,000 
Vietnamese now in the territory. 

Much of the frustration has arisen from 
the fact that Hongkong, being a colony, is 
powerless to alter the London-imposed po- 
licy on boat people. Nor does it have the dip- 
lomatic muscle to negotiate with Vietnam 
about the outflow or press other countries to 
take in more boat people. The Hongkong 
Government is also perceived to be too timid 
towards China, which condemns Hong- 
kong's policy of accepting boat people but 
turns a blind eye to its own southern coastal 
provinces which help the boat people to 
coast-hop from Vietnam to Hongkong. 

In an attempt to put pressure on the 
Hongkong and British governments, senior 
legislative councillor Allen Lee warned that 
the law-making Legislative Council would 
probably not approve any more funds for 
the refugees and boat people. Lee also urged 
his colleagues not to believe the boat-people 
issue was their responsibility as it was "en- 
tirely Britain's business." Handling the ref- 
ugees was part of London's foreign policy, 
he said. 

Feelings are also running high in the 
community. Recently, residents in the 
Tsuen Wan area successfully forced the gov- 
ernment to back down from a proposal to 
turn a rundown and unoccupied housing 
estate into a refugee camp. Instead, 2,000 
refugees will be moved from a camp in 
Shamshuipo to one in Tuen Mun and 
another 2,800 to a nearby service centre. The 
Shamshuipo camp is to be turned into a de- 
tention centre. The government has admit- 
ted that with continued overcrowding, con- 
ditions will deteriorate. 

There are those who think the entire af- 
fair was stagemanaged deliberately to in- 
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flame public feelings and strengthen Hong- 
kong’s bargaining position in Geneva. Some 
newspaper political commentators have 
written that it was inconceivable that the 
government could not have known that the 
public would be hostile to the proposal to 
house thousands of refugees in an estate 
earmarked for some other purpose. 

The United Nations High Commissioner 
for Refugees and welfare agencies have 
warned that the severe overcrowding, the 
mixing of refugees from different regions 
and the deprivation of social services will 
have serious consequences. Because of the 
overcrowding in detention centres, about 
1,600 are kept on board four ferries. 

Since the government introduced a 
screening policy last June to deter arrivals, 
more than 18,000 boat people have arrived, 
and the government said thousands more 
are on their way. So far only 1,500 people 
have been screened and only 136 were pro- 
nounced genuine refugees. 

It does not seem likely that this process 





Refugees in a Hongkong camp. 


will be a deterrent. At the present rate it will 
take four-and-a-half years to screen all the 
boat people here and another year for their 
appeals to be heard. And as things stand, 
Vietnam refuses to take back boat people 
who do not wish to return in any case. 

The disclosure that the Geneva confer- 
ence will not discuss mandatory repatriation 
has further incensed local public opinion. 
The situation is not helped by Chinese offi- 
cial statements, one of which criticised the 
Hongkong Government's refusal to adopt 
enforced repatriation and said the current 
policy was the cause of the continuing in- 
flux. Chinese officials said Peking would 
support Britain if it raised the question of 
abandoning its first-asylum policy in. 
Geneva. a 
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TAIWAN 


Lee's new foreign policy goes against KMT line 


Challenging the party 





By Jonathan Moore in Taipei 
fter a period of waiting, Taiwan Presi- 





dent Lee Teng-hui has begun to chal- 

lenge with policy initiatives central 
tenets of Taiwan’s steadfast anti-communist 
line in an effort to consolidate the political 
goodwill he has built up in the past year. 
The moves show Lee to have established a 
significant degree of independence within 
the ruling Kuomintang (KMT) structure — 
especially regarding the party’s old guard. 

Lee, 66, who became president following 
the death of Chiang Ching-kuo in January 
1988, recently abandoned the low profile he 
had adopted since a cabinet reshuffle he en- 
gineered in July last year and launched two 
high-profile foreign-policy ventures: travel- 
ling to Singapore in March on a state visit, 
and then, in early May, sending a high-level 
delegation to Peking for the annual meeting 
of the Asian Development Bank (ADB). 

These events, which directly effect 
Taiwan's sensitive China policy, are a signi- 
ficant expression of political self-confidence 
for Lee, who had been expected by some to 
become a weak figurehead leader at the 
head of a coalition government. Lee, who is 
the island’s first native Taiwanese president, 
is regarded as an outsider by party regulars 
from the mainland. 

Although criticism from the KMr's right- 
wing and the military caused Lee to disavow 
a "one China, two governments" concept 
floated in April, Lee's latest moves have 
clearly won the favour of the public, with re- 
cent polls giving him ratings as high as 8596. 

Still, Lee will be under pressure to follow 
up the initiatives with real foreign-policy 
successes. The pressure he faces is all the 
more severe because Lee is regarded as the 
man ultimately responsible for the success 
of the KMT's showing in local and parliamen- 
tary elections due in December. While many 
voters in December will likely be dissatisfied 
. With Lee's slow progress on promised politi- 
cal reforms, the mainlander-dominated na- 
tional assembly, which convenes in March 
1990 to elect a new president, will be watch- 
ing to see that Lee does not push the reforms 
through too quickly. 

Lee knows his value to the KMT resides in 
his remaining effective at holding the party 
and the “one-China” concept together. He 
wants to keep Taiwan from “breaking apart 
along provincial lines,” a political analyst 
said, “and to the extent that means using the 
mainlanders, he will do that." 

For now, Lee is tactically challenging 
taboos in foreign, rather than domestic, af- 


fairs. This way he can build favour with the 
public, and avoid more knotty issues of 
domestic political reform, fraught with the 
vested interests of KMT old guard. He has 
seemingly chosen to challenge the conserva- 
tives’ sensibilities, but not their jobs too. 

Lee believes he can also minimise the role 
of the opposition Democratic Progressive 
Party (DPP) by avoiding domestic issues, 
which are its strong point. The DPP will con- 
tinue to criticise his silence on advancin 
domestic reforms, but Lee's "flexible diplo- 
macy” has stolen the moment from them for 
the time being. 

Lee supported a controversial parliamen- 
tary reform bill passed in January which 
provides retirement bonuses to encourage 
ageing legislators held over from the 
last mainland elections (in 1947) to step 
down. But to avoid angering the old-guard 
deputies whom he will be counting on to 
vote for him in March next year, Lee has 
declined to press them to retire and has 
moved slowly on other domestic political 
reforms. Other reforms high 
on the opposition's agenda 
include direct elections for 
Taiwan provincial governor 
and for Taipei and 
Kaohsiung mayors. 

Under Taiwan's Tempo- 
rary Provisions Effective 
During the Period of Com- 
munist Rebellion, the pre- 
sident wields power not 
granted in the constitu- 
tion. Thus, Lee has con- 
siderable power as both pre- 
sident and party chairman. 
He has supplemented this 
power through a shrewd, 
confidence-building dip- 
lomacy among such interest 
groups as the military, private industry and 
the party old guard. 

Lee’s strength is the support of the gen- 
eral public and also the media, which re- 
spect his sincerity and hard-working deter- 
mination. Within the party itself, the al- 
legiance Lee can command is less firmly 
rooted. The young,  reform-oriented 
technocrats in the government, who Lee 
brought in during the July 1988 cabinet 
reshuffle, owe loyalty also to Lee Huan, 
the KMT secretary-general, who favours re- 
form. 

President Lee, having put his own 
people in the cabinet and the party's central 
standing committee (csc), has domi- 
nated Lee Huan who, a year ago, had been 
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Lee Teng-hui: support. 


seen as a close political rival. In recent 
weeks, the president has bypassed the party 
structure in making policy decisions, leaving 
the CSC meetings to discuss mainly party 
matters, such as the December elections. 
The ADB decision, for example, was not dis- 
cussed with Lee Huan or the csc. 

Lee attained ascendancy over Prime 
Minister Yu Kuo-hwa, the unpopular stand- 
ard-bearer of the KMT old guard, by keeping 
him on as prime minister when the party 
was calling for his resignation. Likewise, his 
support within the military can be traced to 
his granting the army chief of staff, Gen. 
Hau Pei-tsun, an unprecedented eighth 
term and unfettered control of the mili- 
tary. 
Although Lee may be making the old 
guard uneasy with his bold foreign-policy 
initiatives, there is no obvious competitor for 
them to support. The various old-guard fac- 
tions that jockeyed for influence in the party 
in the past are rendered irrelevant in L 
case since he belongs to none of them. ' 
pays respect to them, but those factions are 
all going to gradually disappear anyway," 
said legislator Jaw Shao-kong, leader of the 
KMT's Young Turk faction. "Lee is so far in 
front, what can be opposed?" 

Lee's nearest competitor is Judicial Yuan 
President Lin Yang-kang, a fellow native 
Taiwanese whose charisma and humble 
background have earned him a wide follow- 
ing. Lee had Lin in his office 
on 10 May for a rare chat, 
which was regarded as yet 
another adroit move by Lee 
to make friends of his rivals. 
Observers in Taipei said 
that a bid launched by Lin 
against Lee for the presi- 
dency would probably fail 
unless Lee makes serious 
ae mistakes between now and 

Because of his role a 
transitional leader in a gv. 
ernment which is evolving 
towards its constitutional for- 
mat of a cabinet-system ad- 
ministration answering to 
the prime minister, Lee’s 
situation is a mass of contradictions. Al- 
though Lee's prestige comes largely from 
favourable public opinion, he still behaves in 
many ways more like his autocratic pre- 
decessors than like a modern leader, prefer- 
ring to make decisions behind closed doors 
with only a select group of trusted academic 
advisers. 

And while Lee's power is augmented by 
the provisions which hold the constitution 
in suspension, Lee knows that his stated 
commitment to reforms will mean eventu- 
ally yielding up some of the power which he 
seems quite clearly to enjoy. Although Lee is 
given high marks for his reputed selfless- 
ness, how quickly he will be looking to 
changethesystemremainstobeseen. m 
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AUSTRALIA 


Tasmanian poll shows disillusion with major parties 


Balance of power 


By Michael Malik in Sydney 


lections in Australia's island state of 
E Tasmania produced a stunning suc- 

cess on 13 May for the environmen- 
talist Green movement, which ended hold- 
ing a balance of power in the state parlia- 
ment. It also confirmed a national trend — 
disenchantment with the traditional major 
parties. 

Continuing turmoil in the Liberal Party at 
federal level after the dramatic ousting of 
John Howard as leader in favour of his pre- 
decessor Andrew Peacock (REVIEW, 18 

7), with Howard and his supporters bit- 

7 denouncing those behind the coup, 
has meanwhile done little to restore the con- 
servative opposition’s credibility. 

Success for the Tasmanian Greens in the 
poll had been widely predicted ever since 
their campaign over the past year eventually 
forced the federal Labor government virtu- 
ally to veto the building of a giant wood pulp 
mill in the state. But their 18% vote — a 


jump of 10 percentage points, giving them 
five rather than the previous two represen- 
tatives — was even bigger than expected, 
denying the state’s ruling Liberal govern- 
ment a majority by one seat in the 35-seat as- 
sembly. State Premier Robin Gray an- 
nounced that he would seek to rule with a 
minority government and would not offer to 
form a coalition with the Greens. However 
Gray said later that he would try to accom- 
modate some of the Greens’ platform. 

In one important respect, Tasmania is 
unique in Australia in that it uses a different 
electoral method, which reflects minority 
votes in terms of seats. Elsewhere in the 
country, only the Federal Senate uses a 
proportional representation system, while 
all other state and federal elections are de- 
cided on an equally complex “transferred 
preference” system which works out in 
practice that minority votes finish up bene- 
fiting one of the major parties. 

But where the Green and other 
minorities such as the "Greypower" pen- 





BANGLADESH 


Intellectuals call for end to opposition rwalry 


A call for unity 


By S. Kamaluddin in Dhaka 


group of 55 Bangladeshi intellectuals 

has called on the country's main op- 
^ À position groups to reconcile their dif- 
ferences with each other and with the often- 
derided fundamentalist Muslim groups in 
order to avert a "possible civil war" and to 
unite in the "imperative need . . . to fight 
against autocracy." 

The statement was prompted by a recent 
breakdown in moves to bring together the 
two main opposition blocks — the eight- 
party alliance led by the Awami League (AL) 
and the alliance led by the Bangladesh 
Nationalist Party (BNP) — violent clashes be- 
tween AL and fundamentalist supporters, 
and the call by a group which has broken 
away from the government of President 
H. M. Ershad, for the fundamentalists and 
BNP groups to join forces against the AL al- 
liance. 

Apparently alarmed at the prospect that 
the myriad opposition parties in Bangladesh 
were turning on each other and losing sight 
of their goal, the intellectuals — who 
claimed neutrality but who are known to be 
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critics of the Ershad government and have, 
at one time or another, been associated with 
opposition groups — made a plea for "all 
clashes and strife to cease and a truly repre- 
sentative government to emerge through 
free and fair elections, establishing the rights 
of the people and democracy." 

The call to draw the fundamentalist 
groups into the mainstream 
opposition movement is con- 
troversial. Several of them 
sided with the Pakistan mili- — 
tary in the bloody war for in- 
dependence in 1971. Indeed, — 
the Jamaat-e-Islami was ban- 
ned after Bangladesh be- k 
came independent, a ban 
only lifted in the late 1970s by 
the late president Ziaur 
Rahman. 

Referring to the lingering 








sioners’ party will have a national impact, 
will be in just where the second preferences 
are distributed. Labor has been courting the 
environmental lobby and, immediately after 
the Tasmanian election result was known, 
Peacock said the vote had given "an impor- 
tant message to all political parties." 

The Peacock coup against Howard ap- 
peared to have been accepted by voters and 
even the Labor party as improving the 
chances for the Liberals, who lead the oppo- 
sition coalition, in the general elections due 
within about a year. But fears that the right- 
wing of the party would not take it quietly 
were soon realised. Howard himself refused 
Peacock's offer of the shadow portfolio for 
education, accusing his old rival of being 
"dumb, ungracious and immature" for re- 
fusing a request for either the foreign affairs 
or defence jobs. 

Howard's public outburst, coupled with 
the fact that Ian Macphee, sacked from the 
front bench by Howard, was given 
Peacock's foreign affairs portfolio, started a 
bitter exchange between the new team and 
those deposed. The latest recriminations 
reached such a stage of public disarray that 
Peacock was moved on 15 May to declare 
that the party was in danger of throwing 
away its electoral opportunity. "Only the 
Liberal Party can now beat the Liberal 
Party," he said. E 


dence, and that the fundamentalists had 
therefore opposed the war fearing that the 
country's independence would ultimately 
be jeopardised should Indian troops stay 
on. 

The BNP, which has recently consider- 
ed forging an alliance with the fundamen- 
talists in its struggle to gain the upper hand 
over the AL, may not go through with it. BNP 
leader Khaleda Zia is said to fear "being mis- 
understood" by voters if she allies with 
groups seen as having fought against inde- 
pendence. 

So strong is the political hold of the 
AL, which was in the forefront of the 
fight for independence and which holds 

» the loyalty of the 1276 
of Hindu voters, that other 
parties believe they must 
band together if they 
are to beat it in any elec- 
tions. 

If the intellectuals' call is 
not heeded, a proposed Na- 
tional Democratic Party, 
which is likely to be launched 
by the end of May by two 
former ministers of the Er- 
shad government, is ex- 
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resentment against these v^ pected to take the lead in 
parties, the 55 intellectuals 4 E forging the anti-AL alliance. 
pointed out that it was only on. As the intellectuals fear, with 
with neighbouring India's AN the opposition thus divided, 
armed intervention that d Ershad may be returned to 
Bangladesh wonitsindepen- Khaleda: doubt. power. E 
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SRI LANKA 


The government upgrades its negotiations with rebels 


ligers at the table 


By Manik de Silva in Colombo 


y putting four cabinet ministers into 

his negotiating team, Sri Lanka Presi- 

dent Ranasinghe Premadasa up- 
graded peace talks begun on 12 May with 
the Liberation Tigers of Tamil Eelam (LTTE) 
as fierce fighting broke out between the 
Tamil guerillas and the Indian Peace-Keep- 
ing Force (IPKF) in the northern and eastern 
provinces. During the first four days of the 
talks, the Indians lost at least 80 men in three 
separate incidents, their heaviest loss in re- 
cent weeks. 

The LTTE was considered responsible for 
two of these incidents, but the militant 
Sinhalese Deshapremi Janatha Viyaparaya 
(DjV — Patriotic People's Front), widely re- 
garded as the military wing of the Janatha 
Vimukthi Peramuna (JVP — People's Libera- 
tion Front), made a surprise claim of respon- 
sibility for a landmine explosion in Trin- 
comalee that on 12 May killed a dozen In- 
dian soldiers. “This represents a heroic new 
step to liberate the fatherland from the In- 
dian invaders who have occupied one-third 
of it," the DJV said. 

There was no evidence to back the Djv 


. claim, which was made three days after the 


explosion, but if Sinhalese rebels who have 
been wreaking havoc in the south were in 
fact responsible for an attack on Indian 
troops, a new and disquieting factor has 
been added to Sri Lanka's troubles. 

Premadasa, who as prime minister in the 
previous Jayewardene administration made 
no secret of his opposition to the July 1987 
Indo-Sri Lanka peace accord, under which 
the Indian troops were deployed, has pub- 
licly expressed satisfaction at the govern- 
ment's success in bringing the LTTE to the 
negotiating table without pre-conditions — 
which even India had been unable to do. On 
13 May he told the national executive of the 
ruling United National Party that only a 
dialogue could lead to peace because the 
government would have the chance to con- 
vince the Tamils of its sincerity. 

Referring to the lack of pre-conditions set 
by either side, he added: "Do you think we 
should have asked them to lay down arms 
before the talks? We had realised the folly 
and futility of such a request." 

Premadasa's speech could not have 
pleased India which, despite public profes- 
sions to the contrary, is unenthusiastic about 
the current contacts between Colombo and 
the LTTE. In what was clearly a pointed refer- 
ence to India's previous support of Sri Lan- 
kan Tamil separatists, Premadasa said in his 





speech that parents should never disown 
their children, however disobedient and re- 
calcitrant they were. “The moment you do 
that, they would think of seeking help from 
the ‘uncle’ next door,” he said. 

Compounding such implied criticism of 
New Delhi, Colombo also has made public 
its decision to run against India for the Asian 
seat in the UN Security Council. That deci- 
sion, the Colombo press reported, had 
taken India completely by surprise. India 
was considered likely to win the place, but 
Sri Lanka’s decision to contest the position 
was considered significant in the current 
context. 

None of the four cabinet ministers Pre- 
madasa has nominated for the talks with the 
LTTE, with the exception of former foreign 
minister Shahul Hameed, is an experienced 
negotiator. But Premadasa has chosen a 
team with no previous history of either 
running the Colombo government's war 
against the Tamil separatists or of participat- 
ing in negotiations with New Delhi on the 
separatist problem. 

Foreign Minister Ranjan Wijeratne, In- 


inis... 


dustries Minister Ranil Wickremesinghe 
and Housing and Construction Minister 
Sirisena Coorey, a close Premadasa con- 
fidante, together with Minister of Higher 
Education Hameed, are the ministers on 
the negotiating team. Wijeratne is con- 
currently junior minister for defence, 
which is Premadasa's portfolio, and is de 
facto political boss of the Lankan security 
forces. 

The Colombo delegation so far has lis- 
tened patiently to the LTTE position on Tamil 
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Premadasa with LTTE leaders Anton Balasingam, left, and Dili 
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grievances, which includes claims of 
human-rights abuse by the IPKF, a claim sup- 
ported by the London-based human-rights 
group Amnesty International. Earlier, the 
LTTE particularly and the other Tamil 
separatist groups, supported by Amnesty 
and India, had accused the Sri Lankan forces 
of similar violations. 

The talks have not yet reached the stage 
at which the two sides will have to grapple 
with tough, fundamental issues whose re- 
solution will require agreement on many 
sensitive matters. But there is no doubt that 
the dialogue will progressively reach the 
core areas. 

Premadasa is well aware that he will re- 
quire the cooperation of the opposition par- 
ties to implement some of the measures he 
might agree with the LTTE. This will be dif- 
ficult as a 12 May incident in parliament 
amply demonstrated. In a debate on legisla- 
tion involving a devolution package which 
is central to a settlement, the main opp ' 
tion Sri Lanka Freedom Party opposed 
bill and threw the house into an uproar, 
especially when unruly members pushed 
out police who were trying to eject them. 

The government has also been totally un- 
successful in its efforts to persuade the JVP to 
come into mainstream politics, even though 
it has lifted the ban on the organisation. 
In early May, Colombo was abuzz with 
rumours that JVP leader Rohana Wijeweera 
had heart trouble and was seeking govern- 
ment assistance to fly to London for treat- 
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ment. The government reacted cautiously, 
saying it had no information on Wijeweera 
— who has been underground for nearly six 
years — but would be glad to help if neces- 


The JvP was later to announce that 
Wijeweera was in good health and that the 
whole episode was a conspiracy to confuse 
and mislead the people. "Even if the need 
arose, we are neither so weak nor so foolish 
as to seek governmental assistance," the JVP 
said. x 
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Anzus on two legs? 


ew Zealand Prime Minister David 
Lange's 24 April speech, in which 
he suggested that his country 
might formally withdraw from the 
Anzus (Australia, New Zealand and US) de- 
fence treaty, has focused renewed attention 
on the nearly five-year-old dispute between 
Lange's government and the US over New 
Zealand's ban on visits to its ports by nu- 
clear-powered or armed ships. 

The dispute led in 1985 to the breaking 
off by the US of military cooperation with 
New Zealand and in 1986 to the suspension 
of the US security commitment. Lange's 
new move threatened to complicate New 
Zealand's continuing security cooperation 
with the third Anzus partner, Australia, 
though he later backed off on his state- 
ments, acknowledging the option of with- 
drawal appeared unpopular both within the 
country and abroad. 

Lange's move (REVIEW, 4 May) appa- 
rently caught the other Anzus partners — 
and most New Zealanders — by surprise 
and prompted wide speculation as to its spe- 
cific motivations and significance. His own 
cabinet reportedly had previously voted 
against the option. The US State Depart- 
ment expressed "regret." Australian Prime 
Minister Bob Hawke warned that with- 
drawal would also diminish New Zealand's 
bilateral relationship with Australia. 

Despite an inevitable hint of sour grapes 
in Lange's suggestion that the very idea of 
the Anzus alliance may be obsolete, his ar- 
gument underlines the vast changes since 
the Anzus pact and the rest of the US-led al- 
liance network in the Pacific were formed in 
the early 1950s: declining threat perceptions 
as old enmities and confrontations have 
yielded to more fluid relationships; new or 
resurgent nationalisms and economic con- 
flicts affecting relations within alliances; eco- 
nomic pressures causing reassessments of 
defence spending, and new issues, includ- 
ing the anti-nuclear allergy, increasingly im- 
pacting security cooperation. 

All of which poses a good question: is 
there a role today for security arrangements 
such as Anzus which were established in 
the very different circumstances of the Cold 
War and the "Sino-Soviet threat"? 

As conceived in 1951, Anzus committed 
its members to three things: to maintain “in- 
dividual and collective" defence capabilities; 
to consult on security threats in the Pacific, 
and to "act to meet the common danger" in 
the event of attack on their territories or 
forces in the region. The Anzus council was 
to oversee implementation of these provi- 


By Richard Baker 


sions. Over time a series of consultative and 
cooperative arrangements — from training 
exercises to joint facilities — have grown up 
under the general umbrella of the treaty. 

In principle, these concepts hardly seem 
passé. Prudence alone suggests that a 
cooperative approach to security still makes 
sense. Why cut a safety net just because 
there have been no bad falls recently? 

The 70% level of popular support for 
Anzus in all three member countries, as well 
as firm bi-partisan endorsement by the na- 
tional leaderships at least in Australia and 
the US, indicate that this remains the major- 


aa 


Prudence alone suggests that a 
cooperative approach to security 
still makes sense. Why cut a 
safety net just because there 
have been no bad falls recently? 
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ity view. But the logic is no longer as 
straightforward as it was in the earlier and 
simpler — if more insecure — era. A careful 
rethinking and clear restatement of present- 
day alliance functions are in order. 

All three Anzus governments have at- 
tempted to address this issue in recent 
years, including full-scale defence policy 
reviews in Australia and New Zealand. But 
thus far the products have served more to 
highlight the distinctive national agendas of 
each partner rather than to produce a new 
cohesive rationale for the alliance as a whole. 

US statements place almost single- 
minded stress on the continuing relevance 





Lange: complications. 
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of global — including nuclear — deterrence. 
In Australia, Hawke's Labor government's 
policy reviews have reaffirmed the alliance 
but emphasised defence self-reliance and a 
Southeast Asia-South Pacific regional focus 
in Australian defence planning in place of 
the historic concept of "forward defence" in 


' conjunction with allies. 


SINL AVONNS NOININOQO ONY NOINIWOO 3H. 


The New Zealand Labour government's 
defence concept rejects any connection with 
nuclear deterrence. It focuses on New Zea- 
land's immediate South Pacific neighbour- 
hood, cooperation with Australia and cer- 
tain other international activities (such as 
UN peace-keeping efforts) and give 
creasing emphasis to the non-military di- 
mension of security — from economic deve- 
lopment to disaster relief. 

Each of these differing national em- 
phases has a validity in its own right, reflect 
ing geographic position and relative power; 
but none takes full account of the whole 
range of interests served by the alliance. A 
credible case for alliance must bridge these 
perspectives and be supported by all. 

In practice, at least three functions of the 
alliance can readily be identified. First 
Anzus does play a part in maintaining globa 
and Pacific-wide security and deterrence 
which cannot for the foreseeable future be 
separated from nuclear deterrence. This wil 
remain a valid function even if levels o 
armament can be reduced. 

The smaller members face problems ir 
addressing this aspect of alliance coopera 
tion, both because of the sensitivities of th« 
nuclear issue and because of the general 
ception that they have little real im. 
either on the global military balance or ot 
US decision-making. But the case can b 
made and must be made if public support i 
to be sustained. 

Second, Anzus has always had a 
explicitly regional and sub-regional focu: 
The sharpened focus by Australia and Ne 
Zealand on the South Pacific in recent yeai 
and the increasing fluidity of the politic 
and security situation in that area — whic 
has, at last, awakened more direct US ir 
terest — reinforces this reality. 

Third, Anzus was intended to provic 
reciprocal support for the individual ni 
tional security capabilities and commitmen 
of each member. In this way it magnifie 
and supplements the strength of eacl 
Clearly each partner cannot meet both tr 
full range of local requirements and mo 
distant contingencies. Hard decision 
mutual accommodations are necessary. 

But the values of flexibility and of du 
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us can certainly be taken into account, as 


-the Australian Government has increasingly | 


< done in its force-structure planning. Recip- 
< rocity was really at the centre of the US-New 
'aland break: New Zealand's anti-nuclear 
olicy and the US’ global policy of neither 
infirming nor denying the presence of nu- 
«dear weapons conflicted, and no accommo- 
- dation could be found. 
. . This trio of functions provides relevance 
f for the Anzus alliance both in present cir- 
."qumstances and for the projectable future. 
: Such an alliance framework does answer 
security needs and does balance national 
and alliance interests. 
^ Successful alliance cooperation, how- 
ever, is as dependent on effective proce- 
dures as it is on agreed concepts. The new 
realities place an even greater premium on 
consultation and shared decision-making, 
which can be extremely difficult to sustain 
+ particularly in a fast-moving environ- 
| ment and when there are different internal 
cal pressures on each of the parties. 
= he recent record of consultation among 
the Anzus partners has been mixed. It has 
seen some of the most intensive consulta- 
tions in the history of the alliance on such is- 
sues as arms control, but there have also 
been missed opportunities and even break- 
downs on questions such as the South 
Pacific Nuclear Free Zone Treaty, trade po- 
-licy, aspects of the Australian and New Zea- 
‘and defence policy reviews and, of course, 
n New Zealand's nuclear policy. 
»» There are no institutional panaceas and 
. no substitutes for continuous skillful and 
“sensitive management on all sides. In the 
` final. analysis, personal qualities and re- 
lationships are still the most critical deter- 
-minants. In this regard, it must be asked 
¿whether the continued relegation of Lange | 
and his colleagues to diplomatic coventry by 
the US really serves even the interest of 
facilitating an eventual resolution of the nu- 
* issue. It is correspondingly fair to ask 
ther Lange's Yale foray actually contri- 
buted to his stated objective of opening a 
new, more constructive chapter in the re- 
lationship. 

New Zealand's present ambiguous 
status within Anzus complicates both any 
. broad review of alliance concepts and the 

pursuit of practical cooperation among the 
three — particularly in the South Pacific, 
where their interests most overlap. 
^ Nor would formal withdrawal by New 
Zealand from the alliance simplify matters, 
as signaled by Hawke's cautionary reaction 
toLange's Yale remarks. Australia's position 
in this respect is immensely delicate, as it 
struggles to hold up both legs of an alliance 
for which it was the original author and geo- 
graphic anchor, and which still has a central | 
place in its own security arrangements. — 8 











Richard Baker is a research associate in the 
East-West Centre, Honolulu, Hawaii. He is an 
Asia-Pacific specialist and a former US diplomat. 
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THAILAND 4 


Opposition proposes constitutional changes 


Democratic rules 
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n attempt by the main Thai opposi- 
tion parties to bring about a deeper 


.degree of parliamentary democracy 
through a constitutional amendment could 
follow the doomed path of past attempts at 
reform. Although in theory all 357 members 
of the elected House of Representatives 
should support the moves, inter-party rival- 
ries are likely to prove a stumbling block. 

The amendment, sponsored by 123 non- 


| government MPs and submitted to house 
| speaker Pancha Kesornthong on 10 May, 
| calls for changes on two counts: that the 


post of parliament president — with author- 
ity over both the house and the senate, 
made up of 267 appointed members — be 
held concurrently by the house speaker, and 


On other pages 


Bangkok faces dilemma over role in 
Cambodia: 32. 


that house regulations are used in joint sit- 
tings, instead of senate rules as now. 

The key proposal is that over the ap- 
pointment of the parliament president, a 
post currently held by the speaker of the 
senate. As well as the symbolism that would 
be inherent in requiring the president to 
come from the ranks of elected MPs, the 
post has political significance. Under the 
current charter, the president has the pre- 
rogative to nominate a prime minister for 
appointment by the king, after sounding out 
the opinions of political party leaders. 

Since any constitutional amendment re- 
| quires a simple majority of the two cham- 
bers in a joint sitting, it could be easily ef- 
fected if sufficient government and opposi- 


| tion MPs were united. But past efforts at 


amending the provision have failed because 
of fears on the part of one party that a house 
speaker from another grouping elevated to 
president might tip the balance in the selec- 
tion and nomination of a post-election prime 
minister. 

Whether the parties can unite this time 
for the common cause remains to be seen. 
Of the three major coalition partners in the 
current government of Prime Minister 
Chatichai Choonhavan, the Democrat Party 
is the only one which has come out openly 

support of the proposed changes. 
Chatichai's dominant Chart Thai Party and 
Foreign Minister Siddhi Savetsila's Social 
Action Party have yet to take a stand. 
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Given a general consensus that the pre- 
sent elected regime — Chatichai is the firs 
elected prime minister in 13 years — has up- 
lifted Thai democracy to a new level, the 
Democrats are confident their counterparts 
will eventually go along with the changes 
Any party blocking what would beseenasa 
step forward in the democratisation process 
would be going against the public mood. 
There is also a strong case for expecting sup- 
port from Chart Thai since the current house 
speaker is a Chart Thai MP. E 

The recently chosen senate speaker, Van. 
Chansue, a wealthy Sino-Thai businessman. 
with a reputation for corporate-fixing skills, 
is also known to enjoy strong connections 
with Chatichai and his party which could - 
make it easier for Chart Thai to back the 
amendment. B 

But the actual process may be more com- 
plicated than it seems. For a start, support 
can hardly be expected from the senate ove 
an amendment downgrading its symbolic _ 
status. Although some of the recently ap- - 
pointed new senators are in favour, conser- - 
vative elements among the senior military 
officers and bureaucrats who make up thi 
majority of the senate are understood to be. 
reluctant to go along with the changes. — 

Another potential stumbling block may. 
arise from divergent views among the coali- 
tion parties over other issues that they see as. 
needing amendment. Democrat sources say 
their party quickly made known its stand in 
the hope of pre-empting attempts to amend _ 
additional aspects of the constitution which 
might delay or even abort the entire exer-- 
cise. 

Pending deliberations by the govern. 
ment's parliamentary coordinating commit 
tee, Democrat insiders said the party would © 
unilaterally throw its support behind the op- 
position motion even if other coalition 
partners do not. 








volves the lowering of the voting age fi "s 
20 to 18. There should be wide acceptar 
among the MPs if this is proposed, since 
would broaden the electoral base. 

But a more contentious proposal thà 
was once broached by the military leader 
ship but quickly shot down by the po 
cians, called for an amendment to introdi 
a so-called one-man-one-vote system- 
one voter electing one MP) as against th 
present multi-constituency system (wher 
voters can elect up to three MPs in desig 
nated constituencies). The issue could rais 
stiff opposition from the MPs if itis brougt 
up again. | 
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Bangkok faces dilemma over role in Cambodia 


Withdrawal pains 


fter clamouring for a Vietnamese mili- 
tary withdrawal from Cambodia for 


much of the past decade, the Thai po- 
litical and military leadership is in a quan- 
dary over whether to play a role in supervis- 
ing the final troop pullout, due to take place 
by September. 

Attention was focused on the subject 
after the Vietnamese-backed Phnom Penh 
regime’s premier, Hun Sen, proposed at a 
meeting with Thai Prime Minister Chatichai 
Choonhavan on 6 May that Thailand as- 
sume a special role as supervisor or observer 
to see for itself that the Vietnamese with- 
drawal was genuine. Hun Sen said he 
wanted to show Thailand it had his govern- 
ment's trust and confidence. 

An international conference is scheduled 
to be convened in Paris in August to choose 
participants in an international control 
mechanism (ICM) to verify the Vietnamese 
pullout and the cessation of foreign military 
aid to the three Cambodian factions in the 
resistance coalition government. The ICM 


concept has taken a more solid shape after 
resistance leader Prince Norodom Sihanouk 
recently dropped his previous demand for 
a UN-administered peacekeeping force. 
Sihanouk has asked Thailand and the other 
Asean countries to attend the Paris confer- 
ence. 

Hun Sen reportedly told Chatichai he 
would unilaterally propose a special role for 
Thailand even if it was not selected as an ICM 
member in Paris. But the suggestion put 
Thailand in an awkward position since, 
until recently, Bangkok's Cambodia policy 
was predicated on the assumption that the 
Vietnamese would not genuinely leave 
Cambodia. 

There remains suspicion in Thai military 
quarters that some Vietnamese units may be 
left behind, with their troops disguised in 
the uniforms of the Phnom Penh army after 
the September deadline. That Hun Sen was 
now prepared to play the Vietnamese off 
against the Thais also was unexpected. 

Thailand had fallen into a trap of its 
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Committee set up to study outflow of professionals 


Golden handcuffs 


By N. . Balakrishnan 


E ven as it tries to lure Hongkong/ S pro- 


fessionals to migrate to Singapore, 

the island republic is suffering a brain 
drain of such proportions that it has been 
described by one minister as a "time bomb 
ticking in our midst." It is believed a govern- 
ment committee has been set up to formu- 
late policies to stem the tide. 

The normally statistics-prone Singapore 
Government does not release information 
on emigration, but information from Aus- 
tralia and Canada, two of the more popular 
destinations, shows that about 3-4,000 Sin- 
gaporeans may be emigrating yearly — a 
substantial proportion of whom are said to 
be professionals. 

In a nation of 2.6 million people, of 
whom only about 55,000 are university 
graduates, this is not an insubstantial 
number. As it is, only 1276 of Singapore's 
eligible age group obtain tertiary education 
(against 30% in Japan, 32% in South Korea 
and 13% in Taiwan). 

Australia is the favourite destination of 


32 


most Singapore emigrants. Its Singapore 
mission issued 2,904 emigrant visas in 1988, 
up slightly from 2,870 in 1987. The figures 
include emigrants joining their families and 
business migrants. 

No proper data on why people may 
want to emigrate from Singapore has been 
made public, but prospective emigrants and 
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own making, suggested one local analyst. 
For the Thais to decline the offer would 
mean a loss of prestige because, as the 
frontline state, Bangkok has the largest 
security stake in relation to the Vietnamese 
pullout. But accepting whatever supervis- 
ory or observatory role was offered might 
also be counter-productive, given the ex- 
pected difficulty in ensuring effective verifi- 
cation. Observers said that monitoring troop 
movements in jungle tracts along the Cam- 
bodian-Thai frontier would be a formidable 
task, let alone trying to do so in other parts 
of Cambodia. 

Thai Foreign Minister Siddhi Savetsila 
has said he does not object to Thailand play- 
ing a role if invited. Other Foreign Ministry 
sources said a Thai role should not be ruled 
out, but that much depended upon what 
that role would be. 

However, army commander and acting 
supreme commander Gen. Chaovalit 
Yongchaiyut has rejected the idea. While 
commenting that it was an honour for T 
land to be invited to take part in the ICM, ne 
said the country could help the Cambodian 
peace process by contributing in other areas, 
but did not elaborate. Chatichai has been 
non-committal but the military is likely tc 
have the final say, given its likely involve 
ment in any supervision team. 

B Paisal Sricharatchanye 


embassy personnel who deal with them say 
that most cite uncertainty about the future 
for their children. Cabinet ministers have 
publicly admitted that would-be emigrant: 
have told them that though they have done 
reasonably well in Singapore and are per 
sonally happy with it, they are not sure thei 
children would have as bright a future in th« 
Singapore of the next century. 

Singapore's education system is in 
tensely competitive, with children being 
streamed into academic and vocatic~- 
channels very early on. Those who do 
make it into academic channels have little 
likelihood of making a good living in a so 
ciety that swears by paper qualifications. 

The substantial portion of Singapore": 
Chinese middle class, for whom English i: 
often a first language, also find that thei 
children have to pass Mandarin exams be 
fore being allowed to graduate. The greate 
English fluency of these people makes i 
easier for them to migrate to Canada arx 
Australia. There is also a general feeling tha 
the education systems there are better. 

Semi-skilled emigrants from Singapon 
often cite very mundane reasons for leavinj 

— they cannot own cars or houses, for in 
stance, which are too expensive. Some 86% 
of the population lives in standardised, high 
rise public housing and taxes amounting t 
more than 175% are slapped on cars to dis 
courage buying. 

The lack of political freedom is only citec 
as a minor reason for emigrating, though the 
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migrants that they can do anything to 
change government policies may indicate 
that they prefer a more consultative political 
culture. There is of course a small minority 
who leave for political reasons — at least two 
out of the 22 professionals detained in 1987 
for being part of a “Marxist conspiracy,” are 
said to have migrated after their release. 

The government itself regards the prob- 
lem as stemming from material reasons. A 
few years ago, Prime Minister Lee Kuan 
Yew offered the view that if Singaporean 
professionals emigrated to Canada just be- 
cause the water-skiing was better there, Sin- 
gapore could retain them by paying them 
such high salaries that they could afford to 
vacation in Canada instead. Some Singa- 
pore sources interpret the recent hefty pay 
rises given to the civil service (REVIEW, 27 
Apr.) as a strategy to attach golden hand- 
cuffs to some professionals. 

When and if the government committee 
makes its confidential findings public, it is 
also likely to treat the problem as a material 
one. To suggest political motives would in- 
volve some admission that the political cli- 
mate is viewed as oppressive. 

There is the possibility that the govern- 
ment will take punitive measures to discour- 
age emigration. Those leaving could have to 
pay a huge amount to the government, and 
some journalists in the pro-establishment 
media are already wondering if would-be 
emigrants will be asked to pay back the full 
cost of their government-subsidised educa- 
tion, as some East European countries de- 
mand of their emigrants. 

A less drastic measure would be to 
change the law in such a way that Singapo- 
reans emigrating would have to wait until 
they are 55 before they can collect the funds 
from the compulsory pension fund, the 
Central Provident Fund (CPF). The equiva- 
lent of about 40% of a Singaporean’s salary 
goes into the CPF, which can be collected 
once citizenship is renounced. Many emig- 
rants use this money to buy houses in their 
new countries. 

Given this outflow, Singapore has step- 
ped up its efforts to attract Hongkong pro- 
fessionals. The Singapore Commission in 
Hongkong has set up a joint venture with a 
management consulting company to handle 
inquiries and has relaxed its entry require- 
ments considerably, which means that 
Hongkong people getting a "provisional 
permanent residency status" can keep it as 
an option and postpone by five to 10 years a 
decision on whether to settle in Singapore. 

Singapore is particularly anxious to get 
Hongkong Chinese because it wishes to re- 
tain its predominantly Chinese character, 
which until recently was so replenished by 
emigrating Malaysian Chinese that as 
recently as 1977 seven out of 11 cabinet 
members were foreign-born. Emigrating 
Malaysian Chinese themselves now prefer 
Canada or Australia. R 
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Besieged government troops break out of Jalalabad 


Out from under 





By Ahmed Rashid in Lahore 


fghan Government troops have bro- 
As out of the rebel mujahideen en- 

circlement of Jalalabad and are retak- 
ing roads and key positions earlier captu red 
by the guerillas. The mujahideen's inability 
to take the city has been blamed on their fail- 
ure to produce a coordinated military stra- 
tegy and it is now thought they will be un- 
able to take any major cities without outside 
assistance. 

The mujahideen's lack of success at 
Jalalabad has also placed their major sup- 
porters and suppliers, the Pakistani military, 
in a dilemma over whether to intervene di- 
rectly to assist them. 

An Afghan armoured column broke out 
of Jalalabad, which straddles the route to Af- 
ghanistan's capital Kabul, in the first week of 
May and began moving west, clearing the 
road to Torkhum on the Pakistan-Afghan 
border. Kabul Radio's claims that the col- 


umn had advanced 40 of the 50 km to Tor- 
khum and Radio Moscow's report that the 
siege of Jalalabad had ended appeared pre- 
mature, though reliable Afghan sources in 
Peshawar said that the tank column had ad- 
vanced about 10 km out of the city and was 
able to retake military outposts. Reports that 
Kabul troops had also retaken the strategic 
garrison of Samarkhel outside the city were 
discounted by guerilla sources. Fierce fight- 
ing was reported as the mujahideen 
counter-attacked. 

The road from Torkhum has been the 
main guerilla route for bringing in US- and 
Pakistani-supplied weapons and ammuni- 
tion for the nine-week-old siege. The Kabul 
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Captured tank on the Torkhum-Jalalabad road. 


regime also has achieved a major success by 
reopening the road between Kabul and 
Jalalabad. Two convoys of food supplies and 
ammunition reached the city — the first in 
nearly a month. 

With fresh supplies of ammunition, gov- 
ernment troops have stepped up their artil- 
lery barrages on the mujahideen positions. 
Journalists who were flown into the city 
from Kabul reported that the morale of the 
Afghan army was good, despite the con- 
stant pounding by the guerillas and the civi- 
lian casualties, estimated at 5,000. 

Reliable Afghan sources in Pesha 
said that hundreds of guerillas who ha 
turned to their families in the refugee camps 
of Pakistan to mark the end of the Muslim 
fasting month in early May, still had not re- 
turned to the front. Aid workers reported 
that more and more young boys were being, 
sent to the front. 

There is growing disillusionment 
among Afghans at the huge loss of life so 






far in the assault on Jalalabad. Some guerillé 
leaders said the set-piece confrontation hac 
been urged upon them by the US and Pakis 
tan, whereas they had preferred continuing 
a guerilla war of attrition. “There is a lot o 
confusion in mujahideen strategy now. No 
body knows what to do,” said an Afghan in 
tellectual who closely monitors the war. 

In the hot summer months, the mujahi 
deen are expected to increase their attack: 
on government garrisons around the coun 
try, but it is becoming increasingly clear tha 
they will need outside assistance if the' 
wish to take any major cities. 

However, Maulvi Nabi Moham 
madi, the defence minister in the mujah 
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deen interim government, said a second 
front was being opened to capture the 
southern city of Kandahar. Local command- 
ers have so far refused to attack the city be- 
cause of possible civilian losses, though at- 
tempts are being made to capture the air- 
port. Pakistan so far has not supplied am- 
munition for an early offensive on Kandahar 
because the moderate guerilla commanders 
there are fierce royalists who favour the re- 
turn of ex-king Zahir Shah. Pakistan has 
long preferred the Islamic fundamentalist 
groups to take over. 

The moderates fear that fundamentalist 
guerillas from the north may be encouraged 
to move south and attack Kandahar, in 
which case an explosive situation could de- 
velop. In June 1988 a similar attempt was 
made, but the fundamentalists withdrew 
after being threatened by the Kandahar 
rebel moderate commanders. 

Ironically, Afghan President Najibullah’s 
nartial success in Jalalabad occurred while 

ecretary of State James Baker was, ac- 
curuing to diplomats, telling the Soviets in 
Moscow that Washington still had no inten- 
tion of negotiating on Afghanistan and 
wanted to give the guerillas more time to try 
for a military victory. 

The prolonged battle at Jalalabad is em- 
barrassing to the Pakistani military. After 
the signing of the Geneva accords on Af- 


ghanistan in April 1988, the late Pakistan 
president Zia-ul Haq and the military 
had drawn up a comprehensive plan 
which envisaged using Pakistani armoured 
columns and the air force to back a guerilla 
assault on Kabul immediately after Soviet 
troops withdrew from Afghanistan in mid- 
February. 

Zia’s death in an air crash last year and 
the new political realities in Pakistan put 
these plans on a back-burner. The military, 
however, still cannot afford to allow the 
guerillas to falter and Pakistan opposition 
leaders from Islamic parties are also advocat- 
ing greater Pakistani involvement. 


only with a government of its choice 

in Kabul could Pakistan secure the 
Afghan border and the volatile tribal belt 
between the two countries, contain Indian 
ambitions in the region, secure the return 
of the Afghan refugees to their homeland, 
and in future exercise some influence on 
events in the Muslim regions of Soviet Cen- 
tral Asia. 

By the second week of May, Pakistan's 
key defence committee, comprising Presi- 
dent Ghulam Ishaq Khan, Prime Minister 
Benazir Bhutto and the three armed services 
chiefs, met to discuss the situation. Highly 
placed sources said the air force was reluc- 


T he military has long maintained that 





SOUTH PACIFIC 


Taipei and Peking compete for business influence 


Commercial rivals 








By Michael Malik in Sydney 








== he high-profile reception given to a 

Taiwan trade mission to Papua New 

HE Guinea (PNG) prompted a protest 

from the Chinese ambassador and has 

brought into focus the commercial rather 

than political rivalry between Peking and 
Taipei in the Pacific. 

While the row was erupting in PNG, Fiji 
was involved in trade talks with both China 
and Taiwan which resulted in an agreement 
for the first tentative air link between Taiwan 
and the Pacific island nation. The agreement 
established a joint-fares arrangement be- 
tween the Fiji carrier Air Pacific and China 
Airlines, under which the Taiwanese airline 
will carry passengers to Tokyo to join Air 
Pacific's direct flights from Japan to Fiji. 

This arrangement might well provide a 
back door for Taiwanese tourists into Aus- 
tralia — which has no direct air links with 
Taiwan, though there is a flourishing trade 
relationship between the two countries. 

Although PNG recognised Peking in 
1978 as the only Chinese government, trade 
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ties with Taiwan have remained and the 
present PNG Government, led by the 
Pangu Party, which came to power in July 
1988, announced it would allow the estab- 
lishment of a Taiwan trade mission in Port 
Moresby. It also plans to appoint an honor- 





Somare: ‘private’ visits. 
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tant to commit its aircraft over Afghanistan 
at a time when the force was undergoing re- 
furbishment and any armoured offensive 
would have been impossible without aerial 
support. Bhutto's government is also re- 
ported to be concerned at the international 
repercussions if Pakistan intervenes militar- 
ily. 
However, the mujahideen have cap- 
tured scores of armoured vehicles which 
have been refurbished with Pakistani help. 
A large number of guerillas, particularly 
those belonging to the fundamentalist par- 
ties, has been trained in armoured warfare 
and the mujahideen could call on these if the 
Kabul regime is able to sustain its drive to 
the Pakistan border. Yuli Vorontsov, the 
Soviet ambassador in Kabul, said that “pos- 
sibly we are seeing the beginning of a Pak- 
Afghan war." 

The mujahideen have been shaken but 
are far from demoralised by the Jalalabad ex- 
perience, and the war is expected to con- 
tinue. They and their backers have so far re- 
fused all Soviet offers to get a diplomatic ini- 
tiative off the ground. But many Pakistanis 
and Afghans feel that unless there is a 
negotiated solution to the war, possibly 
under UN auspices, Afghanistan could end 
up being partitioned, much like Lebanon is, 
leaving millions of Afghan refugees 
stranded in Pakistan. * 


ary trade representative in Taipei later this 
year. 

The Chinese protest was over the fact 
that a visiting Taiwan mission was received 
by members of the government, including 
Foreign Minister Michael Somare, though 
only in his private capacity as a member of 
Pangu, which he said in a statement in ans- 
wer to the Chinese protest had "business re- 
lations . . . with commercial organisations in 
Taiwan." Somare, PNG's first prime minis- 
ter after independence and often referred to 
as "the father of the nation," is known to 
have visited Taiwan since becoming foreign 
minister, but again only in a private capa- 
city. 
It is understood that a note protesting 
against the level at which the Taiwan de- 
legates were received was delivered to the 
Foreign Ministry from Chinese Ambassador 
Zhao Wei, though the text was not revealed. 

But in a statement released on 23 April, 
Somare gave an uncompromising warning 
that "the way the government of PNG 
chooses to receive foreign guests or conduct 
any other aspects of foreign relations is a 
matter for this nation alone to decide. It is 
not subject to the dictates or whims of other 
countries, organisations or individuals." 

Somare suggested that perhaps the "con- 
cern" of the Chinese was due to a "misin- 
terpretation" of certain facts, and said his 
ministry would receive the Chinese ambas- 
sador to discuss the matter. He said he was 
sure the matter could be resolved and 








a between PNG and China,” em- 
phasising that the Pangu Party's dealings 
with Taiwan were quite separate from the 
government's decision to develop trade and 
economic ties with Taiwan. 
The situation was exacerbated on 4 May 
when the weekly newspaper The Times of 
Papua New Guinea published a front-page 
story claiming that the Taiwan Government 
had agreed to fund a Kina 15 million 
(US$17.65 million) building in Port Moresby 
_ «> for Damai, the largely moribund commercial 
«.. arm of Pangu, and that it would be named 
1 "Somari Haus." 

| Like PNG, Fiji recognises Peking as the 
-. only Chinese government, but since Brig.- 
_ Gen. Sitiveni Rabuka took power in 1987, 
«trade relations with Taiwan have been step- 
- .ped up and the Taiwanese presence up- 














r the rinciples established in diplomatic 





graded from company lev lev rel to a trade mis- 
sion. Peking has made no protest but a re- 
cent visit from a mainland trade mission was 
seen as at least partially aimed at emphasis- 
ing the official ties. 

The mission, headed by Lu Xuejian, vice- 
minister for foreign economic relations and 
trade, signed a F$3.8 million (US$2.62 
million) interest-free 10-year loan agree- 
ment, which may be repaid in money or 
goods. This is in addition to a F$5.8 million 
grant to finance rural electrification 
schemes. 

Almost at the same time, a Fijian party, 
including a senior executive of Air Pacific, 
was in Taipei discussing various but un- 
specified joint ventures as well as the air 
agreement. 

Australia, which does more business 
with Taiwan than with China — total trade 
was valued at A$3.1 billion (US$2.48 billion) 





SOUTH KOREA 


. Sympathy for police vanishes with death of radical 


Floating rumours 


3 By Shim Jae Hoon in Seoul 


pu Imost nine years to the week since the 
fure JA Sis 18 May 1980 insurrection in 
ae Kwangju that ended in the killing of 
some 200 people, the mysterious death of a 
student radical in the opposition-held city 
-has once again put it on a collision course 
with the central government. 

_. The body of Lee Chol Kyu, 24, an elec- 
tronics department student at Chosun Uni- 
|. versity, was found floating in the city reser- 
voir on 10 May, a week after he had disap- 
*-:peared. Lee, who was editor of the school 
. magazine, had been wanted by police for 
«some time. An article he had written for the 
. magazine in March suggested the 1950 
< North Korean invasion of the South should 
be interpreted as a war of national liberation, 
ather than an act of aggression, as it is re- 
'arded in the South. 

= Such views contravene the draconian 
National Security Law, under which dissi- 
dents are often imprisoned. As a longtime 
critic of the government, Lee had only been 
out of prison for a few months on another 
charge when the new arrest warrant was is- 




















An autopsy showed no clear indications 
torture but nor was there evidence of Lee 
ng drowned in the reservoir, suggest- 
ing he had been dead before he entered the 
ater. However, results from a post-au- 
Opsy test indicated he had swallowed some 
water before his death, but Kwangju stu- 
lents and radicals continued to reject the of- 
ical version. 





His death evoked memories of Seoul stu- 
dent Park Chong Chol, whose death while 
being tortured by the police in 1987 touched 
off massive street demonstrations that 
forced the government to make a pledge on 
democratic reform. The need for police to 
present a full accounting of Lee's case 
seemed overwhelming. 

On the night of his death, according to 
the explanation belatedly offered by 
Kwangju police officials to a parliamen- 
tary investigative team, three plainclothes 
men had stopped the taxi Lee was in and 
asked him to produce identification docu- 
ments. 

According to the taxi driver, Lee said he 
did not have any and, after giving what po- 
lice said was a false identity number, he 
ran towards the mountains near the re- 
servoir. 

The policemen chased him into the bush 
and two returned shortly thereafter, the 
third descending from the hills some time 
later. 

They told the investigators they had lost 
Lee's trail and, presuming him to be a mem- 
ber of one ofthe street gangs frequenting the 
area, had given up the chase. They admitted 
they had neglected to make an official report 
on the matter. —— 

With torture so long associated with 
South Korean investigative agencies, 
neither Lee’s family nor students in the city 
were convinced by the explanation. In fact, 
the police might inadvertently have fanned 
the flames of suspicion by releasing the de- 
tails only after the taxi driver came forward 


sity killings, leaving them confr 





| "bi illion with Peking — — owns an of 1 
Ar e Pacific through state-owned Qantas, 
which carries Air Pacific passengers in its air- 
craft on some routes. 

There has been talk in the Australian 
tourist industry for a long time of finding a 
way to tap the p potentially valuable Taiwan 
market, but because air routes are 
negotiated at government-to-government 
level, it is not open to Australia to allow 
China Airlines access to Australian destina- 
tions or for Qantas to fly to Taiwan. But the 
Air Pacific arrangement might well provide 
a means of marketing a Fiji-Australian paes 
age in Taiwan. 

Air Pacific has appointed a Taiwan travel 
agent to start its sales operations in Taipei, 
but a spokesman said it would be several 
years before he foresaw the opportunity for 
direct Taiwan-Fijiroutes. a 


to report the incident. Student activists E 
given the driver protection to avert harm to 
the sole critical witness. 

Lee's death was a blow to President Roh 
Tae Woo and his government, which had 
benefited from a groundswell of public sym- 
pathy over the violent deaths of six anti-riot 
policemen in the southern port city of Pusan 
on 3 May, during a student demonstration 
at Dongeui University. 

Roh had already been leaning towards 
the views of the hardliners within the ruling - 
Democratic Justice Party (DIP), and pro- 
secutors at the joint investigation headquar- 
ters were making new arrests of militant 
workers and students. 

At an extraordinary session of the cabinet 
on 9 May, Roh had dedared a new 
crackdown on leftist radicals, arguing that 

"the nation is facing a critical situation that 
puts at stake the future of democracy and 
national development." 

But the allegations by students and ==- 
dents that Lee was tortured to death; — 
begun to erode the moral base of Roh's. 
counter-attacks. When the president took 
over from the authoritarian regime of his . 
predecessor Chun Doo Hwan in February © 
1988, he had declared that the age of torture 
was over. ; 

To prevent any suspicion of tampering 
with the coroner's report, as was alleged in 
the case of Park Chong Chol, the autopsy on - 
Lee was conducted in the presence of doc- 
tors recommended by his family and stu- 
dent colleagues. With the police theory of 
drowning gaining no support from activists, 
they have pressed for intensive questioning 
of the three policemen involved. 

In just a week, the dramatic turn of 
events has eroded the sympathy for the po- 
lice which grew from the Dongeui Univer- 
onting -an 
angry. populace which had never forgiven . 
the 1980 deaths. It has left the e ; 
uncertain of what to do next. x i 











EBETTER AND BETTER EVERY DAY 


Like the nation we represent, Kuwait Airways 
has expanded, progressed and prospered . 
within a remarkably short period of time. 


Today we have developed into one of the | 
major international carriers, enabling more 
people, on more flights, to experience the 
tradition of gracious hospitality that is 
inherent in our culture. 


We think you will agree. 





ive an ordinary ice cube its moment of glory. 













their current conciliatory mode, the 
aders of Phnom Penh have changed 
eir country's name back to Cam- 
bodia — and thus retrospectively jus- 
tifi .the REVIEW's original decision that 
Cambodia would remain our House Style in 
m. references to the country. Kampuchea wasa 
most unattractive version of the Khmer 
^ name. 


One step forward, another step back — 
| two steps back in fact. Sometimes I believe 
- our international bureaucracies do nothing 
- but produce words and make irritating deci- 

4s about them. The four East Asian 
l omies which have worked their way 
into prosperity in the wake of Japan (Hong- 
kong, Singapore, South Korea and Taiwan) 
were once collectively and. appropriately 
called the "Four Dragons" until à US Com- 

- merce official labelled them — much more 
| negatively — the "Four Tigers." The phrase 
| unfortunately seems to be catching on, and 
i duly reflects protectionist reactions. 
|. More bureaucraticaly, the same four 

‘were called Newly Industrialised Countries, 
"or NICs. Now the international OECD boys 
-have re-labelled them the Newly Indus- 
` trialised Economies, or NIEs. The word NIC 
was fitting somehow; NICs could be pulled 
up or dragged down. But NIE is more than a 
. bureaucratic acronym: it has unfortunate 
negative overtones in many languages. 


< The change is yet another example of the 
-international community kow-towing to 
China. We have to change Countries to 
..|Rnomies because we cannot call either 
“van or Hongkong countries, can we? It's 
i of a piece with the equally spineless ac- 
quiescence in removing from Peking and 
Canton the compliment paid to other great 
cities of possessing internationally recog- 
^nised names which differ from the domestic 
: ersion (Vienna, Rome, Moscow etc.) and 











nou. The REviEw’s House Style 
oudly to Peking and Canton and — 
as long as international usage keeps 
the acronym alive — we will stick to NICs. 





L have had no cause to regret my likening 
of British Prime Minister Margaret Thatcher 
with Mary Tudor, who said: "When I am 
dead and opened, you shall find 'Calais' 

lying in my heart." I suggested that "Hong- 
kong" will be found engraved on the 
Thatcherite heart (REVIEW, 7 Apr. '88). It was 
a quotation apt enough for another publica- 

tion to use about the situation, which looks 
no better now since the visit of a British Par- 





mply agreeing to call them Beijing and 
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liamentary Select Committee to Hongkong 
and Peking. We must await its findings, but 
those who felt that it might succeed in get- 
ting the final version of the Basic Law, which 
will lay down Hongkong’s constitutional 
status within China, closer to the letter and 
spirit of the 1984 Sino-British Joint Declara- 

tion are likely to find that they have grasped 
ata straw. 

More recently, I met another British Tory 
MP who claims to be a “wet” (that is, too 
much of a wimpish liberal for Thatcher's 
taste). Nevertheless he repeated — as did 
the parliamentary committee — the London 
line that the elections stipulated in the joint 
declaration for the legislative council did not 
mean direct elections. Further, any hope of 
residence rights for Hongkong British pass- 
port holders was unrealistic (as unrealistic in 
fact as Thatcher’s hope, in exchange for a 
peaceful handover, to modernise China’s 
navy and to dot its countryside with nuclear 
power stations). 

The MP also equated the right to British 
residence with the immediate arrival of 
3 million plus Hongkong Chinese in 
London and was surprised to learn that Pe- 
king — in public at least — had registered 
absolutely no objection. Neither the MP nor 
the commission seemed capable of under- 
standing that if people cannot get out they 
will do their best to get out, but if they have 
the right to go, they will probably stay — at 
least to see how post-1997 works out. The 
MP was even ignorant of the fact that the 
then minister of state Richard Luce had 
specifically promised "a firmly based, demo- 
cratic administration." 


Atleast the committee had the minimum 
grace to admit they had been surprised by 
the degree of bitterness in Hongkong and by 
the seriousness of the exodus. Their pom- 
posity was even greater than expected. Peter 
Shore, a Labour MP, told Hongkong barris- 
ter Martin Lee he was wrong to cn Bri- 
tains motives or honesty, that his ' 
founded allegations" were "very grave" an and 
had “largely invalidated” Lee’s evidence. If 
Shore believes that Britain has not betrayed 
people, he might look at Thatcher's latest 
hope that Estonia, Latvia and Lithuania re- 
main within the Soviet Union. 

Or he might visit some of the tribes of 
northern Burma, who certainly feel London 
sold them down the river to Rangoon, or 
question some of the Chittagong Hill Tribes- 
men | met only a few weeks ago. Come to 
that, he could consult the people of 
Czechoslovakia. It was a British statesman, 
after all, who once said that London had no 


Traveller’s Tales 


permanent friends or permanent enemies 
had only permanent interests. 


i was surprised that the man who go 
erned Hongkong during the 1970s, Lo 
MacLehose, when asked by the parliamen- 
tary committee why he had not encouraged 
the growth of democracy during his term. of. 
office, stated that he had always tried to act - 
as if he headed an elected government. His - 
years at the helm in fact won him a reputa- 
tion for an authoritarian manner and anim- 
patience with those who dared disagree 
with him. 
He also told the parliamentarians that 
there were no demands for democracy dur- 
ing his period in power. Of course there 
were. Demands for a greater answerability |. 
on the part of the government and its | 
bureaucrats to the public were even more |. 
spirited. One of the big issues during his 
early years was the appointment of anom- | 
budsman, who would give the public a | 
channel for appeal against the worst official: 
injustices. The appointment was fiercely op- 
posed by the unofficial (that is, non-civil ser- |. 
vant) members of the executive and legisla- | 
tive councils (then Umelco) who wanted the ds 
right to field all public complaints. : 
I remember MacLehose promising me a 
even before he took office: "Don't worry. . 
You'll get your ombudsman.” We didn't. 
MacLehose also claimed he never over- | 
ruled the Legislative Council. But he did | 
over-rule them once, virtually re them | 
permission to go to London to lobby partia- 
ment which was, with the 1981 Nationality 
Act, in the process of cancelling the last few _ 
rights of British Hongkong passport hold- | 
ers. 


















No cheers for democracy, but a couple. | 
for justice, and three for a brave and peris- | 
tent man. Mohamed Yaqub : Khan, 11 lon [ 


Hongkong auxiliary police, has 

given damages after a court verd 
firing was illegal. He was offer 3 
for his dismissal in the letter which wa 
signed by then chief superintendent R. b 
Redpath, though later his alleged “general | 
unsuitability” for office was cited. EC 


certain Lam Ching, a money lender late 
victed of fraud. Khan was belatedly a 
ed damages, plus interest, for his ileg 
missal, a sum amounting to. just ur 
HK$500,000 (about US$64,000). Endear 
ingly, he still believes in British justice. — W | 
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The most advanced long-haul passenger aircraft in the 
world, the 747-400, is joining our fleet in June. 

At first glance it looks somewhat similar to our present 
aircraft. But in fact, there are literally thousands of modi- 
fications and innovations. The most eye-catching must 


surely be those upturned wing-tips which, together with 
| Bu] 5 





rather more subtle changes to the overall contours of the 
wings, dramatically improve the aircraft’s aerodynamics. 

Inside the cabin, a myriad of adjustments by the 
designers has resulted in an environment that feels more 
airy and spacious. And therefore more relaxing. 


Other changes are rather less obvious, but no less 


significant. The engines, for example, have been refined to 
be more powerful yet also quieter and more fuel efficient. 
In one key respect, however, these engines remain 
unchanged: they still bear the name Rolls Royce. 
The end result of all this work is not just a different 


shape of wing, but an altogether better aircraft. Which is 


exactly why we chose to put our name on it. 
For we never stop looking for ways to ensure that, 


with Cathay Pacific, you arrive in better shape. 


Arrive in better shape gg 


CATHAY PACIFIC m 
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VIETNAM 


Masswe migration changes the face of Dac Lac 


Taking to the hills 


By Murray Hiebert in Boun Ma Thuot 


guyen Thi Huong does not regret 
leaving her home village in the 
northern province of Hai Hung in 
early 1986 and moving to Dac Lac 
province in the central highlands of Viet- 
nam. “There were too many people there,” 
she said. "My house was inside the dike [of 
the Red River], so during rainy season my 
house was always flooded." 

"Life's much easier here," said 51-year- 
old Huong, whose husband died in the war 
in 1966. She moved with her son, his wife 
and their three children to Xuan Phu village, 
56 km northwest of Boun Ma Thuot (former- 
ly known as Ban Me Thuot, its minority 
rather than Vietnamese name), the capital 
of Dac Lac province and the starting point 
of the communists' final offensive against 
the US-backed former South Vietnamese 
government in 1975. 

Some 3,000 homesteaders have migrated 
from northern Vietnam, mostly from Hai 
Hung province, to Xuan Phu village in the 
past three and a half years. Huong and the 
other migrants are part of a stream of 
350,000 people who have come to the central 
highlands since 1981, according to Nguyen 
Van Thanh, director of the Department of 
Labour and Population Distribution in 
Hanoi. He says a total of 550,000 people 
have made their home in the highlands 
since the war ended in 1975. 

Nationwide, some 3.5 million people 
have moved in an ambitious population re- 
distribution project during the past 14 years, 
with 2.1 million moving since 1981, Thanh 
said. The government plans to resettle 
another 2 million people by the year 2000. 
Most of the people have moved into one of 
the country's 300 new economic zones, such 
as Xuan Phu village, or 10 new economic 
districts in the central highlands, according 
to Thanh. The majority of migrants become 
self-sufficient after a few years, but about 
20% still face “difficult circumstances." 

The goal of the population relocation, 
Thanh said, is to "bring our rich labour re- 
sources to non-cultivated land to create new 
jobs." Vietnam's population of about 65 mil- 
lion is unevenly distributed — the northern 
Red River delta is densely crowded with 
800-1,000 people per km? compared to only 
22 in the central highlands. 

The massive migration has dramatically 
changed the face of Dac Lac since 1975. Over 
the past 14 years, the population has nearly 
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tripled, from 330,000 people, with half being 
members of Montagnard groups, to 910,000 
people, with less than a third being 
minorities, according to Nguyen Thi Xuan, 
deputy chairman of Dac Lac's administra- 
tive committee. Some observers believe the 
massive influx of ethnic Vietnamese, who 
settled in many remote areas of the high- 
lands, helped the Vietnamese army crush 
the mostly Montagnard resistance know as 
FULRO (Front Unifié de Lutte des Races Op- 
primés). By 1985, the government had man- 
aged to squash the resistance. 

More large-scale resettlement schemes 
are on the drawing board. Dac Lac plans to 
resettle some 1-1.4 million newcomers in 15 
unpopulated localities along the Cambodian 


The high road to Dac Lac 
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border by the year 2000 in an attempt to 
exploit the frontier's rich agricultural poten- 
tial and natural resources, said Ho Thanh 
Hien of the province's committee for the re- 
location of labour and population. 

The massive relocation has been one of 
the most contentious practices of the gov- 
ernment since 1975. Between 1975 and 1980, 
in particular, the government used pressure 
tactics to resettle people from Vietnam's 
cities to new economic zones. Many who 
chose to flee Vietnam and become refugees 
were fleeing forced resettlement. 

However, today much of the population 
relocation appears to be voluntary, though 
the government continues to use propagan- 
da and incentives to convince people to 
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move. Vietnamese refugees and people in 
Ho Chi Minh City no longer complain that 
they are being pushed out of cities to re- 
open remote areas abandoned during the 
war. In the late 1970s, many ethnic Chinese 
and Vietnamese traders charged that they 
were given the option of moving to new eco- 
nomic zones or leaving the country. 

But the forced migration was not very 
successful. Thanh from the Department of 
Labour in Hanoi said 20% of those who 
were moved between 1976 and 1980 fled 
back to the cities. But even since 1981, a 
13% of those resettled have returned, ac- 
cording to official government statistics. 
Thanh said people leave because of health 
problems, the government's failure to pro- 
vide the promised inputs and migrants' 
homesickness for their native village. 

Thanh says Hanoi hopes to provide jobs 
and solve the country's food shortages by 
moving some of the country's millions of 
unemployed to open up Vietnam's esti- 
mated 4 million ha of arable, uncultivated 
land. Officials also intend to boost coffee, 
rubber and pepper production on the fertile 
red soil of the plains, hills and valleys of the 
central highlands, particularly in Dac Lac. 


s an incentive for people to move, 
the state — in theory — pays for the 
family's transportation costs to the 
new economic zone, provides a 
temporary mud or thatch hut, and gives 
enough rice to feed the family for six to 1 ' 
months, officials say. The government 
promises to prepare the new village, dig- 
ging wells and building roads, irrigation sys- 
tems, clinics and schools. Relocating one 
family costs the state an average of Dong 
350,000 (US$78), Thanh said. 

But in reality, officials admit, the govern- 
ment is often slow in fulfilling its commit- 
ments. In the midst of Vietnam's economic 
crisis, it lacks funds to invest in resettlement 
projects. And in some cases, what little aid 
exists often is siphoned off by corrupt offi- 
cials. The new economic zone committee in 
Dac Lac province has a 1989 budget of Dong 
1.5 billion, but it had received only Dong 100 
million by the end of March, according Ho 
Xuan Ma, vice-chairman of the province's 
new economic zone committee. 

A recent explosion of “spontaneous” 
migrants, who move without government 
help or authorisation, is creating other prob- 
lems for Dac Lac. On one day in late March, 
three buses carrying 86 homesteaders from 
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the far northern provinces of 
Lang Son and Cao Bang ar- 
rived, planning to settle 
southeast of Boun Ma Thuot, 
the provincial capital. Ma es- 
timated that some 7,500 un- 
authorised migrants from 
these two provinces alone ar- 
rived in Dac Lac during the 
first three months of the 
year. 

"These people create big 
difficulties because they 
mess up our economic and 
social plans,” Ma said. 
“They're destroying our 
forests and getting into con- 
flicts with the minorities,” he 
said, referring to the hill-tribe 
Montagnard groups, who traditionally have 
practised slash-and-burn agriculture and 
have avoided assimilation with lowland 
Vietnamese. Spontaneous migrants often 

ve into existing villages, settling on land 
verween houses and forcing minority villa- 
gers to move because they have no land left 
for gardens, Ma said. 

“There are many conflicts with ethnic 





Good highland earth. 


Vietnamese trying to take 
our land, but the authorities 
help settle these problems,” 
said Ae Bet-Y-Deo Eban, a 
67-year-old Rhade farmer 
who with his 22 children and 
grandchildren grows coffee 
northwest of Boun Ma 
Thuot. "Usually if an ethnic 
Vietnamese wants our piece 
of land, they have to pay us 
compensation, said the 
former commander of a US- 
backed special forces unit 
who spent five years in a 
re-education camp. 

For the Huong family 
who resettled in Xuan Phu, 
the difficult part was the first 
year. In one week at the start of the rainy 
season in June, 140 new arrivals got malaria. 
Many, including the wife of Xuan Phu's vil- 
lage chief, died. Huong says the govern- 
ment gave her family rice for six months, but 
it was not enough to feed them while they 
cleared trees and bushes from their new 
7,000 m? plot of land and waited for their 
first harvest. The family still lives in a mud 
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Moves to preserve Bandung"s old buildings 


Hands off heritage 


By Victoria Butler in Bandung 


nce known as the Paris of Java, Ban- 

" dung boasts one of the world's 

largest concentrations of "Tropical 

Art Deco" buildings. And unlike Jakarta, 

` ich is rapidly destroying its most beauti- 

and historically interesting buildings, 

Bandung, just three hours to the south, is 

busily restoring and conserving its architec- 
tural heritage. 

As the administrative capital in colonial 
times, Bandung has inherited Indonesia's 
most extensive three-dimensional Dutch le- 
gacy. "Jakarta was the business centre, but 
most of the colonial government main of- 
fices were in Bandung,” says Harisanto, one 
of Bandung’s leading architects. "Every- 
thing important — the railways, post, mili- 
tary, logistics, etc. — was here. They hired 
good architects to build these offices. Some 
were young adventurous people who could 
realise their dreams without much competi- 
tion," he says. 

Moreover, young, innovative architects 
from the Netherlands adapted European 
styles to the Indonesian environment, creat- 
ing in Bandung a unique Indo-European 
style. ^We have no really old buildings. But 
in Bandung, we have one of the richest col- 
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lections of modern early 20th-century Dutch 
architecture," says Jeffrey Kijono, a profess- 
or of architecture at Bandung's Catholic 
University of Parahyangan and a member of 
the city's Society for Heritage Conservation. 

Bandung's colonial heritage has been 
saved because the historical value of some of 
the buildings is recognised, and because 
there has not been enough money around 
for grand schemes of replacing the old with 
the new. "Poverty is the friend of conserva- 
tion," says Francis Affandi, secretary of the 
Bandung Society for Heritage Conservation. 
Such landmarks as Gedung Sate, which 
housed the old Dutch administrative offices, 
and the Gedung Merdeka, where the 1955 
Asia-Africa conference was held, have been 
recognised as historically important and 
worth preserving. 

Moreover, it makes economic sense to 
some businessmen to preserve the old- 
world charm of the hotels. They have found 
an ally in the group of architects, business- 
men, academics and concerned citizens 
which formed the Society for Heritage Con- 
servation to lobby for the protection and re- 
storation of Bandung’s important buildings. 

An architectural tour of Bandung land- 
marks should start in the central part of the 
city with the Bank of Indonesia, the Grand 
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and thatch hut provided by the govern- 
ment, but their struggle to adapt their low- 
land wet rice farming skills to growing high- 
land coffee, pepper, beans and maize is 
slowly paying off. "We're buying wood one 
piece at a time," Huong said. "When we 
gather enough we'll build a new house." 

To reduce homesickness, the govern- 
ment encourages whole villages to move to- 
gether. Tran Quang Niem moved to Dac Lac 
in 1977 with 25 other families from his home 
village in the northern province of Nghe 
Tinh. Niem is doing quite well growing cof- 
fee on 1,000 m? under contract to the Thang 
Loi state farm, which sells its products to the 
Soviet Union. Niem built a new brick house 
with a tile roof in 1984 and last year earned 
enough to buy a water pump for irrigating 
his field, cement to pave his yard and new 
hard wood furniture. 

Niem still returns to visit his home village 
every year, but like many migrants who 
struggled through their first few difficult 
years in the highlands, he is now content 
with life in Dac Lac. “At first, I hesitated and 
was worried, but then I found the climate 
here very pleasant,” Niem said. “I fell in love 
with the land because life's so good here." m 


Preanger Hotel, the Savoy Homan Hotel 
and the Merdeka building. These buildings 
have either been maintained, restored or are 
in the middle of being renovated. 

The Bank of Indonesia, a pre-Art Deco 
masterpiece, was built in 1920 by Ed Cuy- 
pers, he who became the father of the 
Amsterdam School of Architecture after his 
return to the Netherlands. The bank has 
continuously and expertly maintained this 
elegant building, making it one of the Ban- 
dung’s most beautiful landmarks. 

Two examples of Art Deco architecture 
on Asia-Africa street, the Grand Preanger 
Hotel and the Savoy Homan Hotel, are cur- 
rently being restored. The two hotels, built 
on opposite sides of the street almost facing 
each other, were designed by two of Ban- 
dung’s best known architects, C. P. Wolf 
Schoemaker and A. F. Albers. 


Grand Preanger, which first opened 

its doors in 1928, has already been 
completed. From the facade with its sleek 
parallel lines to the wide verandah and intri- 
cate leaded and stained glass windows, the 
architects from the Jakarta firm, Atelier Six, 
have carefully restored the old grandeur. 
The deluxe rooms on the second floor of the 
old wing have been done in Art Deco pastels 
and filled with copies of period furni- 
ture. 

Across the road, workers are busily re- 
storing Albers' Savoy Homan Hotel. H. E. 
K. Ruhiyat, a prominent Bandung business- 
man who is chairman of the Society for 
Heritage Conservation, bought the hotel a 
little over a year ago. Albers, who was com- 
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missioned to build the hotel in 1838, 
created a small pleasure palace for 
Dutch plantation owners and 
bureaucrats. 

The hotel, yet another classic Art 
Deco structure, was designed to 
emulate a luxury steamship with 
wide decks for tea and coffee, big 
portholes and game rooms. Francis 
Affandi, who is also director of mar- 
keting for Ruhiyat's hotels, says: 
“Think about how you would or- 
ganise a ship. People need to be able 
to sense the adventure of a squall . . . 
These images have helped make this 
renovation." 

It was in the Merdeka building, 
which stands on the corner of Asia-Africa 
and Braga streets just opposite the Savoy 
Homan, that Schoemaker and Albers mar- 
ried their creative talents. Built in the 1930s 
as a Dutch clubhouse and now used for con- 
ferences, it has been renovated twice, first 
for the 1955 Bandung conference and again 
three years ago. 

The Gedung Sate, built in the 1920s by a 
Dutch architect, J. Gerber, has been the pro- 
vincial headquarters for West Java since in- 
dependence. It had been well maintained 
but the burgeoning bureaucracy needed 
more space. Five years ago, Prof. Soedibiyo, 
the head of the architecture department at 
the Institute of Technology in Bandung (ITB), 
was hired to design two new buildings on 
the site next to it. With considerable success 
he made his additions in the spirit and style 
of the original, though purists say the new 
buildings have destroyed the overall effect 
of the Gedung Sate which once stood alone 
surrounded by grass and garden. 

The ITB campus itself has often been de- 
scribed as the finest example of Indo-Euro- 





Savoy Homan Hotel, 
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an Art Deco classic. 


the young Dutch MuCaine Pont, the build- 
ings of the campus are a graceful blend and 
adaptation of Indonesian forms. Pont 
adapted his designs to a tropical environ- 
ment — steep sweeping eaves, ideal for 
shedding the rain, held up by massive stone 
pillars. The buildings offer coolness and 
shade from the tropical sun. Harisanto de- 
scribes the ITB campus as a showcase of en- 
gineering expertise as well as a “synthesis of 
roof architecture," both very fitting ac- 
complishments for a school of technology. 


lost some of its important buildings. A 

shopping centre replaced the prison 
where Sukarno was held during colonial 
times and where he wrote his early articles 
about independence. The old Luxor Theatre 
is also gone, replaced by an ugly concrete 
block. 

It can be difficult to drum up support for 
the conservation of Dutch architecture 
among a population that would happily 
forget its colonial era. "There have been 
times when people try to erase our herit- 


[: recent years, however, Bandung has 





g age," says Harisanto. “But you can't 
; cut pieces out of your history. It's 
: there." 

The Society for Heritage Conser- 
vation is compiling an inventory of 
Bandung’s buildings. It has held 
photo exhibitions of some of the 
city’s diverse architecture and has 
lobbied the local government and 
private business to protect notewor- 
thy structures. However, lack of 
funds, personnel and local govern- 
ment cooperation has hampered its 
efforts. The society has already lost 
some of its battles. One of Bandung's 
oldest and finest homes, built in the 
early 1930s for the Dutch head of 

the West Java tea plantations, is about to 
be torn down and replaced by an au- 
ditorium. 

The society is currently trying to get the 
local government to declare Braga street his- 
torically important. This lively, interest 
street has been at the heart of Bandung 
the past 100 years, its buildings telling the 
city’s architectural history. Society members 
are opposing a plan by city planners to 
create an arcade along the street. "We need 
some historic buildings as guidelines," says 
Kijono. “When you destroy all those pri- 
mary elements, you create something very 
strange, something without roots." 

Kijono's fourth-year architecture stu- 
dents are using Braga street as their final 
project. They have been asked to solve the 
problem of keeping the street's integrity and 
at the same time modernising it to suit cur- 
rent needs. "I want to give the students 
some sense of building for the future," ex- 
plains Kijono, "and at the same time re- 
specting the spirit of the place." He adds: 
" Architects must start with respecting the 
spirit of a place." s 


pean architecture in Indonesia. Designed by 





 Jakarta's gold rush 


. Tt used to be called the Senen Triangle, part of old Jakarta's - 


Chinatown and a place of shophouses famous for gold and 
jewellery. Now itis a placein ruins, visited not by shoppers butby 


scavengers, dredging up bits of history. 


. The site is being cleared to make way for a modern business 
district development comprising a hotel, office and shopping 
. complex, garage parking and 150 new shophouses. The develop- 
. ers are PD Sarana Jaya, described as the development arm of 
. Jakarta’s city government. | 
. .. Until the construction for the new complex begins, the 
-scavengers have come for what is left of the old, especially 
. the gold dust left behind from the gold merchants’ houses. 
J On the threshold of a half-demolished building, a group 
of young men huddle over a puddle, panning for gold. They 
sift intently through the mud, washing it through old biscuit tins. 
_ "They can find sometimes as much as a gram a day,” said 
one local resident. A gram is worth Rps 250,000 (US$142.86), 
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more than what a lot of people make in a month in Jakarta. 
"They come and ask for the dust from my floor,” said the 
owner of a 50-year-old gold shop, one of a handful of old 
shophouses that will be preserved. Many of the Senen Triangle 
shophouses had been around for about 150 years. 
Plans drawn up by Indonesia's leading firm of architects, 


Atelier Six, attempt to preserve the essential shophouse structure 


of the area. Merchants in the area were informed of the plans 
some years ago. Most have had time to relocate their shops and 
homes. Everyone seems happy with their prospective share of 
the Rps 14.7 billion in compensation set aside by the developers. 
Looking down what was once a bustling commercial area, a 
gold-shop owner who has travelled frequently to Singapore 
wondered why no one decided to preserve the area as a tourist 
spot. “This could have been Jakarta's Bugis street,” he mused. 
Many of the shopkeepers, though, found the search for a new 
home difficult. The cost of commercial property is high and space 
is scarce in Jakarta’s crowded shopping areas. Jakarta Governor 
Wiyogo Atmodarminto said a reprieve of just four of the build- 
ings will ^preserve the image of the area." The planned star-rated 
hotel and shopping centre will doubtless ensure a tidy income for 
the new tenants of the 6-ha site. m Michael Vatikiotis 
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HEN you first handle a Patek Philippe, you 
become aware that this watch has the presence 
of an object of rare perfection. 

We know the feeling well. We experience it every time 
a Patek Philippe leaves the hands of our craftsmen. 
You can call it pride. For us it lasts a moment; for you, 
a lifetime. 

We made this watch for 
you -to be part of your 
life — simply because this 
is the way weve always 
made watches. 

\nd if we may draw a con- 
clusion from five genera- 
tions of experience, it will 
be this: choose once but 
choose well. 

A Patek Philippe - 
because it's for a lifetime. 












PATEK PHILIPPE 
GENEVE 


Service Centre: FAIRFIELD ENTERPRISES LTD, Room 8O9, Wing On Plaza, Mody Road, 
Tsimshatsui East, Kowloon. Authorized Retailers: HONG KONG, BASEL WATCH CO, LTD. 

33, Queen's Road, Central — CHOW TAI FOOK JEWELLERY CO, LTD, 29, Queen's Road, Central 
and 44-46, Queen's Road, Central — ELDORADO WATCH CO, LTD, 60, Queen's Road, Central — 
SHUI HWA WATCH CO, LTD, 5O, Des Voeux Road, Central — KING FOOK GOLD & JEWELLERY CO, LTD, 
3O-32, Des Voeux Road, Central — 88, Queensway. The Pacific Place, Central — 

1, Yee Woo Street, Causeway Bay. KOWLOON, CHINESE ARTS & CRAFTS (H.K.) LTD, 30, Canton Road — 
EMPEROR WATCH & JEWELLERY CO, LTD, 81, Nathan Road, Ground Floor — 

KING FOOK GOLD & JEWELLERY (KLN) CO, LTD, 118-130, Nathan Road — 

ZURICH WATCH CO, LTD, G15 Hyatt Regency Shopping Arcade, Nathan Road — 

ZURICH WATCH CO, LTD, 91-93 Nathan Road. SINGAPORE: PATEK PHILIPPE DISPLAY AND SERVICE 
CENTRE, The Regent Singapore, 4 O1-O9 1, Cuscaden Road, Singapore 1024, Tel. 7321506. 
MALAYSIA (WEST): C. MELCHERS AND CO S.E.A. Agency, No. 1 (2nd Floor), 

Jalan 13/6 Bangunan Scientex, 46200 Petaling Jaya, Selangor, Malaysia, Tel. 7555566. 
JAKARTA: GM. Store, Gajah Mada Plaza Shopping Arcade, Ist Floor, 

79 Jalan Gajah Mada, Jakarta, Indonesia, Tel. 345154. 
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Nothing in Manila can compare with our new Executive Floor. 


Beautifully refurbished rooms. Priority check-in and check-out. Complimentary continental 
breakfast and afternoon hors d'oeuvres in our exclusive lounge. A concierge to answer your every call. 
And a host of special privileges, room amenities and services too numerous to mention. 


THE WESTIN PHILIPPINE PLAZA 
Manila 


For reservations, call your travel agent 


or Westin Hotels or direct phone 
Manila 832-0701. Telex 40443 FILPLAZA PM. 





THE PEOPLE AND PLACES OF WESTIN. WV / ESTI N 
YVES B EIN 
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Blood and plunder 


impossible Dream: The Marcoses, the 
Aquinos, and the Unfinished Revolution 
by Sandra Burton. Warner Books, New York. 
LIS$24.95. 


If Time correspondent Sandra Burton had 
not been a witness to the assassination of Be- 
nigno ‘Ninoy’ Aquino, she might have writ- 
ten a better book. But if she had not been on 
the plane which brought Aquino back to 
Manila and from which he stepped to his 
death on the tarmac, and had she not cap- 
tured the sound of the fatal shots on her tape 
recorder, Burton would never have become 
involved and probably never written this or 
any other book on the Aquinos and Mar- 
ences, And that would have been a loss. 

he great outpouring of literary hype, 
nate and hagiography since the February 
1986 triumph of People Power was perhaps 
inevitable. But much of it is unreadable, and 
most of the rest too simplistically committed 
to outlast the euphoria. This book is in a dif- 
ferent class and will be an important source 
for the detail of key events between 
Aquino’s departure for Manila in August 
1983 and the Marcoses’ departure for 
Hawaii in February 1986. 

It is seldom dull, despite an occasional 
excess of inconsequential detail that 
suggests an urge to disgorge three years of 
incessant notetaking (which makes one 
wonder at the gap between US weeklies’ ob- 
session with condensation and book pub- 
lishers’ apparent belief that nothing less 
than 500 pages can be taken seriously). 

There is quite a lot that is new informa- 
tion, and much dispassionate reconstruc- 
tion of events and their causes. It is also a 

‘sympathetic book, never descending to 

ionology (even towards Gen. Fabian 
Ver), recognising the quirks and attractions, 
as well as the warts, of assorted personalites 
caught up in what at one level is like a long 
drawn-out family feud. 

Here is Marcos showing occasional sym- 
pathy for Ninoy the man while stamping on 
Ninoy the political rival. There is Imelda not 
quite forgetting that Ninoy, a distant cousin, 
once dated her. Burton's description of a 
three-hour interview with a manically 
earnest Imelda spewing forth bizarre (but 
scarcely evil) theories of economics and 
human behaviour is an unmalicious treat. 
Burton appreciates that the outsider can 
enjoy and use Filipinos' openness, love of 
words and command of rhetoric without 
being taken in by it or mocking it. 

The main weakness of the book stems 
from the difficulty of writing about some- 
thing with which the author is involved di- 
rectly and personally at the same time as try- 
ing to give an accurate, unemotional ac- 
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count. For Burton the assassination acquired 
a personal angle, because the importance of 
the evidence of her tape recorder inevitably 
involved her in scrutinising its aftermath. 
Very naturally she is appalled by the cold- 
blooded brutality of the plot (which required 
the extinction of fall-guy "assassin" Rolando 
Galman as well as Aquino), exasperated by 
the cover up, and surprised and moved by 
the tenacity and courage of the Agrava fact- 
finding board to which she gave key evi- 
dence. And though she is modest enough 
not to say so, the involvement of a clear- 
headed reporter from Time did no harm to 
the board's resolve. 

The first-person account sometimes sits a 
little uneasily with the rest of the book, and 
makes one wonder whether she might not 
have written two books, one on the assassi- 
nation, the investigations and the Ver trial 





Struggle between good and evil. 


farce, another on the political consequences 
of which she was observer not participant. 

Inevitably she presents Aquino as the 
underdog and hero, thwarted by the ruth- 
less Marcos and then cut down in his prime. 
Burton had not been covering the Philip- 
pines long enough to be the hardened 
cynic of pre-martial law days, nor was she 
one of the planeload of foreign reporters 
who arrived after the assassination for 
whom the dead man was not a complex per- 
son but a symbol in a simple struggle be- 
tween good and evil. 

She received a short but evidently in- 
tense dose of the Ninoy charm in the 24 
hours in Taipei and in the air before his 
death as he talked about self-sacrifice, Gan- 
dhi and hara-kiri and proclaimed that, con- 
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tra the West, "in my country you cannot 
qualify for leadership without courage" — a 
curious comment on post-1940 Philippines. 
Thereafter for Burton it is not "Aquino" and 
Marcos but “Ninoy” and Marcos, and how- 
ever much she recognised that he was no 
saint in pre-martial law days, she conveys 
the feeling that given another chance he 
would have mellowed, or come under the 
moral sway of the ever-virtuous Cory. 
Away from the first-person encounters, 
the book is at its best describing the evolu- 
tion of US policy towards the Marcos regime 
under the direction first of Ambassador 
Michael Armacost and then of his successor 
Stephen Bosworth, ably assisted by the US 
Pacific Forces commander William Crowe. 
Even without Burton's inside-track ac- 
cess to Washington, it was clear that the US 
performed a sensationally deft policy of 
gradually undermining Marcos, pushing for 
the reconstitution of democratic liberties and 
institutions, and ultimately withdrawing its 
support. It was all the more remarkable 
given that they were dealing with a US pre- 
sident who saw things in black and white 
and thought Marcos was his friend. Bur- 
ton's account of US policy and its relation- 
ship with the RAM (Reform the Armed 
Forces Movement) is fascinating and should 
be required reading for US diplomats. 
Filipinos have always tended to believe 
that the US wanted and was capable of far 
more influence (for good or ill) on their 
country's affairs than was really the case. 
But it is clear from Burton's account that 
though Marcos was ultimately susceptible 
to US pressure, many oppositionists were 
forever looking over their shoulders to see if 
they met with US approval, or neutrality. 
Indeed in the end the US decision that 
“Marcos must go," a message delivered to 


. the opposition as well as — by implication 


and eventually more bluntly — to Marcos 
himself, was as important as People Power 
and the bungled quasi-coup put together by 
Ramos, Enrile and the RAM in finally ousting 
Marcos. Although Burton does not raise the 
question, perhaps it was Marcos' strength 
that he had no doubts about where he stood 
with the US. He simply told the US he was 
their man in the Philippines, their bastion 
against communism and thus got away with 
retaining Washington's support when he 
went on to behave in ways which were con- 
trary to US interests. A typically Filipino 
triumph of rhetoric over logic? 

For all its merits in describing the events 
of 1983-86, Impossible Dream leaves this 
reader at least hankering for an analytical ac- 
count of the Marcos years, how he ruled, 
why he ruled so long, why he kept US sup- 
port so much longer than he deserved, and 
why (apart from the stain of the Aquino as- 
sassination) his power crumbled. Burton 
has the capability to do it, but she is now in 
Peking and the subject has moved from the 
realm of journalism to that of the history. 

B Philip Bowring 
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NOW DISTANCE IS NO LONGER 
A BARRIER. 











Most long-haul flights used to be exactly that. A 


long haul, with the inevitable refuelling stop en 


route. The barriers of distance stood in our way. 





But now those barriers have been broken by the 
largest, fastest long-haul aircraft in the world. 
SIA's MEGATOP 747. It will be the first passenger 
aircraft ever to fly nonstop between Singapore 
and London . . . cutting hours off normal travel 
times; the first stretched upper deck 747 capable 
of flying San Francisco to Hong Kong nonstop, or 
Honolulu to Singapore nonstop; and the first of its 
type to serve Europe, Australia and Asia. Yet no 
matter how many hours our MEGATOP may save 
you, you will still have ample time to enjoy 
a standard of inflight service even other airlines 
talk about. As the latest addition to the world’s 
most modern fleet, our MEGATOP 747 takes you 
further, faster, in greater comfort and luxury, 
than you ever imagined. Experience it now. 


A great way to fly ( , 
SINGAPORE AIRLINES ,,, 





White woman's burden 
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Women of the Raj by Margaret MacMillan. 
Thames & Hudson, London. £12.95 (US$21.70). 


__ The memsahibs gave the Raj abad name. 
One of their detractors was poet Wilfred 
Scawen Blunt: “Englishwomen in India look 
upon the land of their exile unaffectedly as a 
house of bondage, on its inhabitants as out- 
. side the pale of their humanity . . . ” He 
"blamed them for “half the bitter feelings" be- 
. tween the races. Margaret MacMillan con- 
_..., Siders the view unfair, and this book is an at- 
. tempt to redress the balance. 

There is surely no more mileage to be got 
out of the nostalgia for the Raj, yet publish- 
ing on the subject continues apace. Small 
wonder that this volume seems merely to 
have put old wine into new bottles. Old 
India hands such as lris Portal, Honoria 
Lawrence and Flora Annie Steel, already 

|^ familiar from other recent social histories of 
_ the period, are once again trotted out and 

“quoted in these pages. Still, it is the voices of 
___ the women themselves which provide some 
_ of the most persuasive, if occasionally re- 
v. petitious, material in this book. Whether 
-~ snobbish, tender, self-pitying or exhilarated, 
the tone of their letters, memoirs and diaries 
- ... reveals them as people who, on the whole, 
.. -meant well and made the best of things. 


MacMillan is particularly concerned with 
the ordinary memsahibs, but inevitably the 

story belongs to those who most frequently 
took up their pens. 

How did they live? The women who 
went to India, more often than not engaged 
or newly married, found themselves in an 
English society transfigured by the impera- 
tives of racial exclusiveness, a rigid social 
hierarchy, isolation and loneliness, even 
danger. For those who were there in the 


- later part of the 19th century, memories of 


the Cawnpore massacre, in the thick of the 
1857 Mutiny, would not have been easily ex- 
punged. Fellow members of the ruling race, 
spread thinly across a teeming alien land, 
were almost impossibly outnumbered: at 
the turn of the century there were four offi- 
cers of the Indian Civil Service to every mil- 
lion Indians. 

Isolation, fear and perhaps a sense of 
mission made for the extraordinary cohe- 
siveness of the Raj; that those who belonged 
to it sprang from the same class and had 
gone to the same schools served to make 
this cohesiveness stronger. Women were 
really rather irrelevant to the system of rule. 
Some of them elbowed their way out of their 
limited role by joining their husbands on 
tour. For the most part, though, they proba- 
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v 5 Democracy and Leadership: The Rise 
* -of the Taman Siswa Movement in 


_ Indonesia by Kenji Tsuchiya. Translated by 
Peter Hawkes. University of Hawati Press, 
. Honolulu. No price given. 
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== The Taman Siswa school system and its 
. founder, Ki Hajar Dewantara, played im- 
. portant roles in the development of Indone- 
_ sian nationalism and an Indonesian national 
dentity in the first half of the 20th century. 
Dewantara’s ideas influenced many leading 
nationalists, notably Sukarno. 
. The system merged Western-style edu- 
cation with the study of Javanese culture, 
vith the aim of creating a new, truly indi- 
genous but truly modern generation of lead- 
ers for Indonesia. This was a response to 
three socio-cultural-political phenomena. 
The first was a belief in some circles that 
. Javanese culture was decadent, effete and 
-an irrelevant anachronism. The second was 
the influence of Western culture. The third 
was the growth of modernist Islamic ideas, 
which fused Western learning and a 
| purified Islam to seek the new cultural style 
many Indonesians felt was needed. 


Prof. Kenji Tsuchiya’s book provides a 
welcome description of Taman Siswa’s early 
years, but of the three contexts outlined 
above, he deals successfully only with the 
second, the colonial. His book suffers 
from superficiality, misinterpretations, and 
doubtful propositions. For example, he 
proposes two forms of leadership in pre-col- 
onial Java: that of the pandita (religious scho- 
lars) and that of the satria (warriors). This 
idea is not without foundation, but it is mis- 
interpreted here. The former he describes as 
“the intelligentsia of Java,” immediately re- 
vealing his ignorance of traditional Javanese 
literature of all genres, a very large part of 
which stemmed from the court aristocracy 
and scribes, not religious leaders. 

He then proposed that whenever there 
was a political crisis, the panditas poured out 
of their religious schools, the “people rallied 
around" and the king (the satria) was top- 
pled. So "almost all revolts in Java were led 
by men bearing such titles as guru . . . or pan- 
dita." In fact, there were very few such cases, 
most rebels being aristocrats. And the religi- 
ous rebels did not topple kings: they were 
invariably crushed by royal forces. On 





ised their - servants like expatriate wives 
anywhere, except for the round of gaiety 
that yearly drew them to the hill stations. 
arri onus podre Mad arit 
tions of the typical English household ir 
19th- and early 20th-century India. Mem 
sahibs struggled to wrest cosiness out of ar 
inhospitable environment. Many of them a 
least had that exhaustive guide, The Complet 
Indian Housekeeper (1898), to hand: “An In 
dian household can no more be governec 
peacefully, without dignity and prestige 
than an Indian empire." The comforts o 
Home could be aspired to, if not matched 
what the memsahibs had to work with wa: 
too unpromising. 

If they had a bungalow, it was usually 
built to a standard style. Bordered by a ver 
andah, it had large rooms, high ceilings anc 
bare whitewashed walls. The legs on the 
furniture had to be stood in saucers of watei 
against the depredation of ants. There wa: 
little variation in the daily routine, 
perhaps, among the privations of life on tne 
station, monotony was the worst of all. This 
is neatly captured by one photograph in this 
book, of a couple in the Punjab, taken 
around 1885. They appear sunk in bore- 
dom: she is stroking a cat on her lap; he 
looks at the ground, or possibly his dog. 
One is left with an image of the empire- 
builder in his gloomy bungalow, yawning 
away beneath a flapping punkah while white 
ants nibbled steadily through the furniture. 

n May Holdsworth 





the basis of such historical inaccuracies, 
Tsuchiya constructs a cultural dichotomy 
with which to explain Taman Siswa leaders’ 
views. 

Later he exaggerates Javanese mystical 
ideas by claiming that Soedyono, a leading 
Taman Siswa figure, "identified Sang 
Hyang Wenang, the Divine Soul, with “> 
People." Now, itcan be taken as an axion 
intellectual history that no matter how 
absurd an idea, someone is bound to have 
professed it at some time. But the quotes of- 
fered from Soedyono do not support 
Tsuchiya's view that he held this idea. 

Of the Islamic context there is next to no- 
thing in this book. Tsuchiya even holds the 
erroneous view that Muhammadiyah, 
founded in Yogjakarta a dice before 
Taman Siswa was launched there, was 
stimulated to enter the field of modern edu- 
cation by Taman Siswa. In fact, modernist 
Islamic schools had existed in Batavia since 
1905 and ey was committed 
to education from the beginning, opening 
schools first in Yogjakarta and then else- 
where. 

In brief, this book is a contribution to the 
history of Indonesia in the first half of the 
20th century, but the last word | on Ki Hajar 
Dewantara and his. Tus n Siswa schools 
has ee to be e written. 
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WHERE TO PUT YOUR MONEY 


Japan still leads the field 


THE TOKYO MARKET CONTINUED to lead the world and strain credulity 
with a 1.8376 gain over the month to 12 May after hitting yet another 
peak of 34,135.24 on 8 May. Tokyo's performance was the more re- 
markable given the further weakening of the yen against the dollar, 
the strength of oil prices, and indications that Japan's trade surplus 
has at last entered a cyclical decline which may last a long time, even- 
tually squeezing the liquidity which underlies the stocks boom. 
Although domestic inflation is still moderate, the effects of a 
weaker yen, higher input prices and rising wages cannot be delayed 
forever. And though slower US growth seems to have put a cap on 
dollar interest rates, a rise in yen rates has merely been delayed. 
Japan's political uncertainties have not had the negative impact 
that had been assumed. One reason is that political considerations 
have delayed interest rate rises and other measures that the Bank of 


Japan would like to have used to counteract inflationary pressures. 
The delay in raising interest rates contributed to the yen weakness 
against the dollar. But it was probably of only secondary importance, 
as the equally poor performance of the deutchemark despite the 
Bundesbank 's enthusiasm for higher rates would suggest. 

The dollar's strength has clearly been based on long term expec- 
tations of trade and interest rate developments. Although the US 
economy is slowing, perhaps to the point of zero growth, the trade 
deficit is still stuck at more than US$100 billion a year. The new confi- 
dence in the dollar may have reached its limit, and could suffer a 
sharp reverse. But that would not be likely to presage lower interest 
rates elsewhere, given worries in many OECD countries about 
domestically induced inflation. 

Stockmarkets have remained surprisingly resilient on the whole. 


Australian stocks look good as currency weakens 


Poised to pounce 


HE AUSTRALIAN EQUITIES MARKET 

has a poor reputation with over- 

seas investors, and deservedly so. 

It sustained the sharpest fall of the 
major markets in the October 1987 crash and 
has been among the poorest performers 
since. The stockmarket is currently trading 
only 31% above its post-crash low and is 9% 
off its post-crash peak. 

However, foreign investors stand to gain 
in the next few months if they are quick 
footed, and in the longer term if they have 
the patience, as an anticipated fall in the 
Australian dollar will add value to already 
strong market fundamentals. Australian 
stocks have emerged from a particularly 
bearish phase after falling to an 11-month 
low and look ripe for a rally. 

Asian investors are best going for the di- 
versified resource companies, not the pure 
metal and gold stocks, and diversified blue- 
chip industrials with overseas earnings. 
These stocks stand to benefit in the longer 
term from the lower exchange rate and are 
always the first to rise when the market per- 
ceives currency weakness. 

Dividend yields are trading at historically 
high levels, price/earnings (p/e) ratios are 
well below world averages and strong earn- 
ings growth should be maintained into the 
1990s. The latest Australian Stock Exchange 
figures show that the average dividend yield 
on stocks which make up the All Ordinaries 
Index rose to 5% in March, the highest level 


By Sue Mitchell in Sydney 


since 1983. The average p/e ratio for the All 
Ordinaries fell to 11.2 times in March, the 
lowest level since December 1984. 

Nice stuff to get in to; getting out with the 
spoils may be more difficult. The Australian 
Government's A$5 billion (US$4 billion) tax 
bonus to voters looks to have been designed 
for political motives rather than being based 
on any sound fiscal policy — and it is the 
Australian dollar that will bear the brunt. 
Canberra "has sacrificed the Australian dol- 
lar on the altar of political artifice," says 
UBS-Phillips and Drew in the latest issue of 
Pacific Currency Report. 

Assistant director of UBs in Hongkong, 
David Shairp, says that re-igniting an expan- 
sionary policy when there are "clear signs of 
excess demand in the economy" is the 
wrong, move. If the economy does slow in 
the second half of this year as the govern- 
ment expects, the tax cuts are likely to flow 
into consumption, and domestic demand 
could rise rapidly — nice timing for a general 
election late this year or early 1990. 

Whoever wins the next election, one 
thing is certain: the first priority will be to 
rachet the economy down again — and fast. 
The expected easing of base metals prices 
late in the year because of a slow down in 
the US, Japan and Europe, combining with 
a huge current-account deficit, could knock 
the Australian dollar for a six. 

Pulling the economy into line by raising 
interest rates will not help the investor trap- 
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ped in Australian equities. On a more hear- 
tening note, while resource stocks may suf- 
fer from falling commodity prices denomi- 
nated in US dollars, any currency weakness 
could ensure that commodity prices main- 
tain value in Australian dollars terms. For 
the overseas investor, there is a currency risk 
playing industrials, most of which are likely 
to benefit from increased domestic demand 
but gain little value from a weak Australian 
dollar. 

However, for the longer-term inves  . 
there appears good reason to believe that 
the currency risk will wash out in three to 
four years. US institutional investors espe- 
cially are finding the Australian equities 
market good value on fundamentals, and 
many do not seem concerned with hedging 
their positions. 

Local institutions have been cautiously 
moving back into the market over the past 
few weeks but are waiting for offshore gui- 
dance before committing themselves too far. 

Asian-based investors, particularly the 
Japanese, are keenly awaiting the Australian 
and US dollar's fall so they can start moving 
back into Australian stocks. The first flow of 
Asian funds is expected to trigger a rally 
which could see the market test its previous 
post-crash highs. 

The big question for overseas investors is 
when to start buying. 

Nomura Australia believes a weaker 
Australian dollar will start to show in the 
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Most remarkable perhaps has been Taipei, which climbed back to al- 
most 8,500, close to its all-time peak. This was despite a further rise 
in the NT dollar against a strong US currency, and evidence of high 
inflation which prompted a rise in the prime rate to 12-13%. It would 
scarcely be logical for interest rates, the currency and stockmarket to 
peak simultaneously, but given that short-term movements are not 
being driven by fundamentals, anything could happen. 

Australia has also exhibited confusing tendencies. It had for 
months been the world stockmarket laggard, thanks to a combina- 
tion of interest rates and current account deficits. But it gained 9.5% 
in the month to 12 May as a weaker currency appeared to make it — 
and especially the commodity stocks — more attractive. 

Less complicated were the continuing relative strength of the Sin- 
gapore, Malaysia, Bangkok and Hongkong markets — all of which 
enjoy reasonably strong fundamentals, and some of which reflected 


Tokyo climbs as yen falls and oil rises 


the benefits derived from their US dollar links. Whatever happens 
next, they look relatively soundly based — though Hongkong’s de- 
pendence on property could be its Achilles heel. 

Meanwhile the erstwhile leader of them all, Wall Street, remains 
tentative. Although on balance it has edged higher, it remains strad- 
dled between easing fears of rampant, demand-pull inflation, and 
rising fears of zero growth and the accompanying profits squeeze. 


next month as the undervalued yen re- 
covers from weakness inspired by the Re- 
cruit scandal and is boosted by an antici- 
pated rise in the official Japan discount rate. 
As the US dollar eases from US$1:¥135 to 
US$1:¥125, the Australian dollar rate is 
likely to fall from around A$1:X108 to 
around A$1:¥103. 

This may be a big enough for Japanese 
investors to change their tactics towards 
Australian equities — or even bonds. “Ja- 
panese institutions have been waiting for a 
value below the ¥105 range to really get 
back to this market in a big way,” said No- 
mura’s investment manager, Ko Miyamoto. 


Australian dollar's fortune 
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Source: UBS—Phillips & Drew, Hongkong 
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"The same can be said for the Singapore and 
Hongkong institutions," he added. 

It is widely believed that the Australian 
dollar is fundamentally weak and will fall to 
around 75-76 US cents in the next three to six 
months. Commodity prices are moving, 
lower, Australian interest rates are close to 
their peak, inflation and the current-account 
deficit remain high, and the Australian Re- 
serve Bank is keen to see the dollar lower. 

While many Australian economists ex- 
pect the dollar to fall to around 75 US cents 
by July or August, Miyamoto believes a fall 
to these levels any sooner is unlikely be- 
cause the currency will continue to be sup- 
ported by commodity prices and high in- 
terest rates. 

He said that after the third quarter this 
year, when the slowing of world economies 
become more visible, commodity prices will 
soften and the Australian dollar is more 
likely to fall to the 76 US cent mark. A recov- 
ery will depend on an improvement in Aus- 
tralia’s balance of payments, either in 
fourth-quarter 1989 or first-quarter 1990. 

Australian brokerage Ord Minnett be- 
lieves foreign investors should start trading 
now rather than waiting for the Australian 
dollar to fall. "Overseas investors will not be 
able to buy a combination any cheaper," 
said Ord Minnett's strategist Geoff Warren, 
who reckons the level of overseas interest, 
mainly from Europe, has already started to 
accelerate. 

At the end of April the Australian market 
was at a 2676 discount to the world market, 
excluding Tokyo, on p/e values — enough 
of a discount to reflect the currency risk, says 
Warren. 

The rally that ensues from foreign buy- 
ing is expected to send the All Ordinaries 
Index, currently around 1,500, up to 1,600 
and within shooting range of the post-crash 
high of 1,658, set in August 1988. 5 
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On the commodities front, oil has been volatile but nevertheless 
showed that recent strength was not just a reflection of temporary, 
localised production problems. Foods were firm, base metals too, 
despite the prospect of stagnating US demand. m Philip Bowring 


AIRLINE STOCKS 


Up and away 
in Asian skies 


By Jonathan Friedland in Hongkong 


HILE US AIRLINE STOCKS are ap- 
W proaching the peak of their value, 


with considerable downside po- 
tential due to rising costs, their Southeast 
Asian counterparts remain a good buy. 

This is particularly true for Cathay Pacific 
Airways and Singapore International Air- 
lines (SIA), two of the best managed airlines 
in the world's fastest growing civil aviation 
market. But it also holds for Malaysian Air- 
lines which, despite a slew of management 
problems earlier in the decade, still has a 
domestic network with strong future poten- 
tial. Thai Airways International might also 
be a relatively attractive counter once its 
politically fraught listing gets off the ground. 

Analysts in Hongkong and Singapore 
cite vibrant demand, relatively low costs, 
young fleets (an average of eight years, com- 
pared to an average of 12.5 years in the US), 
and inbuilt earnings elasticity due to wide- 
spread discounting practices as factors 
favouring Asian airline equities. There is 
also the fact that fares remain regulated 
throughout the region, unlike the US where 
Reagan-era deregulation has thrown the in- 
dustry into a frenzy of mergers and closures 
and strained the balance-sheets of even the 
healthiest carriers. 

"You don't really have a competitive situ- 
ation in Asia yet," says Bruce Darrington, 
head of Singapore and Malaysia research for 
Crosby Securities. With a limited amount of 
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Selected airline stocks 


carriers backed by national governments, he 
adds, “the airlines aren’t growing to meet 
demand. There’s no overcapacity.” 

While overcapacity is not really a prob- 
lem in the US market either, both the strong 
earnings record of most carriers and rising 
costs are sullying immediate prospects. The 
costs of replacing and servicing ageing air- 
craft, rising fuel prices and labour unrest at 
many carriers are all creating uncertainty in 
1989. 

“Airline stocks rose 35.5% compared 
with a 12.4% increase in the S&P 400 during 
1988 and have outperformed the market in 
early 1989," points out New York-based 
Drexel Burnham Lambert analyst Michael 
Derchin. "It may be tough for the group to 
outperform two years consecutively." Many 
analysts see the third quarter of 1989 as the 
peak of the current cycle. 

This is not to say that there are not good 
buys in the US market. "The Americans 
have the biggest domestic market and the 
most sophisticated yield management sys- 
tems in the world," says Simon Walker, 
managing director of aviation consultants 
Avmark Asia. "Well run US carriers remain 
very formidable." 

Both Derchin and Shearson, Lehmann, 
Hutton aviation guru Helane Becker see 
AMR Corp., the parent of American Air- 
lines, as having considerable potential based 
on fundamentals. AMR, which has been 
trading at a US$57-63 range for the past two 
months, is still "absurdly" undervalued, ac- 
cording to Becker because of the relative 
youth of its fleet, its strong cash position and 
its 50% stake in the SABRE airline reservation 
system. 

While American has strongly profitable 
European runs, Walker and other analysts 
cite UAL Corp. — the parent of United Air- 
lines — as having a goldmine in its Pacific 
routes. Add to that the top load factor in the 
US airline industry during the first quarter of 
1989, an improving fare structure, and im- 
proved relations with key unions and UAL 
"remains a buy," says Derchin. At current 
prices, UAL is selling at about 5.5 times earn- 
ings while AMR is at an estimated 6.6 times 
earnings. 

Other US stocks that win the endorse- 
ment of analysts are Delta Air Lines, which 
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is well run and has a reasonably good inter- 
national franchise and USAir, which with its 
buyout last year of regional carrier Piedmont 
Airlines, will be a major force to be reckoned 
with on the East Coast of the US. Most other 
counters, unless one likes risky takeover 
plays like NWA Inc. — parent of Northwest 
Airlines — Pan Am Inc. and the bankrupt 
Eastern Airlines, should be avoided. 
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Those with a taste for safety and long- 
term capital gains might look first to SIA. The 
Singapore national carrier has “a very strong 
balance-sheet for an airline and excellent fu- 
ture prospects,” says Patrick Ying, an ana- 
lyst at James Capel in Singapore. Now trad- 
ing at eight times earnings — about half the 
market average — and at the low end of its 
historical range, SIA has excellent cash flow, 
an ambitious expansion programme under 
way and few storm clouds on its horizon. 
Prospects are also good for Cathay, 
which has yielded much of the slow-yield- 
ing intercontinental blue-chip routes to SIA, 
instead concentrating on hugely profitable 
inter-Asian runs. Now trading at nine times 
prospective December earnings, Cathay 
shares “are not expensive in comparison to 
other international carriers considering the 
excellent growth prospects,” said James 
Halstead, a Salomon Brothers airline indus- 
try analyst. One caveat, though, say ana- 
lysts is a huge increase in gearing expe-^? 
as the Hongkong-based carrier pays 
US$2.2 billion worth of new Airbus jets. m 





TAIWAN FUNDS 


Closed end, open door 


By Christopher Marchand 


HE TAIWAN (ROC) FUND'S plan to con- 

vert to a closed-end fund, and switch 

to a New York Stock Exchange list- 
ing, reflects the frustrations of the roller- 
coaster ride which foreign investors face in 
Taiwan stocks. Fund managers point to the 
growth in net asset value (NAV) of Taiwan’s 
four country funds. But investors have often 
found it difficult to buy into the funds and 
have been faced with price distortions. 

The orgy of redemptions which erupts 
whenever the Taiwan stockmarket stages 
one of its crashes also fractures fund mana- 
gers’ ability to invest consistently. Taiwan's 
central bank has added to the burden. Fear- 
ing uncontrollable upward pressure on the 
currency, it has often refused to allow funds 
to re-issue redeemed units when foreign in- 
vestors want to grab seats on the roller coas- 
ter's next upward run. 

As a result, fund premiums are more a 
matter of liquidity than market prognosis. 
Timing can be critical, such are the vagaries 
of the funds' premium and discount pat- 
terns. Losses are surprisingly easy to make, 
even though the Taiwan stockmarket aver- 
age rose 118% in 1988, 125% in 1986 and 66% 
so far this year. An investor who bought in 
the 1987 euphoria only to sell in the 1988 de- 
spair — after Finance Minister Shirley Kuo 
announced plans to impose a share trading 
gains tax — probably made a loss. 

But an investor who was able to buy 
units in the trough of the Kuo-induced crash 
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will have made a triple killing on rising 
NAVs, a swing back to premiums and 
the stronger NT dollar. Few investors, 
however, joined in the fun because of cen- 
tral bank curbs on unit re-issues. After last 
year's crash, the three open-ended, Lon- 
don-listed funds have on average 40-50% 
fewer of their originally issued units in the 
market. 

The Taiwan (ROC) Fund, however, ap- 

pears to have persuaded the central bar ' *- 
allow it to re-issue redeemed units as sh: 
The object of switching to a closed-end New 
York listing is to enhance liquidity. Some 
US$50-60 million units will be up for sale. A 
three-month freeze on existing unitholders 
selling, once their units are converted to 
shares, aims to enhance price stability. The 
fund's closed-end structure will also insulate 
its capital against erratic fluctuations. 

As for premiums and discounts, Steven 
Champion, president of fund managers In- 
ternational Investment Trust Co., reckons 
that these will copy the Taiwan Fund Inc. 
This closed-end fund was listed on the 
American Stock Exchange at end-1986. It 
upgraded its listing to the New York ex- 
change last November. (To eliminate name 
confusion, Champion’s fund will be re- 
named the ROC Taiwan Fund.) The Taiwan 
Fund Inc.’s premiums have ranged from 
over 100% to discounts of 20%. It currently 
trades around a 20% premium. 

The three-month sales freeze is a consid- 
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erable gamble as the roller coas- 
ter may have started its descent 
by August. But Champion — 
who gained a reputation for 
being a bear during last year's 
runaway bull market — is push- 
ing a strongly bullish line. 

The market's average mul- 
tiple may be 55 times earn- 
ings and the average dividend 
yield 0.8%. But Champion ar- 
gues that company technology 
has been upgraded, overseas 
investment is expected to con- 
tribute to corporate profit, a 
large, consumer-oriented mid- 
dle class is emerging, political 
stability is growing, and the 
economy is being reintegrated 
into the global economic order. 
There is also the mainland China play. 

Short term, Champion notes that liquid- 
ity remains strong — despite government 
efforts to constrict it. Economic growth also 
continues to be buoyant. "There's been a 
shifting of orders from offshore back to 
Taiwan, where there is better quality and 
consistency of orders," he says. 

As a further bonus, Champion cites the 
Taiwan (ROC) Fund's emphasis on invest- 
ing in fundamentals. In the past, however, 
this has proved to be a wrongly focused stra- 
tegy as Taiwan works on mass psychology 
and not fundamentals. Industrials may 
trade at half the multiples of financial stocks 
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— 20-30 times earnings. But their profits 
have been hit by the rising NT dollar. 

In contrast, the more heavily capitalised 
financial stocks — which account for 26% of 
the index — must run if the market is to 
move. The better-performing Formosa and 
Taipei funds opted for greater exposure to 
the more highly rated bank sector. The 
Taipei Fund, however, is not heavily traded. 

The Taiwan (ROC) Fund also appears to 
have erred in its forecasts for market rallies 
as it was more heavily invested in cash dur- 
ing last year’s market run than its rivals. (At 
present, 20% of the Taiwan [ROC] Fund is 
in cash.) The Taiwan Fund Inc. made 





WINE FUTURES 


The most liquid asset 


By Jonathan Burton in New York 


NVESTING IN WINE FUTURES can look an at- 

tractive proposition on paper — but for 

most buyers, the real rewards usually 
arrive as the precious liquid asset is un- 
corked and savoured. 

In most situations an investor would do 
better to speculate elsewhere and use profits 
from that venture to buy a case of two of 
good Bordeaux or Cabernet Sauvignon. For 
those who nonetheless insist that money 
grows on vines, there are a couple of invest- 
ment avenues and many rules to follow. It 
helps also to know something about wine, 
to be prepared for a long-term responsibil- 
ity, and to believe, if forced to drink your in- 
vestment, that there is no better way to lose 
money. Asian investors are soon to get a 
taste of the market when Christies of Lon- 
don holds its first Tokyo wine auction in 
June. 

A wine’s value increases with demand 
and scarcity. Most investor interest is shown 
in the formidable red wine from the leading 
chateaux of France’s Bordeaux region and, 


to a lesser extent, in the red Cabernets of 
California’s Napa Valley. These wines have 
few peers and invariably improve with age. 
Properly stored, the best of a top vintage will 
reach maturity after a decade or more. 

Wines from Burgundy and other areas of 
France, and their counterparts from Italy, 
Spain and Germany, are not considered in- 
vestment-grade, regardless of their indi- 
vidual merits. There is some interest in vin- 
tage port and vintage champagne, but none 
for white wine, which is generally drunk 
young. 

Investing in wine is simple enough — 
there are regular auctions in London, 
Chicago and San Francisco, but here an in- 
vestor is not getting on at the ground floor. 

A risky but more welcome alternative is 
to buy a Bordeaux futures contract. This re- 
quires an investor to purchase a case (12 bot- 
tles) or more of wine two years before it’s 
bottled and delivered. The buyer hopes the 
price will rise. In the US, wine futures are 
readily available each spring from many re- 
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similar mistakes. Fund spokes- 
man Paul Rubens says that US 
regulatory rules compel it to 
spread risk by sector. The bur- 
den of “prudential” rules is 
hardly a good omen for high re- 
turns when the Taiwan (ROC) 
Fund is listed in New York. 

The Taiwan Fund Inc.'s re- 
turns have improved this year, 
recording 52% growth in NAV. 
The Formosa Fund has risen 
57% and the Taipei Fund 55%. 
But the Taiwan (ROC) Fund still 
lags behind at 48%. Clearly, 
proof of the superiority of 
Champion’s fundamentalist 
thesis of investing in longer- 
term growth must await a mar- 
ket downturn. 

The intriguing question is the timing of 
the next crash. Barring another Kuo decree, 
current trends do not suggest that this is *~ 
minent. But Taiwan looks increasingly 
Hongkong in 1972, with workers dropping 
out of jobs to trade full-time, and everyone 
indulging in a speculative binge. 

Hongkong appeared to have reached its 
peak in December 1972. But the market 
went on to rise another 100%, before crash- 
ing 5076 in two months in the early summer 
of 1973. Taiwan will doubtless go the same 
way. But punters with a relish for high-fly- 
ing thrills might still make a hefty short-term 
packet. L 
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tailers. While the Bordeaux market is estab- 
lished, some California winemakers, led by 
the esteemed Robert Mondavi winery, have 
initiated a futures programme with modest 
success. 

The price of a case of Bordeaux depends 
on the quality of both the vintage and the 
chateau, a subjective review that can make 
or break fortunes. Futures for 1988 Borde 
are being sold now, and early reports i 
cate a very good year comparable to the 
splendid 1985s and possibly the tannic 
1986s. Investors should focus on futures for 
recognised first-growths such as Chateau 
Lafite-Rothschild and Chateau Latour, and 
other classes including Chateau Cos d'Es- 
tournel and Chateau Pichon-Lalande. Such 
wines offer among the best resale value — 
and the best drinking. 

Prices for futures vary between stores 
and investors are encouraged to shop 
around. Take care to buy from a retailer that 
is likely still to be in business when the wine 
is delivered. American sellers with reputa- 
tions to protect include New York's Sherry- 
Lehmann, the Wine Merchant in Beverly 
Hills, and MacArthur's Liquors in Washing- 
ton, D.C. 

Bordeaux futures are not cheap, but it 
usually works out cheaper than waiting for 
the wine to come to market. Sherry- 
Lehmann charges US$595 for a case of 1988 
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CONTINUITY OF SERVICE, 
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Grape picking: expanding market for wine futures. 


Latour futures — about US$50 a bottle. A 
case of Chateau Mouton-Rothschild costs 
US$620. Outstanding second-growths like 
Chateau Ducru-Beaucalliou are going for 
about US$365 a case this year. 

Bordeaux futures were initiated for the 
superb 1952 vintage but became popular 
with the stellar 1959s and 1961s. It was the 
revered 1982 vintage, however, that single- 
handedly made wine a popular investment 
rather than something to enjoy at meals or to 
trade among friends. 

Bordeaux has not seen much fuss over a 
vintage since. The 1982 Lafite futures were 
US$495 a case at Sherry-Lehmann in the 
spring of 1983. The same case today costs 
US$1,980 — that is US$165 for a bottle of 
wine that will not mature until near the end 
of the century. 

Most futures buyers are more wine 
lovers than speculators. They want to cir- 
cumvent the inflated prices that the 1982 
Bordeaux created. Many who do speculate 
buy one case to sell and one to drink — with 
luck, the wine's appreciation will pay for it- 
self. There is also immeasurable satisfaction 
in buying a great wine at an insider price. 
Consider the Sherry-Lehmann customer 
who paid US$185, about US$15 a bottle, for 
1982 Pichon-Lalande futures. A customer 
today would pay a dizzying US$1,038 a 
case, or US$86.50 a bottle, for the same 
wine. 

The 1982s were unique, but lesser Bor- 
deaux is relatively no cheaper. Buyers 
balked at the high prices French wine 
negociants, or brokers, asked for 1986 Bor- 
deaux futures. Cases are being delivered 
now and retail prices are up 20% and more. 
Sherry-Lehmann offered 1986 Margaux fu- 
tures at US$620 a case two years ago. The 
wine will soon be close to US$1,000 a case 
and is a bargain now at US$680. Cos d'Es- 
tournel was US$299 a case; now it is US$365. 
Across town at Astor Wines & Spirits, Mar- 
gaux futures that were US$660 a case in May 
1987 retail for US$810. Cos d'Estournel 1986 
futures opened for US$200 at Astor; it looks 
cheap today at US$270. 

Difficulties arrive with delivery of the 


wine. Bordeaux is alive and must be cellared 
at a proper temperature either at home or by 
paying someone a storage fee. In New York 
that averages about US$15 a month for a 
dozen cases, but Sherry-Lehmann will ar- 
range storage for US$12 a year for wine 
bought at its shop. 


Then be ready to sit a spell. American 
law is lax about buying wine and strict about 
selling it. Unless you have a retail licence, 
the wine must be auctioned. California and 
Illinois are the only two states where this is 
allowed, so you must insure and transport 
the wine. 

Christie’s of London are active in 
Chicago holding six auctions a year of wine 
that is always at least 10 years old. In Lon- 
don, however, Christie's auctions wine of 
any age every fortnight. Purchasing the 
wine in Europe is recommended if you are 
going to sell in London. 

There is a way to speculate in Bordeaux 
short term and without ever seeing a bottle 
of the stuff. California allows the futures 
contract itself to be traded prior to delivery. 
It would not have been difficult in 1984 to 
sell at a premium a contract guaranteeing a 
case of 1982 Mouton for US$450, but such 
trading is rare. After all, a contract seller 
would have missed the Mouton'squadr ` 
ing in value, and none but the most m« 
nary would easily relinquish the chance to 
taste such a marvellous vintage. ^ 





BANGKOK STOCKS 


A premium on safety 


By Paul Handley in Bangkok 


HE SIMPLEST AND SAFEST WAY for the 

small foreign investor to profit from 

the Bangkok stockmarket is to buy 
into one of the rapidly proliferating offshore- 
listed Thai-dedicated unit trusts. Many of 
these now command a premium over net 
asset value (NAV), so an investor with, say, 
US$50,000 to put in the market, might well 
consider direct involvement with the Sec- 
urities Exchange of Thailand (SET). 

Most Thai and foreign brokers flatly rec- 
ommend against it. An absentee individual 
investor has little way of knowing what is 
going on in the Thai market. He could go to 
the considerable expense, and nuisance, of 


Local vs foreign board 
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telephoning Thailand regularly. But Thai 
brokers stress that their service would be but 
a shadow of what they can provide for their 
local clients. 

Secondly, as David Scott of W. I. Carr’s 

research office in Bangkok points out, if the 
investor does not set up an account directly 
with a Thai broker, he must go through in- 
termediaries. The US investor in Bristol, 
Tennessee, for instance, might have to 
proach a big retail house like Merrill Ly,..., 
which does not have its own office in 
Bangkok. This, says Scott, could turn out to 
be very expensive, costing up to 6% of the 
investment, against 1% for local Thai invest- 
ors. 
The cheaper way would be to establish 
one’s own account with an SET brokerage. 
But SET brokers are up to their necks in cus- 
tomers, and getting increasingly choosy 
about new accounts. For Thais, if the broker 
does not know the customer, the account 
often has to start with an investible deposit 
of Baht 500,000 (US$20,000). This level 
drops, and could even disappear, if the 
Thai, or Bangkok-resident foreigner invest- 
or, gets to know the broker. 

On the other hand, some brokers are re- 
luctant to deal with foreigners because they 
lack English-speaking staff. In addition, for- 
eign accounts drag them into the not incon- 
siderable bureaucratic difficulty of process- 
ing money in and out the country — the 
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to meet the needs of a changing world. 
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ability, human resources, market knowhow, 
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* Sf. We are the new NIPPON STEEL — and we 
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requirements are and wherever you may be. 
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brokerages have to get central bank ap- 
proval to repatriate funds invested into the 
SET. 

Although these costs can be passed 
on to the investor, some brokerages do 
not like to arrange registration and custodial 
services for a smaller foreign investor. So 
most Bangkok-resident foreign investors 
operate through the brokerages own 
nominee account, seldom taking delivery of 
shares. 

In sum, for an investor abroad, Thai 
brokerages would prefer to meet the cus- 
tomer first to discuss communication ar- 
rangements, strategies, and details of regis- 
tration, custodial services, and repatriation. 
Securities One president Pakhawat 
Kovithvathanaphong says most brokers 
would not respond to just a letter or tele- 
phone call from a retail investor abroad. 

Brokers also stress that an investor must 
be willing to wait four weeks, and possibly 

much as eight, to repatriate invested 

is. An investor would want his shares 
registered in his own name, and the broker 
can arrange custodial services with a local 
bank. 

In terms of investment strategy, caution 
is advised. Thai laws are little changed since 
once-popular Mah Boonkrong fell into fi- 
nancial straits, provoking a protracted battle 
that left many foreign investors smarting. 
Minority shareholders are still not pro- 
tected. The result is that many foreign in- 
vestors play it safe, investing in blue chips, 
not turning the portfolio too often — but tak- 
ing profits occasionally. 

Alternatively, the investor could con- 
front the alien board. The alien board was 
born from the need to trade those shares in 
Thai companies held by foreigners. The sup- 
ply of these is restricted, since the permissi- 
ble proportion of foreign ownership in Thai 
companies is laid down in the companies 
articles of association. Hence, though the 
^ ign shares have the same shareholders 

ts as local shares, they almost always 
trade at a substantial premium to the local 
board. 

Could an investor put together a reason- 
ably reliable portfolio without paying the 
alien board premiums? Brokers give a mea- 
sured yes. It would be best to stay away 
from speculative finance counters, and the 
volatile, overpriced property plays. “Some- 
body coming in like this does not want to get 
into hot stocks," warns First Pacific Asia Sec- 
urities’ Les Nichols. 

Construction counters are the best, says 
Nichols, but prize shares like Siam Cement 
are already on the alien board. Thai Carpet 
Manufacturing is reasonable, though maybe 
not as solid as alien-board traded Carpet 
International. Thai-German Ceramics is 
strong, but not liquid. “There is no point in 
buying these stocks that [the retail investor] 
has to wait a long time to buy," says Nichols. 

Good textiles counters include TRT Gar- 
ment, which is somewhat insulated from 
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input cost inflation by the high proportion of 


value-added in its finished products; Asia 
Fibre; and athletic shoe producers like 
Bangkok Rubber. 

Virtually all the smaller banks are availa- 
ble on the local board, and some are well- 
managed. But earnings and share prices lag 
the market average, so the investor is ad- 
vised to look elsewhere. 

Scott suggests that the foreign small in- 
vestor who invests directly and trades little, 
should get into the local — baht-denomi- 
nated — mutual funds managed by the 
Mutual Fund Co. (MFC). They all trade at a 
discount to NAV, partly due to the monthly 
NAV reporting habits of MFC, but this might 
not be permanent. That said, their move- 
ment matches the sET index fairly well, and 
they are cautiously managed. An investor 
here would benefit from investment in some 
speculative shares, and avoid the alien 
board 


That said, by year-end — maybe by the 
third quarter — MFC’s funds are likely to get 
competition as some local brokers will be 
given licences to offer similar products. This 
is a promising development. 

But Scott argues that there is no reason to 
avoid the premiums of the alien board — 
they have lows local board prices well, if 
not rising more rapidly. Foreign demand 


continues to grow, and the greatest pre- 
miums are less than 50%. In comparison, 
premiums for the handful of South Korean 
convertible bonds available to foreigners are 
running up to 150% — a far more daunt- 
ing prospect than those on Siam Cement 
and Saha Union. 

One reason that local prices have lagged 
alien board premiums is that Thai investors 
find the blue chips too sluggish. They prefer 
the volatility of the speculative shares. 

Another play is to look at good com- 
panies not yet trading on the alien board, 
but expected to in the future as more for- 
eigners pile into the SET. Only a couple of 
these spring to mind — zinc miner/refiner 
Padaeng Industries Co. and Thai Plastic and 
Chemicals. 

There are dangers involved in playing 
the alien board — most matched bargains 
are handled by a single broker acting as 
agent for buyer and seller. There is a real 
transparency problem — there is no board 
showing all the counters available from all 
brokers. Thus the broker can set his spread 
as wide as he thinks he can get away with. 
There is not enough activity on the alien 
board at any one time to get a true "market 
price," and an individual investor does not 
have the ability to call other brokers to find 
out if they can offer a better price. “ 
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By Christopher Marchand in Hongkong 


O PERVASIVE IS THE UNIT TRUST as the 
S small man’s investment medium in fi- 

nancial markets that investment trusts 
are all but forgotten. Yet these trusts — 
which arose as a rich man’s tax shelter in Bri- 
tain's high post-war tax regime — perform 
the same function as unit trusts and yield 
better returns. 

The difference is that investment trusts 
are closed-end funds which are quoted on 
the stockmarket. Unit trusts are open-ended 
funds whose size varies with demand, and 


Better returns — lower ratings 
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TRUSTS 


Greed is not good 


which are priced at net asset value (NAV). 
The fund manager, not the market, redeems 
the units at NAV less his commission. 

Typically, however, the market rates in- 
vestment trusts at a discount to NAV. Dis- 
counts have narrowed from the 40% range 
in the 1970s’ unfriendly equities climate to 
10-15% in the 1980s. But market pricing is in- 
efficient, hingeing on liquidity concerns and 
arbitrary investor perceptions. The investor 
can buy assets more cheaply than their 
worth. Yet he must sell at an equally subjec- 
tive discount. 

Unit trusts have it all ways. The investor 
is promised a more scientific return, based 
on NAV. The unit trust manager also pockets 
far higher fees than does the investment 
trust manager through wider bid:offer 
spreads, management fees and the rest. 
Higher costs — in fees and advertising to en- 
tice the small man to invest — are the main 
reason why unit trusts report consistently 
poorer returns than do investment trusts. 
But high broking charges are a deterrent to 
dealing in investment trusts. 

This is a pity as the unit trust industry's 
near monopoly has allowed it to relapse into 
higher cost structures, inferior retums and 
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-short-term horizons in which assets are 
. churned over, mostly for scant gain. By con- 
trast, the great advantage of investment 
trusts is their fixed capital structure which 
caters to a more flexible investment strategy. 
Gearing and the ability to invest long- 
term form part of the investment trust's ap- 
proach. Unlike unit trusts, investment trusts 
may buy unquoted stocks for long-term cap- 
. ital gains. Leverage can be structured on the 
basis of future cash flow. In contrast, Hong- 
kong's unit trusts which were forced to sell 
. blue-chip holdings after the October 1987 
.. Stockmarket crash to gain liquidity, cope 
_ with redemptions and comply with gearing 
ratios. Shifting debt to the long term lessens 
the risk of adverse timing and enables the in- 
vestment trust to pursue an equity-based 
strategy. From historical experience, equi- 
ties are the investment medium which offer 

the best long-term returns. 
says David Nichol, managing director of 
Ivory & Sime (Hongkong): “To try and trade 
the stockmarket is a fool’s game. The stock- 
market always wins. It’s the time frame that 
is attractive. The manager should decide 
|o what will influence profitability to the tum 

: of the century and let profits accrue.” 

Since the crash, British investment trust 


retums have been appreciably better than 
those of unit trusts. That did not stop the 
market widening the discounts to NAV. As a 
result, a number of investment trusts have 
been taken over and liquidated, earning the 
shareholders handsome profits. To encour- 
age retail interest in investment trusts, the 
three main British investment trust groups 
— Flemings, Ivory & Sime and Martin Cur- 
rie — launched a publicity campaign early 
this year to extol the virtues of this type of 
vehicle. 


fees to financial advisers is also 

changing, with more investment 
trusts paying financial advisers a 3% up- 
front fee. Share trading costs are being cut 
by means of bulk purchase facilities through 
selected brokers. Fee payments, however, 
erode the traditional cost advantages over 
unit trusts. But Nichol says that promotion 
costs are pooled by the fund groups. "The 
profile is being raised, but it is not market- 
ing-led," he insists. 

The nearest thing Hongkong has to an 
investment trust is Tai Shing Develop- 
ments, a hybrid share dealing and property 
investment company. The share enjoys 
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(S By N. Balakrishnan in Hongkong 
p HE ATTRACTION OF INVESTING in a bas- 
| | ket of major currencies is that not all 
currencies can decline at the same 
vs. time — whereas stocks can, and often do, go 
|... down together. In theory, a well diversified 
-> currency fund can break even before com- 
missions, even if the managers make the 
-< Worst possible choices all the time, barring 
_ such rare occurrences as devaluations. 
. .. This does not mean currency funds are 
..foobproof investments. Volatility in the 
World currency markets, with an estimated 
daily turnover of US$800 billion, is very 
high. Given the consequent risk associated 
with currency investments, it is debatable 
whether the 10-1596 return that most cur- 
rency funds seemed to have earned in 1988 
isa good yield on a risk-adjusted basis. 
-But now along comes a Cayman Islands 
- based currency manager Gaiacorp which 
claims to have found a way to manage a cur- 
rency fund that will ensure much better re- 
.. turns than most currency funds — and yet, 
: in one version at least, has a lower volatility 
than the gilts market, the British Govern- 
ment securities market, which is generaily 
- considered rather dull. 
. Gaiacorp's formula is to short, or sell for- 
ward, currencies which they think will de- 
preciate as well as going long in them, 





















Shortening the odds 


or else simply buying them, when seeking 
appreciation. All of this is spread over a 
portfolio of 20 currencies. Investors gener- 
ally fear the shorting strategy — because the 
idea of selling something that you do not 
own appears more mysterious than buying 
something and owning it. But as markets al- 
ways go down as well as up, it does not 
seem a particularly prudent strategy to play 
the market only one way when it can move 
both ways. 

Gaiacorp has produced statistics to show 
that the strategy of leveraging to go short as 
well as long can produce far better results 
than being merely long and that such a 
method, despite popular apprehension, 
actually decreases the risk because of the 
wider range of simultaneous positions that 
can be taken. 

The fund, which is US-dollar based, also 
engages in forward contracts and options to 
a maximum that is pre-determined by the 
nature of the fund, generally about 10%. 
The funds does not buy or sell the currency 
options that trade in exchanges such as 
Chicago and Philadelphia which some- 
times have liquidity problems, but the op- 
tions in the inter-bank market in London, 
which is one of the most liquid markets in 
the world. 
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loyal retail support, and its warrants ranked. 











among Hongkong's top-performers in the. 
1987 bull run. But the main appeal of invest- 
ment trusts are as specialist vehicles: coun- 
try or sectoral funds. 

To jazz up their appeal, US investment 
trusts make periodic capital distributions. 
British investment trusts are prohibited by 
law from paying out capital, a policy which 
in any case erodes the precepts of long-term 
investment. But genuinely long-term invest- 
ors should consider investment trusts, as 
their returns are consistently better than 
those of unit trusts. As Nichol argues, "the 
longer the time horizon, the less significanta 
1476 discount becomes." 

The truth is that long-term ideology goes 
out the window in the face of greed. Unit 
trusts — with their misleading promotions 
and emphasis on short-term returns (to 
which fund managers' bonuses are tied) — 
are better tailored to the small man's 
psychology than high-minded, long. 
talk. As John Robertson of insurance bi 
Mollers Hongkong notes: “At the end ot 
the day, it's a balanced portfolio which 
counts. But try saying that to an investor in 
August 1987. It’s the greed factor which 
drives investment." B 


The Gaiacorp's representative in Lon- 
don, Nigel Tuerslev, claims that the two 
funds that they offer to investors — Gaia 
Hedge I and Gaia Hedge II — had excellent 
records of high returns with relatively low 
volatility in the second half of 1988. 

Gaia I, which is allowed to engage in for- 
ward contracts with a 10% margin but not 
options, had a return of about 1596 net of 
fees and a volatility of only 16% — roughly 
the same as the British gilts market. Gaia II, 
which had a volatility of about 40% because 
it is allowed to buy forward contracts with a 
margin of 5% and put a maximum of 
10% of its net assets in options, hadayic' "^ 
about 30%. The funds were launche 
May 1988. 

As with many other currency funds, for - 
tax reasons the Gaiacorp funds are struc- 
tured as companies and those wishing toin- - 
vest in the funds actually have to buy par- 
ticipating shares in the companies. The com- © 
panies invest solely in currencies and cur- | 
rency-related instruments and retum to 
shareholders the profits minus fees. Invest- 
ors wishing to realise their gains or losses 
have to sell the shares back to the managers. 
since these shares are not listed on any ex- 
changes and since the managers have the 
right to restrict the redemption of shares in 
certain circumstances, this introduces an ad- 
ditional risk factor for the investor. 

Gaiacorp funds are not being offered in 
Asia yet but are available through Bank of 
America Trust and Banking Corp. of 
Cayman Islands or through Gaiacorp Ltd it- 
self, which is based in 10 Upper Grosvenor 
Street in London. a 
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FINANCE 


Lenders begin to take a more cautious approach to China 








By Jonathan Friedland in Peking 





decade after China began foreign 

borrowing to speed the pace of in- 

dustrialisation, the country re- 

mains a valued and growing cus- 
tomer for international banks, a “good debt- 
or” in a banking universe still woefully 
crowded with sovereign welshers. 

But despite a generally positive assess- 
ment, brightened by huge intrinsic needs 
and a still modest debt-to-export ratio of less 
than 10%, bankers in Hongkong and Peking 
say there is mounting reason for caution. 

Debt-management problems appear 
significant owing both to the dramatic in- 
crease in the size of China’s debt and the 
explosion in numbers of borrowers. Fur- 
ther, government austerity policies have 
forced a reduction in new projects-and have 
disrupted the flow of foreign exchange 
needed by companies to repay borrowings. 

Finally, a set of directives handed down 
by the State Council earlier this year have 
brought into question the longstanding as- 
sumption held by lenders that ultimately Pe- 
king would stand behind every Chinese 
borrower. 

“The general opinion on Chinese risk has 
become more cautious both because of the 
steps taken by the Chinese Government 
and because the [reform] policies have 
failed,” says Klaus Inhuelsen, a Hongkong- 
based vice-president of Westdeutsche Land- 
esbank. Adds Hongkong assistant banking 


Debt collecting 





commissioner Gordon C. S. Leung: “The 
banks appear to have become a great deal 
more cautious since the tightening up.” 

China’s foreign debt has doubled over 
the past four years to close to US$40 billion. 
At the end of 1987 — the last point at which 
figures for short- and long-term public and 
publicly guaranteed debt disbursed by pri- 
vate lenders are available — long-term com- 
mercial debt stood at US$14 billion and short 
term at US$5.7 billion. (The OECD and Bank 
for International Settlements put China's 
total foreign commercial debt at the same 
period at US$21.7 billion.) 

World Bank officials estimate the long- 
term component had risen on a net basis to 
roughly US$18 billion at the end of 1988. 


China's long-term debt 


US$ billion 





30 - 
25 - 
20 - 
15 - 
10 - 
Uem 
0 y I 1 ! I i i I I 
80 '01 '82 '83 '84 '85 '86 '87 '68' 
__ Total _ _ Commercial 
long-term debt long-term debt 
"Estimated Source: World Bank 


ONVL AONV 


Where credit is due 


China's first major repayments “hump” — 
an estimated US$8-9 billion in principal — is 
expected in 1992, only three years away. 

Not only has the aggregate debt in- 
creased, but so too have the number of bor- 
rowers. Alongside blue-chip Chinese com- 
panies like China Investment and Trust Co. 
(Citic), which has its own Moody's rating, 
are hundreds of somewhat inexperienced 
provincial and city-linked entities with for- 
eign obligations. Many borrowed directly in 
Hongkong following the introduction of 
more liberal policies by the Chinese Gov 
ment in 1985, both for projects inside Cruna 
and to play the territory's treacherous real 
estate market. Hongkong authorities say 
they have no idea of the total borrowings 
by Chinese companies. Analysts suspect 
that Peking's grasp of the situation is little 
better. 

This disorderly proliferation has resulted 
in the hardened attitude taken by China 
since last October, an attitude manifested 
first in official statements and later, in a wel- 
ter of newly restrictive State Council direc- 
tives limiting both guarantee and direct bor- 
rowing authority. The clampdown has been 
accompanied by a heightened effort to curb 
commercial borrowing and instead to win 
more multilateral and bilateral concessional 
financing. 

Under the new restrictions, issued on 14 
February, the number of organisations able 
to borrow foreign funds or issue bonds at 
their own discretion was cut from more t ~~ 


tion and claims. No foreign bank has yet gone to court in China. 


One European banker told the REVIEW that most of the loans 
that went sour should not have been made in the first place. 
"During the height of the China fever [around 1984-85], many 
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teo tents >" 


Loan defaults and dishonoured letters of credit (LCs) are becom- 
ing more common in the wake of China’s austerity programme. 
Delayed payments on LCs by the Bank of China — which has the 
lion’s share of the China trade finance business — particularly in 
the first quarter of the year, have caused widespread concern 
among foreign traders. | 

A number of foreign banks have taken Chinese borrowers to 
court in Hongkong because of defaults or delayed loan repay- 
ments. At least four writs have been filed so far this year for re- 
covery of loans totalling more than US$32 million, compared 


R with just one case last year. But even if the banks win their cases, 
.. it would be difficult to collect if the assets are in China, according 
.. to legal experts. Despite recent advances made in establishing a 
legal framework, Chinese law continues to be vague on arbitra- 
i 
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bankers relied too much on guarantees. They failed to consider 
the viability of the project itself and its ability to repay in foreign 
exchange," he said. "This is against the basic textbook precept: 
never lend to a bad project with a good name," he added. 

First National Bank of Chicago fired the first shot this year 
when it took out a suit on 11 January against Carroway Enter- 
prises and its guarantor, the China National Machinery and 
Equipment Import-Export Corp. (CNMEIEC), and its Guangdong 
branch for US$15.9 million, including interest. CNMEIEC is a trad- 
ing arm of the Ministry of Foreign Economic Relations and Trade 
and is believed to be a shareholder of Carroway. 

The loan started out as a short-term facility in 1984 and was 
rolled over several times. Carroway failed to repay the full 
amount despite repeated demands made by the bank. The com- 
pany is believed to have fallen victim to the credit squeeze in 
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100 to 10. Further, the role of the People's 
Bank of China (the central bank) in approv- 
ing all loans, mainly ignored during the 
halcyon borrowing days of 1985-88, was 
reinforced. In addition, a loophole was 
lj closed that allowed foreign affiliates of 
Chinese provincial governments to bypass 
: Peking and raise funds abroad directly. 
zi While their overall impact and durability 
are far from clear, the directives appear to be 
a double edged sword for foreign banks. On 
the one hand, they demonstrate some re- 
‘solve by Peking to better manage a very 
‘dynamic and potentially calamitous trend. 
This resolve has also been demonstrated by 
à World Bank-backed debt management ef- 
fort aimed at helping the Chinese Govern- 
‘ment to aggregate information on the bor- 
wings ofits companies. 

On the other hand, claims Chu Qiyuan, 
a director of Citic’s China International Eco- 
nomic Consultants, the new policies serve 
^^*e that "the state will no longer be re- 

. sible for all the obligations" incurred by 
cninese borrowers. 








his last hypothesis — which is far 

from clear given the oblique word- 

ing of Chinese directives — is 

being tested by a still modest but 
growing number of problem commercial 
loans. Four separate cases of litigation, for 
the first time involving guarantors apart 
from the actual borrowers, are now winding 
their. way slowly through Hongkong’s 
courts. 

So far, the warning signs have not trans- 
lated into an overall reduction in foreign 
bank interest in China, though bankers 
claim to be increasingly careful in their 
choice of customers. Competition for blue- 
chip business remains keen, with recent 
major syndications by China Resources — 
for a US$150 million, seven-year term loan 
— and Citic — for a U5$100 million revolv- 
' . credit fund — oversubscribed at ex- 


tremely fine pricing. Japanese banks, most 
notably the Industrial Bank of Japan and 
Sanwa Bank, remain aggressive to the point 
where Chinese authorities admit to worries 
over the extent of their market share. 
Further, say analysts, a number of 


medium-sized European, Japanese and 
North American banks have recently been 
brought into syndication packages, a situa- 
tion not unlike the latter days of the Latin 
American sovereign lending boom of the 
late 1970s. Last December, for instance, a 
US$40 million facility arranged by Security 
Pacific Hoare Govett Asia on behalf of the 
Zhuhai International Trust and Investment 
Co. included backers like the First City Na- 
tional Bank of Houston and Japan's Chuo 
Trust. 

While bankers still want China business 
— it remains one of the handful of develop- 
ing countries that receives a net positive 
transfer of resources from commercial banks 
— they do not appear to be getting rich from 
it. Overheads remain high in Peking and 
other key cities. Margins also remain razor 
thin, in part because of the preference by 
Chinese borrowers for "tax-spared" loans 
available from both Japanese and West Ger- 
man banks. 

“Tax sparing” allows these banks to price 
their loans more cheaply because of a tax ad- 
vantage offered by their governments as a 
reward for spurring development in China. 
Says one senior US bank officer: “For 100% 
domestic entities, excluding joint ventures, 
the Japanese banks have captured over 50% 
of the business. We cannot compete well in 
areas available for tax-spared lending." 

On some occasions, say banking 
sources, Japanese lenders have been willing 
to offer financing at below the London inter- 
bank offered rate, taking their profit instead 
from tax credits booked against home coun- 
try income. This has driven US, French and 
British money centre lenders to consider 
their participations more carefully. E 


POLICIES 


President's family bites — 
the land-reform bullet — 


Aquino's 


sweetener 
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By Rigoberto Tiglaoi in. a Tarlac 
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C losely watched by. a. ‘suspicious . 


agribusiness community, President. 
Aquino's family, the Cojuangcos, has- 
reached agreement with its workers on how | 
to implement land reform on its 4,916-ha _ 
sugar plantation. It is the first large planta- 
tion to do so. E 
Implementation of the reform on the. 
Cojuangco family's plantation had been ex- 
pected to demonstrate Aquino's determina- 
tion to pursue land reform, ever since the - 
agrarian reform law was passed last June. - 
The family's scheme has done that and 
more — it has shown that reform can be a 
painless operation, and cheap too. 
The plan involves not à government- 


funded sale of its lands to farmworkers, but 
rather an employee stock ownership plan, | . 
which while hardly giving the farmworkers — 
control of the plantation, does nevertheless ^ - 


slightly raise their pay. 
The agricultural portion of the Co- 
juangco family's Tarlac Development Corp. 


has been spun off into another company, 
One-third of > 
Hacienda’s capital stock, worth P118 milk > 
lion (US$5.49 million) and reflecting the va- 


Hacienda Luisita Inc. 


luation of the land, will be distributed to 
7,000 workers over a 30-year period. Work- 
ers benefits over and above those de- 
manded by law include title to the land their 





«China, which has disrupted n trading e — in every 
... commodity. A number of other banks in Hongkong are believed 
to have also lent to Carroway. 

nul recently, short-term esiti have been the main 
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EAD s have been repaid on time: instea 1 cing: Tolled over as 
^. was the earlier practice. Instead there seems to be more demand 
for longer-term loans, probably as a result of the central bank's 
move to rationalise loan portfolios, | he said. | : 
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other action was brought by deposit-taking company PK Internas 
tional (Hongkong) against Hang Cheong Development for the __ 
recovery of some US$1.3 million. The loan was also to help fi-- - 
nance a hotel project in Guangdong province. : 

Another writ involving Zhongshan city was filed by a grou i 
of banks led by KB International Hongkong and Mitsubishi: Teu : 
and Banking Corp. against Zhongshan Silk Printing and Dye 
and guarantors from the Zhongshan city government. The bank 
had made available a facility of Sfr 20.6 million (US$12 milli 














on) for iy 
the purchase of machinery and software, some of which was > 
later found to be missing or obsolete. The Zhongshan govern- — 
ment apparently argued that it had not got what it contracted for 
and refused to pay. The plaintiffs have obtained a default judg- P 
ment but are having difficulty enforcing it. 

The first recent court action in Hongkong against a Chinese 
borrower was A the Hongkong Bank two years ago, butt 
imate ly Taa out of court, A eaa source | E 
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homes are built on, and a yearly bonus total- 
ling 3% of the company's gross sales — 
roughly P1,000 a worker a year. 

The move is the first step in Manila's 
campaign to persuade agribusiness that ag- 
rarian reform law can be achieved without 
disrupting the plantation economy. 

Manila had earlier urged government- 
controlled San Miguel Corp. to serve as a 
model by accelerating its compliance with 
the reform law. In a bid to ensure such a 
move, Agricultural Reform Secretary Philip 
Juicoput was installed on the firm's board 
during the last stockholders' meeting. 

The San Miguel board has already ap- 
proved a plan similar to the Cojuangcos', 
under which a new firm would be set up for 
its breeder and dairy farms. Stocks corres- 
ponding to the value of the land will be dis- 
tributed to its workers. Also in the pipeline 


2l 


are similar plans by San Miguel affiliate Atlas 
Fertiliser Corp., and RFM Corp., owned 
partly by the family of Jose Concepcion, 
Aquino's trade and industry secretary. 

Commercial plantations have led the op- 
position to the reforms, rather than tradi- 
tional landlord groups. In the hope that fu- 
ture administrations will amend the law, 
many plantations have taken up the option 
of deferring land redistribution for 10 years 
and' are, meanwhile, distributing 3% of 
gross production and 10% of net profit to 
their workers. But this has already provoked 
controversy. For example, unions in the 
Davao del Norte banana plantations com- 
plain that workers are being short-changed 
by the company-computed formula for de- 
termining workers' profit share. 

Agrarian reform officials admit that valu- 
ation of the land — which in turn deter- 





TRANSPORT 1 


Thai mirustry swiftly retreats on plans for new airport 


Air plans 








hailand's Ministry of Communica- 

i tions and Transport has backed away 

from a plan to replace Bangkok’s Don 

Muang International Airport. The swift re- 

treat followed doubts expressed by Thai 

Prime Minister Chatichai Choonhavan last 
month about the timing of the project. 

The ministry now backs a plan by one of 
its agencies, the Airports Authority of Thai- 
land (AAT), to expand Don Muang's capacity 
while also developing scheduled interna- 
tional flights to other airports. The plan, 
which apparently has Chatichai's approval, 
envisages turning two former US airbases 
into international airports. The bases — now 
used by the Thai military — are at U Tapao, 
near the resort of Pattaya, and at Ubon 
Ratchathani in the northeast. 

About Baht 8 billion (US$320 mil- 
lion) had been invested between 1980 
and February this year in Don 
Muang’s new terminals and upgrad- 
ing its two runways. The expansion 
was intended to cope with an ex- 
pected annual capacity of 16 million 
international passengers by the year 
2000. 

But last year the airport handled 
9.9 million; 12 million if domestic 
flights are included. Growth in inter- 
national traffic in 1987 and 1988 
reached 17.1% and 20.5% respec- 
tively. The rates were 18.7% and 
21.3% when domestic traffic is in- 
cluded. 

At current growth rates, Don 


erounded 





Muang would reach the envisaged capacity 
of 16 million passengers a year in 1992, 
though the ministry more conservatively 
predicts 1993 and the AAT 1995-96. By way of 
comparison, Singapore's Changi airport 
handled 12.6 million passengers in 1988, an 
increase of 12.4% over 1987, and Hong- 
kong's Kai Tak airport handled 15.8 million, 
up 20.2%. 

But while Hongkong, which has opened 
a passenger terminal extension, is approach- 
ing constraints imposed by its single run- 
way, both Singapore and Bangkok have two 
runways and can simply add terminals and 
road access to cope with additional flights. 

The AAT feels that the answer to 
Bangkok's problems is to expand terminal 
space, to the maximum of about 30 million 
international passengers a year which is im- 
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Muang air terminal: expansion plan. 
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mines how many stocks the workers get — 
could prove controversial. Hacienda 
Luisita’s valuations were not queried appa- 
rently because the Cojuangco family have 
long been accepted as enlightened pater- 
nalists. 

In Hacienda Luisita’s case, Tarlac valued 
the land and other assets — valuations 
which were subsequently endorsed by the 
Securities and Exchange Commission. The 
plantation’s land was valued at 2197 mil- 
lion while its other assets were put at 2394 
million, making total assets of P591 million. 
This conveniently put the workers' share of 
total assets at exactly one-third. However, 
the new company's capital stock was valued 
at only P356 million because the operation 
had liabilities, in the form of crop loans, of 
P235 million. This lowered the value of the 
workers' shares to P118 million. a 


posed by runway capacity — or even m~~- :* 
aircraft arrival and departure "slots" ar 
justed to make maximum use of off-peak 
times. 

Also, by encouraging foreign airlines to 
take tourist traffic directly to Pattaya, Chiang 
Mai, Phuket or Haatyai — very few do so at 
present — the load on Don Muang’s 
facilities will be relieved. 

Similar arguments apply to Don 
Muang's domestic traffic, which last year 
reached 2.1 million passengers, up 25% over 
1987. Don Muang’s domestic terminal was 
rebuilt to handle 530 passengers an hour, up 
from 130 an hour — it now handles about 
700 an hour at peak times. The AAT wants to 
expand the terminal to cope with 1,000- 
1,500 an hour. 

Spreading airfreight around different air- 
ports is less likely. Most of Thailand's pre- 
sent airfreight commodities such as textiles, 
fresh fruit and orchids are produced nearer 
to Don Muang than to other airports. Last 
year Don Muang handled a total of 29^ ^ 7 
tonnes of airfreight, up 18.9% over 
This comprised 287,881 tonnes of interna- 
tional traffic, up 18.8% over 1987, and 4,866 
tonnes of domestic airfreight, up 23%. 

Part of the AAT's wish to con- 
tinue expanding Don Muang in- 
stead of opting for a "greenfield" 
approach elsewhere revolves around 
finance. The nine-year Don Muang 
expansion project was planned 
to cost about Baht 5 billion, but 
with 60% of it financed by a Japan- 
ese loan, the rise of the yen drove 
the planned total cost up to Baht 
8 billion at the current exchange 
rate. 

The loan carries an interest rate of 
3% and a 10-year grace period; the 
20-year repayment term starts this 
year. An AAT official said the author- 
ity intends paying off the full amount 
before any new Bangkok airport is 
built. 
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LE AAT T last year made a | profit of Baht 
. 14 billion, up from Baht 900 million in 1987, 
~ the vast majority of which came from opera- 
-tions at Don Muang. Total revenue in 1988 
-was Baht 23 billion, up from Baht 16 billion. 
~.. With Baht 1 billion committed to funding 
lopment of Chiang Mai, Phuket and 
ai airports, which it took over last year 
hich are not financially self-support- 
-~ ing, and another Baht 1 billion to be spent on 
further improvements at Don Muang, the 

AAT is seeking ways to boost its revenues 

from sources other than airport landing fees 
and terminal charges. 

.. Last year AAT wrested Don Muang's 
‘duty-free sales from the national carrier 
-Thai Airways International. It expects to 

make a profit of Baht 300 million from duty- 

free sales this year, which it hopes will rise 
when. it invests in a private company to 
handle the operation on its behalf. It has also 









licensed an airport a service to com- 


pete ` with that run by the airline, and re- 
ceives Baht 270,000 a month in fees from 
each car-hire operation. 

A further revenue-producer will be a 
Don Muang airport ground-handling ser- 
vice, in which the AAT will have a 40% stake. 
At present the national carrier handles about 
80% of the airport's ground-servicing work, 
with the rest done by two smaller com- 
panies or by other airlines performing their 
own handling. The AAT argues that this has 
led to a proliferation of staff and company 
vehicles on the tarmac, and that forming a 
single company is a neater arrangement — 
though airlines will still be allowed to per- 
form their own ground-handling if they 
wish. 

An AAT official said that 92% of the 
revenue at Don Muang came from landing, 
parking and ground-handling charges, so 
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Bangkok wants to foster a bigger merchant fleet 





Y hailand's seaborne trade is fast ap- 
^: proaching an officially estimated 50 
le million tonnes a year, but Thai-flag 

ships are > carrying only about 10% of that 

-total. As a result, Bangkok is seeking ways 
“to reduce the country’s reliance on foreign 
shipping lines. 

But the one wholly government-owned 
| line, Thai Maritime Navigation Co., is laden 
with debts and no longer has any ships of its 
own. It now charters ships from other car- 
riers, and, with a skeleton staff, makes a 
small profit. It has been the subject of several 
1e attempts by various companies, none 
‘chich has yet come to fruition. 
Another, partly government-owned 
line, United Thai Shipping Corp., is manag- 
ing to clear off accumulated debts and is in- 
. volved in profitable wharf operations as well 
rub its own ships. 
— But private investment is relatively small 
in Thai flag ships, and the Thai fleet num- 
bers only about 160 vessels with an average 
age of around 18 years, the vast majority of 
B qom are small coastal traders. 
|." Inabid to encourage more private invest- 
a ment, the government is setting up a high- 

- committee to study proposals made 
E : Maritime Promotions Commission 

(MPC), an arm of the Transport and Com- 

munications Ministry. 

< Current incentives include income tax 
exemption for eight years and the duty-free 
importing of ships. But, as shipping officials 
and a report by the UN's Economic and So- 
cial Commission for Asia and the Pacific 
point out, these concessions are not gener- 













i lag of inconvenience 


ous. The duty on ships is small in any case 
and income tax can be reduced or avoided 
altogether by creative accounting. 

Thai owners tend to buy small vessels for 
short, intra~Asean trades. But MPC officials 
are keen to see shipowners take advantage 
of the country's bulk trade with Europe — 6 
million tonnes of tapioca, for instance — and 
its substantial oil imports, which amounted 
to 10 million tonnes last year. 

But the main problem is that there is very 
little advantage in putting a ship under the 
Thai flag, except when it comes to the alloca- 
tion of government cargo, which must be 
carried on Thai vessels when available, and 
help from industrial promotion schemes in 
the form of tax and duty exemptions. 

There are, however, definite disadvan- 
tages. A ship purchased overseas for Thai- 
flag service must be surveyed at the place of 
purchase by a Thai surveyor, flown in at the 
owner's expense, before a temporary flag 
can be adopted. Then the ship must be 
sailed to Thailand before it can be taken per- 
manently under the Thai flag — otherwise 
the owner's mortgage arrangements will not 
be recognised. 

The high-level government committee, 
which officials hope will produce its findings 
by the end of this year, is looking at five 
areas where improvements could be made. 
These are: 

P» The elimination of rigid and wasteful 
bureaucracy, such as the Thai survey re- 
quirements. 

> Training manpower. Schools for sea- 
going and shore-based staff are under dis- 
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expanding commercial revenue is soun 
business strategy, as well as offering alterna 
tives to what had been in effect Thai 
monopolies. But the AAT's policy is to m 
such revenue from licensing priva 
operators rather than trying to run comme 
cial enterprises itself. 

The plan for a new airport at Nong Ngu 
Hao, southwest of Bangkok, has been aired 
periodically since the early 1970s. Already a 
large tract of land has been allocated for 
development, which creates a little anxi 
among politicians forced to explair 
people who have had their land. exp 1 
priated why nothing has happened... 

The development of Ubon Ratchathani is 
a much longer-term affair — its attraction, 
sources said, is as a gateway to Indochina 
when politics permit what Thailand hopes . 
will be the nation's emergence as the centre __ 
of trade for the Mekong River basin. 8 





cussion. Officials believe that, apart from... 
meeting Thailand's own needs, these would 
help create a valuable pool of trained seafar- 
ers who could be a useful source of foreign 
exchange. The Philippines has suocessiuly E 
adopted a similar strategy. SD 
P Ship financing. Commercial funds i now. ae 
carry interest rates of about 14-15% ayear,so | 
the capital cost of buying ships is too high, — 
prompting suggestions that a government US 
fund with lower rates might draw in buyers. 
P» Tax exemptions. These could be made: 
more attractive. i 
> Official cargo reservation. This system 
might be tightened up so that government. 
freight waited for the first available Thai... 
ship. e 
The MPC says ultimately it wants the Thai 
fleet to handle 40% of the country’s tradein __ 
line with the UN Conference on Tradeand —__ 
Development code. The commission also _ 
says that Thailand's reliance on foreign lines ue 
and trans-shipment — much of it through 
Singapore — is increasing because of the - 
lack of direct shipments, thus increasing — 
freight costs. T 

But a Thai shipping source told the 
REVIEW that unless the government could 
come up with huge incentives, most owners 
would prefer to stick with foreign flags and 
to cross-trade elsewhere in the world. The 
problem, he said, was not in finding export 
cargo — but on the retum leg it was neces- 
sary to cross-trade to avoid the financial pen- ^ - 
alty of running an empty ship all the way 
home, thus making it difficult to operate a... 
reliable schedule. 

He said that this made the true cost of 
running a ship to and from Thailand on 
ocean-going services higher than it mig 
seem at first glance. Therefore it would be 
hard for any local company to achieve the ef- 
ficiency and economies of scale created by 
trans-shipment to and from larger vessels 
calling at Singapore or elsewhere in the re- 


gion. 
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INVISIBLE HAND 


Singapore's sleeping booty 


f “Singapore Inc.” were a real corpora- 

tion instead of merely a country that 

behaves as one, it would be a prime 

takeover target. It is effectively free of 
debt and has foreign reserves worth about 
5$33 billion (US$16.9 billion), which on a per 
capita basis puts Singapore's foreign re- 
serves ahead of oil-rich Saudi Arabia, pru- 
dent Switzerland or the country everyone 
thinks of when they talk of surpluses — 
Taiwan. 

What is more, the real value of Singa- 
pore's reserves, which are said to consist 
mostly of gold and government securities 
from the US and Japan, is understated. In 
calculating its reserves, Singapore is said to 
value its gold hoard at US$35 an ounce (the 
current price is about US$376) and many in- 
struments at their purchase values rather 
than current market value. 

While excessive savings is a vice that not 
many may censure in these debt-ridden 
times, it can still, like all extremes, be a vice. 
It illustrates not only excessive caution but a 
lack of imagination about how to use one's 
savings to produce more goods and ser- 
vices, the indicator of true wealth. 

Why else would Singapore, swim- 
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er capita international reserves** 


‘city state, which until recently ran consistent 

deficits in its merchandise trade, to have a 
cash hoard handy in the hard currencies of 
the larger, industrialised nations of the 
world, in case something catastrophic hap- 
pens to the world economic system and the 
trade on which Singapore depends. But the 
current level of reserves has long exceeded a 
level dictated by prudence. Even the nor- 
mally quiet Singapore academics are mur- 
muring about the need for a public debate 
on what should be the “adequate” level of 
reserves. 

Critics of the huge foreign reserves 
should also be aware that it is not a true 
surplus in the same sense as that of Brunei's. 
Brunei pumps the oil from the ground and 
sells it for foreign exchange. These foreign 
earnings are then its reserves. 

Singapore’s foreign reserves, on the 
other hand, are domestic savings held over- 
seas. They are the result of mopping up 
domestic savings through the compulsory 
pension scheme, the Central Provident 
Fund (CPF), which skims off about 40% of 
every employee’s pay and converts it into 
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and senior civil servants. The logic is that 
you cannot trust common Singaporeans to 
know how to use Singapore's reserves, 
which seem to have acquired almost mystical 
qualities. 

Like the excessive CPF rates of the past, 
the level of which the government refused 
to discuss and which were a factor in the 
1986 recession, the foreign reserves have be- 
came a sacred cow about which rational dis- 
cussion is impossible. The government- 
sponsored Economic Committee Report in 
1986 dared to use the phrase “over saving” 
as a problem in Singapore. It is only now 
that some tentative steps have been take 
invest the surpluses directly in produc 
resources. 

Minister of Trade and Industry Lee 
Hsien Loong is already urging Singaporean 
companies to go “global” and has revealed 
that the government is scouting around for 
hi-tech outfits to buy in the US, rather than 
put all the money in US treasury bills 
(REVIEW, 11 May). One problem Lee recog- 
nised was that Singapore companies are 
short on managerial talent to run overseas 
acquisitions. This begs the question of 
how Singapore's authoritarian gov- 
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ming in a sea of savings, so aggres- M EOR eal ze | . .£ ernment is capable of nurturing such | 
sively have to lure US firms, some of 6459 Finland ^ 1393 talents. Singapore cannot use its size 
them with debts as big as Singapore's L MEE. E 1100 as an excuse — just look at the large 
surpluses, to invest there? The fact is 3008 "6 iced = i DAE .. multinationals managed by the na- 
that like many a cash-rich family-con- pee Arb Emirates“ 3,000 Belgium 1083 tionals from tiny Switzerland and the 
trolled firm in Asia, Singapore Inc. Bahrain 2790 Kuwait 1041 Netherlands. 

lacks the technology and skills to con- Denmark 2,233 Sweden" 1,033 Perhaps Singapore should start 
vert its surpluses into productive as- Heber es mue es nearer home, by investing in the capi- 
sets. It is more comfortable renting sad dg 1400 N n tal-hungry countries of Malaysia and 
out its savings to foreigners, who *Latest estimate — **Including gold, at national valuation Source: IMF Indonesia. Singaporean mana 


perform that magic of adding value 
to money by production. ' 

Hoarding of cash is a habit at home, too, 
with the government-controlled Public Util- 
ity Board, Telecoms, the Port of Singapore 
Authority and others stuffing away millions 
of dollars in fixed deposits. The stunting of 
the local capital markets is a casualty of this 
practice. Since last year these statutory 
boards have been urged to pass on their 
surpluses to the government. But this 
merely transfers ownership and does not 
tackle the problem of increasing reserves. 

The prevailing cash bias also influences 
Singapore's private sector. Many of the 
blue-chip Singapore companies, such as 
Straits Trading, have so much cash that they 
may as well be investment trusts. But for the 
founding families or parent companies hav- 
ing a tight hold on majority of the shares, all 
these companies would have been raided 
long ago. 

This is not to belittle the need for a small 


foreign exchange that is held in the reserves. 
As a result Singapore has a huge domestic 
liability. The CPF claims, standing at S$32 bil- 
lion, almost equal Singapore's foreign re- 
serves. But since it is fully funded and is de- 
nominated in Singapore dollars, Singapore 
is relieved of the problems of either a budget 
deficit or an external debt. 

Until recently the government used to 
crow about the size of the foreign reserves, 
especially that they were larger than that of 
more populous countries and much richer 
countries on an absolute basis. The issue of 
reserves became politicised when Prime 
Minister Lee Kuan Yew proposed that the 
country's system of government be changed 
to one of an executive presidency and that 
this new president have veto powers over 
the use of reserves by the parliament. And 
of course he will be the first such president, 
the office being restricted to former ministers 
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should learn to walk in the reso 

industries of these countries before 
they start running in the US’ Silicon Valley. A 
good start seems to have been made in Ma- 
laysia where Singaporeans invested almost 
as much in 1988 as they did at home. Al- 
though Indonesia is politically and institu- 
tionally a tougher place for a foreign investor 
than Malaysia, it is potentially much more 
lucrative. Singaporean investors have 

hardly made any inroads into Indonesia. 
But in the end, Singapore has to confront 
the fact that the optimal utilisation of its ac- 
cumulated reserves demands far-reaching 
political and economic reforms. Singapore 
now confronts the choice between entering 
the next century as a passive rentier society 
or a source of human talent and technology 
for neighbouring countries. For this reason, 
far more is at stake than mere money in Sin- 
gapore’s domestic debate about what to do 

with its bulging foreign reserves. 

u N. Balakrishnan 
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AGRICULTURE 


China's harvests threatened by falling fertiliser output 


In deep difficulty 


By Louise do Rosario 


here are ominous signs that short- 

ages and inefficiencies hampering 

China's fertiliser production and dis- 
tribution could cause poor harvests this year 
unless fertiliser imports are stepped up sig- 
nificantly. 

China's chemical fertiliser production 
has been falling since last November, hit by 
rising costs, and hobbled by power cuts and 
a shortage of credit for factories. Fertiliser 
prices have soared, despite supposed price 

rol and a return to a centralised distribu- 

system early this year. It is officially esti- 
mated that there will be a shortage of 20-30% 
of needed agricultural inputs, including 
chemical fertilisers, this year. Unless im- 
ports are increased, more farmers will have 
to grow without fertiliser and Peking will 
again fail to meet its crop targets. 

But foreign traders say there have been 
no signs yet of increased fertiliser imports. 
They expect Peking to run down its stocks 
rather than import more in the face of for- 
eign-exchange constraints and high interna- 
tional prices. Imports this year are likely to 
be maintained at around last year's level of 
14.71 million tonnes (standard weight), they 
said. 

To dampen rampant speculation in fer- 
tiliser and rising prices, Peking reimposed a 
distribution monopoly early this year. On 6 
January, the State Council issued an urgent 
directive to all concerned departments to 
support fertiliser plants. This is unlikely to 

much effect, because local govern- 

is tend to protect those processing in- 
dustries which generate tax revenue. Most 
fertiliser plants are losing money because ex- 
factory prices have been kept artificially low. 

This year, farmers have been promised 
7.5 kg of subsidised fertilisers in exchange 
for every 50 kg of grain sold cheaply to the 
state. But if shortages persist, the state will 
have to renege on this promise — and farm- 
ers will refuse to sell to the state. 

In the first half of 1988, fertiliser produc- 
tion grew by 10.4% compared with the 
first half of 1987, fuelled by demand and 
rising prices. Import growth eased to 2.6%. 
But in the final quarter, as Peking’s austerity 
programme began to bite, production fell by 
1.7% compared with the last quarter of 1987. 
For three years in a row, fertiliser output had 
shown double-digit growth in the first quar- 
ter, but this year output was down 8.6% 
from the level in the first quarter of 1988. 

Many fertiliser plants have stopped pro- 
duction in the absence of promised cheap 
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supplies of coal and other raw materials 
from the state. In Henan province, for exam- 
ple, a third of the small nitrogenous fertiliser 
factories and two-thirds of phosphatic fer- 
tiliser factories were at a standstill by the end 
of last October. By early January this year, 
44% of Zhejiang’s nitrogenous fertiliser 
plants had also shut down. In Shandong, 30 
of 89 plants were idle, according to press re- 
ports on 8 May. A year ago, many of these 
plants were operating at close to capacity. 
The shortages have been reflected in 
prices. In April, the average price of urea (a 
key input into nitrogenous fertilisers) in nine 
provinces was Rmb 882 (US$236.97) a tonne 
(standard weight), 61% higher than last 
year, the Peasants’ Daily reported. In some 
counties in Hunan, the price rose to Rmb 
1,350 a tonne, which, if calculated at the offi- 
cial exchange rate, is higher than the interna- 
tional price, and double that of the current 
subsidised price of Rmb 520-560 a tonne. 
The newly imposed monopoly of the Ag- 
ricultural Inputs Department (AID) to handle 
all fertiliser marketing has worsened the 
shortages, as plants can no longer ease their 






China's fertiliser balance 
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cash problem by trading their output for es- 
sential raw materials with other units. 

The AID itself is short of the cash and the 
storage space it needs to fulfil its role as the 
plants’ sole wholesale agent. This cash 
shortage means that while plants stockpile 
fertilisers, farmers complain of shortages. 
This is exacerbated by the Alb’s desire to 
conserve what cash it has to fund the peak 
demand months of September and October. 
Analysts say such a monopoly, without ac- 
cess to reserve funds or more financial in- 
centives, cannot persist. In recent weeks, 
the State Council has begun to ease the po- 
licy slightly, allowing some fertiliser fac- 
tories to sell directly to farmers. 

China has a voracious appetite for fertilis- 
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ers. Not only is it the world’s third-largest 
chemical fertiliser producer after the Soviet 
Union and the US, it is also the world’s 
largest fertiliser importer. 

Its domestic output has been growing. In 
1979-80, when big fertiliser plants initiated 
in the mid-1970s came on-stream, output 
jumped 20%. Last year, output grew 5.6% 
to 85.6 million tonnes of standard weight (or 
17.67 million tonnes of nutrient weight), and 
the aim is to produce 100 million tonnes by 
1990. The bulk of the country’s fertiliser pro- 
duction comes from small plants. While 
chemical fertiliser production and use have 
grown, use of organic manure fertiliser has 
declined. 

Production shortfalls have meant mas- 
sive fertiliser imports. Following slow pur- 
chases overseas in 1985-86, imports surged 
by an annual average of 74% over the past 
two years to 14.71 million tonnes of product 
weight (gross weight) last year. China ob- 
tained urea, mainly by barter, from the 
Soviet Union and other socialist countries, 
and potash from the Soviet Union and 
Canada. 

Unfortunately, China’s heavily overbur- 
dened infrastructure has been unable to 
keep up with the task of moving all this extra 
fertiliser and the increased grain production 
it has helped promote. The bumper harvest 
of 1984 showed just how inefficient the trad- 
itional agricultural distribution system is. 
Farmers could not sell their surplus crops to 
the state, while fertiliser factories also could 
not, for the first time, sell to their long-time 
exclusive customer, the AID, since it was by 
then overwhelmed by the rapid expansion. 
In the wake of this, the three-decade-old 
unified distribution system was reformed, 
leading to the growth of numerous small, 
active fertiliser markets nationwide. 

Fertiliser plants were allowed to sell their 
above-quota production freely — in return, 
they had to source some of their raw mate- 
rials independently. Units other than the 
AID were encouraged to distribute fertilisers. 
These reforms may have helped distribute 
fertilisers more efficiently, but they also bred 
corruption. 

Big price differentials between market 
and subsidised prices tempted well-con- 
nected officials to intercept supplies of sub- 
sidised fertilisers to farmers, and sell them at 
higher prices. This they did ruthlessly. Ac- 
cording to one official survey of 15 pro- 
vinces, such illegal deals earned the pro- 
fiteers Rmb 42 million last year. 

Angry farmers, unable to buy the cheap 
subsidised fertilisers as promised, resorted 
to violence, raiding fertiliser plants and retail 
outlets. The People’s Daily reported that be- 
tween June and August 1987, 170,000 pea- 
sants took part in more than 200 cases of fer- 
tiliser plundering in Hunan. Twelve pea- 
sants were killed and more than 80 injured 
during such looting. If production and dis- 
tribution continue to deteriorate this year, 
such violence will be repeated. à 
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The salvage of shipbuilding 


The world shipbuilding market has undergone a dramatic turn- 
round in the past two years, and shipbuilders think a boom is 
coming. Prices are rising at a rate not seen since the mid-1970s, 
with price tags on some standard vessels already more than dou- 
ble what they were in late 1986. 

This is welcome relief for shipbuilders who had suffered the 
worst slump in decades, but a return to the fat profits of the 1970s 
is unlikely. Rising costs of labour and raw materials, which have 
hit South Korean yards hardest, are eating up much of the earn- 
ings from price increases. 

A joint effort to raise prices by Japanese and South Korean 
shipbuilders, who together account for nearly two-thirds of the 
world output, is responsible for much of the increase. This loose 
cartel augurs well for increased profitability over the next few 
years, as do forecasts of demand for ships. But accumulated 
debts of most South Korean shipbuilders ensure that it will be 
. several years, at least, before their financial solvency is restored. 

The desperate plight of South Korean shipbuilders is the most 
_ important factor behind the sudden turnaround in pricing. For 

most of the 1980s they offered the world's cheapest ships. But ag- 


gressive pricing had led to cumulative losses of Won 750 billion 
(US$1.14 billion) since 1984 at the four major South Korean yards. 

Under the pressure of soaring labour costs and labour mili- 
tancy, the South Koreans realised that cooperation with their for- 
eign rivals was necessary for survival. Even so, they will likely 
undergo a painful contraction over the next decade, unless the in- 
dustry's cost structure is improved. Cost cuts, however, depend 
on a sharp improvement in labour-management relations. 

For Japanese shipbuilders, it is surprise enough that they 
have survived, let alone prospered. Shipbuilding is the sort of la- 
bour-intensive business that was supposed to be rubbed out by 
the strong yen. But Japanese shipyards are in for a few years of 
smooth sailing, thanks to labour's willingness to make conces- 
sions, coupled with superb workmanship, good design skills 
and productivity improvements. | 

Relations are also improving with European shipbuilder 
South Korea has joined Japan as a participant in the OECD shi] 
building talks, and private contacts between South Korean ship- 
builders and their European counterparts have been stepped up 
markedly in the past six months. m Mark Clifford 
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South Korean shipyards make peace with rivals 


Death-defying pact 





By Mark Clifford in Seoul 

outh Korea once dreamed of overtak- 
S ing the Japanese as the world’s biggest 
shipbuilding nation. Now South Ko- 
rean shipbuilders simply hope to survive. 

Their cost advantage has been eroded by 
wage increases and labour strife; shipyard 
productivity is that of a poor country while 
wages are those of a reasonably wealthy 
one. Ship design skills lag far behind 
Japan and Europe, so South Korean 
yards build standard ships instead of 
more profitable specialised vessels. 
And cut-throat pricing over the past 
decade has left three of the country’s 
four major yards in financial dis- 
tress. 

Most of South Korea's shipbuild- 
ing capacity was built up in the 
late 1970s, just as the industry 
was entering the biggest slump 
since the 1930s depression. The 
huge increase in capacity, at a time 
when orders were few, depressed 
world prices. Prices of oil tank- 
ers, for example, were halved 
between 1981-85. Only now, after 
more than three years of steep in- 
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creases, have prices surpassed 1981 levels. 

Throughout the slump, South Korean 
shipbuilders were more concerned with 
booking orders than booking a profit. Pur- 
suing the "more is better" maxim that often 
characterises South Korean business, they 
kept saying they would hold on to their mar- 
ket share until orders grew and the ship- 
building cycle turned in their favour. 

But in the past 18 months South Korean 
shipbuilders have realised that they may not 
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survive until the cycle turns if they continue 
to fill their books with unprofitable orders. 
Labour militancy and currency appreciation 
have more than doubled their wage costs, in 
dollar terms, since late 1987. Steel and other 
material costs have increased almost as 
dramatically. 

In the past, they were content to under- 
cut their competitors, arguing that low 
wages and a disciplined workforce gave 
them an advantage over rivals. Given South 
Korea's prominence in the world shipbuild- 
ing market — it built almost 30% of the 
world tonnage last year — this aggressive 
pricing prompted fear and envy from 
petitors. 

But as the losses mounted, the South Ko- 
reans realised that they had hurt themselves 
as much as any of their competitors. "From 
1987, the labour movement forced us to 
change our market policy," said Jung 
Sung Lip, general manager of 
Daewoo's shipbuilding arm. “We 
will never [again] take orders below 
cost even if it means our yard is 
empty." 

Losses totalled Won 635 billion 
(US$1.01 billion) in the past two 
years at South Korea's four largest 
shipbuilders — Hyundai Heavy 
Industries, Daewoo  Shipbuilding 
and Heavy Machinery, Samsung 
Heavy Industries, and Korea 
Shipbuilding | and Engineering 
Corp. (KSEC). Together, the big 
four account for more than 9096 
of production. 

The South Koreans now are 
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adopting a more cooperative approach to- 
wards their international rivals. Govern- 
ment officials and industry executives have 
begun to take part in bilateral and multilat- 
eral talks, such as those sponsored by the 
OECD, as well as direct talks with their Euro- 
pean and Japanese counterparts. 

In late 1987, South Korean shipbuilders 
began meeting Japanese counterparts on a 
company-to-company basis to share market 
information and try to boost prices. Quar- 
terly meetings between senior industry 
executives from both countries are supple- 
mented by frequent telephone contact. 
While the discussions are an open secret in 
the industry, those involved are wary of 
publicity for fear of provoking anti-trust 
charges from the US. 

These exchanges deal explicitly with pric- 
ing and bid information on current orders, 
say sources involved in the discussions. 
There is a system of reference pricing, which 

as a floor price for bids. 

F no enforcement mechanism — as one 

of those involved said, it is a “soft car- 
tel." But with demand starting to strengthen 
and the South Koreans desperate to raise 
prices, the arrangement has nonetheless 
had a powerful effect on worldwide prices. 
The discussions may violate South Korea's 
anti-trust law, but the weak state of the in- 
dustry makes it almost certain that the gov- 
ernment will not investigate. 

"It is a matter of survival," said a senior 
executive of a South Korean shipbuilder. 
Executives at other firms echo these senti- 
ments. "When we first met almost two years 
ago we found that collaboration was the 
only way to survive,” another said. 
"Everyone understands reality. Private 
companies can do something, but govern- 
ments cannot be involved" because of the 
international repercussions for trade of a for- 
] artel arrangement, added this execu- 

-. Nhile prices had already turned up- 
wards when the Japanese and South Ko- 
reans began cooperating, this system seems 
to have given a powerful boost to prices. It 
also assures that prices are unlikely to 
weaken because of competition between the 
two major shipbuilding nations. 

In South Korea, there is a more for- 
malised system of sharing information 
about potential customers. Since at least 
1987, senior executives have met almost 
every Friday to sort through inquiries and to 
discuss which company will bid at what 
price on specific orders. This system has ap- 
parently taken on new importance after the 
establishment of close contacts with Japan- 
ese companies. 

Previously, South Korean companies 
competed bitterly among themselves for or- 
ders. Daewoo, for example, would some- 
times simply bid 10% lower than Hyundai 
in an attempt to get an order at any price. 

Close cooperation is possible in the 


ormally, this is not a cartel, since it has 
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South Korean industry because of the near 
monopoly of the four leading shipbuilders. 
The government has also realised that its 
shipbuilders cannot go it alone, and in an 
abrupt about-face officials have adopted a 
conciliatory attitude in recent months to- 
wards the problems of the industry. 

The turning point came at an OECD 
liaison meeting held in Kyongju, South 
Korea, last November. At the meeting, the 
South Koreans for the first time pledged not 
to increase capacity and said they were will- 
ing to cooperate with Japanese and Euro- 
pean shipbuilders in world forums. This 
commitment was underscored the next 
month when they for the first time sent the 
EC a demand forecast. 

The forecast predicts that world ship- 
building will rise from a low of 18.6 million 
dwt last year to 38.5 million dwt in 1998, 
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largely on the strength of world economic 
performance and low oil prices. It also fore- 
casts increased scrapping which will contri- 
bute to a rise in demand. 

While European sources regard the fore- 
cast as overly optimistic, they say the mere 
fact that South Korea is making public its 
projections demonstrates a willingness to in- 
tegrate in to the world shipbuilding com- 
munity. South Korean officials are going out 
of their way to be accommodating. 

"[South] Korean attitudes will be very 
cooperative in every aspect, including price 
increases and overcapacity,” says Chae 
Kyong Suk, director of the shipbuilding di- 
vision at the Ministry of Trade and Industry 
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The strike may be over, but Hyundai 
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(MTI). "We will meet anytime, anywhere," 
to correct any differences in the demand 
forecast, he adds. 

. Seoul has also pledged to support higher 
ship prices. "[South] Korean shipbuilders 
are firm in their position against accepting 
under-priced orders, which would only re- 
sult in their sustaining further losses," MTI 
director-general Yu Deuk Hwan told the 
OECD group in Kyongju. "The [South] Ko- 
rean Government, for its part, will continue 
to discourage shipbuilders from unneces- 
sary competition and encourage them to im- 
prove their price[s]." 

The Kyongju meeting was the first time 
that many foreign government and industry 
representatives had had a chance to see 
South Korean shipyards. A meeting of 
executives from European shipbuilders dur- 
ing the Olympics, less than two months ear- 
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lier, had ended badly. The Europeans 
wanted to begin negotiations, especially on 
capacity reductions, while the South Ko- 
reans had merely arranged a cordial visit 
and cultural outing. Neither party was 
happy. But in the wake of the goodwill from 
the Kyongju meeting another private-level 
meeting took place at the start of April, in 
Paris. 

The Europeans plan to keep up the pres- 
sure on South Korea to raise prices and cut 
capacity. Their shipbuilding representatives 
note that South Korea is the only major ship- 
builder which has not made capacity reduc- 
tions. They are threatening to file dumping 
charges, based on the government subsidies 
included in the bail-out of Daewoo Ship- 
building, as a lever to force capacity reduc- 
tions. 

"[South] Koreans will be a smaller force 
in the world shipbuilding industry," says a 
European shipbuilding expert. “They are a 
dying star." For, good as the current market 
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conditions are, this upturn is the only hope 
for survival for three of South Korea's big 
four. 

All four major shipbuilders face serious 
difficulties. Hyundai, whose Ulsan yard is 
the world's largest, has been hammered by 
labour problems and its credibility has been 
undermined by a dispute with a major cus- 
tomer. However, it is in a stronger financial 
position than others to survive. 

Daewoo's huge Won 1.3 trillion debt has 
saddled the company, the country's second- 
largest shipbuilder, with massive interest 
payments which have pushed it to the edge 
of bankruptcy. The crisis has dragged on for 
months, with the government proposing 
several bail-out plans. The latest plan in- 
volves Daewoo selling off subsidiaries and 
raising Won 400 billion, which it will inject 
into the company (REVIEW, 23 Feb.). 

As part of the package, the government- 
owned Korea Development Bank, which 
owns a third of the shipbuilder, will provide 
a seven-year grace period and a 10-year re- 
payment on Won 250 billion of debt. The 
government also says that Daewoo Ship- 
building should be merged into Daewoo 
Heavy Industries in 1992, though protests 
by Daewoo management and Daewoo 
Heavy's shareholders make such a merger 
unlikely. 

The plan seems to be a political expedient 
rather than a viable solution to the ship- 
builder's problems. "Daewoo is not a prob- 
lem for the government," says MTI’s Chae. 
“It is a problem for the Korea Development 
Bank." In any event, Daewoo is likely to re- 
main hobbled by debts for many years. 

Worse still, Daewoo executives say they 
will be unable to deliver profitably vessels 
until late 1990 because the won has ap- 
preciated more quickly than expected. Com- 
pany executives say the rise in the currency, 
which appreciated 15.8% against the US dol- 
lar last year, has left Daewoo with a backlog 
of unprofitable orders. 

Independent analysts say the problem is 
that Daewoo has consistently booked orders 
at unreasonably low prices simply to attract 
business. “Daewoo’s lack of experience has 
left it with an accumulation of bad deals, 
expecially on the more sophisticated ships,” 
- said a foreign ship assessor. 

Samsung, though much smaller than 
Hyundai and Daewoo, has its share of prob- 
lems. Its shipbuilding arm lost Won 19.2 bil- 
lion last year, according to government fig- 
ures. The firm has a negative net worth of 
Won 26.9 billion. Moreover, labour unrest at 
the company's Koje island shipyard is chal- 
lenging management's hardline anti-union 
stance. 

Samsung is the only major Korean con- 
glomerate which has no independent trade 
unions and company executives are deter- 
mined not to let the shipyard workers set a 
precedent. “We have a very strong 
philosophy that we can manage a company 
without a union," said Hwang Chong Yul, 
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Samsung Heavy Industries senior execu- 
tive vice-president. (In fact, Samsung Heavy 
does have a nominal union, but it was 
explicitly formed to prevent the registration 
of an independent trade union.) 

The labour disputes have affected Sam- 
sung's output over the past year. Productiv- 
ity rose 10% during the first quarter of last 
year, said Hwang, but after labour disputes 
began in April 1988, productivity growth 
slowed — the gain for the year was capped 
at 15%. This year the company has targeted 
gains of 1776. 

KSEC has been under bankruptcy protec- 
tion since early 1987, with the Bank of Seoul 
exercising management control. Last year 
KSEC did not receive a single order. 

On 15 May, the Bank of Seoul an- 
nounced that it was selling the ailing ship- 
builder to the Hanjin group, whose major 
holding is Korean Air, for Won 86 billion. At 
the end of 1988, KsEC's debts totalled Won 
588 billion and it had a negative net worth of 
Won 282 billion. Hanjin will be allowed to 
defer interest and principal on Won 380 bil- 
lion of debt for eight years. 

While capacity in South Korea's ship- 
yards has not been reduced, employment 


has fallen. Shipbuilding employment de 
clined from 75,000 workers in 1984 to 51,00 
at the end of 1988. Most jobs have disag 
peared at the big shipbuilders. Daewoo, fc 
example, has slashed the number of en 
ployees from 30,000 in 1985 to 13,000. | 
three to four years, it plans to pare the worl 
force to 6-8,000. 

The turnaround in the South Korea 
shipbuilders' prices also reflects a more pr 
fit-oriented mentality at large busine: 
groups. The government bailed ot 
Daewoo only half-heartedly, a reminde 
that corporations can no longer count o 
generous government help. Moreover, to 
management is more interested in investin 
resources in new areas, such as vehicle: 
electronics and financial services. At San 
sung, for example, the shipbuilding unit a: 
counts for only 0.5% of turnover. 

Finally, it is South Korea’s ability to mar 
age its increasingly assertive workforce thi 
is likely to shape the future of its shipb 
ing industry. “That is the No. 1 top 
every shipyard,” said Samsung's Hwang 
“Whether or not shipbuilders can reac 
their management objectives depends on li 
bour-management relations." 





INDUSTRY 2 


The strike may be over, but Hyundai still has problem 


Time for a refit 


early two months after a massive am- 
IN pies police raid ended a bitter 
strike at Hyundai Heavy Industries, 
production is returning to normal at the 
world's largest shipyard. But Hyundai, 
which officials say accounted for about 1576 
of total world shipbuilding last year, faces 
continuing difficulties in retaining its central 
position in the world shipbuilding market. 
Management's most immediate task is to 
heal the wounds opened by the shipyard's 
109-day strike and lockout which the police 
ended on 30 March. Militants won a re- 
sounding victory in union leadership elec- 
tions at the end of April, adding to the dif- 
ficulties management will face in reaching 
an accord with the 18,000-strong shipyard 
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union. Given management's insistence th 
the yard’s problems were caused by outsic 
agitators, and its prediction that the radice 
would be routed in the elections, reachir 
agreement will be no easy task. 

But in the long run, the greater challen; 
will be to compete in the world market 
that won appreciation and higher li... 
costs have stripped Hyundai of its price a 
vantage over Japanese and European cor 
petitors. The company's difficulties are cor 
pounded by its sagging credibility, whi 
has been damaged by late deliveries and 
nasty public squabble with one of its cu 
tomers, World-Wide Shipping. 

Representatives of foreign shipowne 
who work at Hyundai's Ulsan yard say tl 
firm will find it difficult to win order 
“There used to be a price and time adva 
tage to ordering here,” said one. “No more 

A representative of a European own 
which is having an oil tanker built at Uls: 
said that his company has ruled out Hyu 
dai for two more tankers the firm is con: 
dering ordering. “They won't be built here 
he says. "We won't even ask the price." 

Delivery on one of this company's ta: 
kers was delayed, when it was seized und 
a court order during the dispute with Worl 
Wide. Work on the second ship is se 
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eral months behind schedule. Because of the 
delay, the owner is in danger of losing a 
long-term charter. | 

Like Hyundai managers, the foreigners 
also faced physical danger during the strike. 
One foreigner was assaulted by workers as 
he stepped out of the lift in his office build- 
ing, which is located in the shipyard. 
Another had to hide in the engine room of 
his partially constructed ship, with the light 
extinguished, as workers searched the ship 
for strikebreakers. "I grabbed a steel pipe," 
said this owner's representative. "I didn't 
like that situation." The American Bureau of 
Surveyors briefly moved its office out of the 
shipyard because of safety concerns. 

Hyundai executives insist that the ship- 
builder will have no difficulty keeping its 
yard occupied with profitable business. 
"Even though the situation has created 
some concern among our long-term clients, 
I think they will still be prepared to work 
' — Hyundai,” says Hyundai director 
( glk Young. 

Chung concedes that orders in recent 
months have slumped. During the yard's 
shutdown, the firm received only one order, 
for two ships, from a foreign buyer. Its only 
domestic order was from sister company 
Hyundai Merchant Marine. 

Hyundai executives say that the firm’s fi- 
nancial resources and leading market posi- 
tion will allow it to maintain its role in the 
world shipbuilding industry. “I think Hyun- 
dai will dominate the shipbuilding of the 
world for the next 10 or 15 years,” says 
senior vice-president Shim Young Soo. 

Hyundai's financial position will give it 
more staying power than its domestic com- 
petitors. Its gearing ratio is just over 2:1, re- 
markably low by South Korean standards. 
Daewoo's ratio at the end of last year was 
more than 15:1; the other two major South 
Korean shipbuilders actually had a nega- 
tive net worth. Hyundai also has lower de- 
] tion costs than its domestic rivals, be- 
C... its shipyard was built in the early 
1970s while others were constructed at the 
end of the decade. 

Hyundai scored a coup shortly after the 
strike was finished when it won a US$115 
million order for six bulk carriers from the 
Soviet Union — the first order ever placed 
by the Soviets with a South Korean yard. 

Last year Hyundai Heavy lost Won 28.9 
billion, the first time in its history that the 
company ran in the red. Because of the pro- 
longed shutdown, which cost it the entire 
first quarter's production, the shipyard is al- 
most certain to lose money this year as well. 

It is likely to face wrangling with its cus- 
tomers over penalties for late deliveries. 
Shipowners' representatives in Ulsan said 
they expected Hyundai to pay their firms 
money due under penalty clauses. But 
Hyundai executives say they will try to in- 
voke the contracts' force majeure clauses, 
which exempt the shipyard from penalties 
in case of a strike. The fact that the shut- 
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Hyundai strikers: wounds. 


down was due to a combination of a strike 
and lockout is likely to complicate the situa- 
tion. But in any case, Hyundai's stance is not 
calculated to win it much sympathy among 
shipowners. 

Hyundai's reputation has already been 
damaged by a dispute the company is hav- 
ing with Hongkong’s World-Wide Shipping. 
At the trough of the shipbuilding market, in 
1986, Hyundai agreed to build three oil tan- 
kers for World-Wide for a price of US$38 mil- 
lion each. But as labour and material costs 
escalated, and currency appreciated more 
rapidly than anticipated, Hyundai pres- 
sured World-Wide to raise the price. 

World-Wide resisted and the case went to 
court, before being quietly dropped. All that 
Hyundai got for its trouble was a bad reputa- 
tion. Hyundai is, moreover, likely to renege 
on building the third ship. The situation 
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continues to rile shipowners, with industry 
sources unable to recall any other case in 
which a shipyard had attempted to raise 
contracted prices. Daewoo, which is build- 
ing sister ships for World-Wide, did not try 
to get more money for the vessels. 

The fundamental issue for Hyundai, as 
well as other South Korean shipbuilders, is 
its ability to develop good labour relations. 
Not only are strikes disruptive and costly, 
but the firm also needs its workers’ coopera- 
tion to push through the productivity im- 
provements which are needed if the com- 
pany is to remain competitive. On this front, 
the situation is not encouraging. 

Although Hyundai's managers blame 
outside agitators for its labour problems, 
Hyundai's autocratic management style was 
an important contributor to the shipyard's 
sour labour relations. Even in a country that 
was until recently known for its callous treat- 
ment of labour, Hyundai’s management 
was in a class of its own. 

Founder and now honorary chairman 
Chung Ju Yung for many years insisted that 
his workers march in military formation. 
Chung’s temper is legendary, and there are 
numerous stories of him hurling ashtrays at 
senior executives in rage. That attitude to- 
wards subordinates filters down through 
the company. 

Executives say that this military style will 
continue in the shipyard. "The nature of 
these kinds of jobs needs a kind of military 
system," says Chung Ik Young. "Otherwise 
we cannot meet time schedules." Rather 
than change its management approach, 
Hyundai seems determined to keep con- 
fronting labour activists. Says Chung: "We 
would like to tame them." m Mark Clifford 





INDUSTRY 3 


Japanese yards foster industry-wide consensus 


Turning the tide 


By Charles Smith in Tokyo 


apar's shipbuilders have emerged from 

the worst two-year period in the indus- 

try's recent history and are expecting to 
turn a profit by fiscal 1990, ending March 
1991. Very few sources in the industry, how- 
ever, will admit that this has anything to do 
with Japan "persuading" South Korea to 
raise its prices. 

“Tt is the [South] Koreans not the Japan- 
ese who insist on talking about prices — we 
would prefer to focus on production or capa- 
city cuts," an official at the Shipbuilders' As- 
sociation of Japan told the REVIEW. The Ja- 
panese add that talks among the four South 
Korean shipbuilders may have been 
more important than contacts with 
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Japan in helping to end cut-throat price 
competition. 

An official at Hitachi Zosen, one of the 
big seven Japanese shipbuilders, noted that 
the South Korean companies seemed to be 
taking it in turns to respond to tender invita- 
tions by Japanese shipping companies, in- 
stead of bidding against each other. 

A typical case involved two orders for 
very large crude oil carriers (VLCC) placed 
by Toa Nenryo, a Japanese oil company, 
in 1988. Daewoo was the only one of the 
South Korean big four to bid for the first 
Toa Nenryo order but was replaced by 
Hyundai when tenders were invited for a 
second almost identical ship a few months 
later. In a “normal situation" the same 
company would have bid for both ships, 
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the Hitachi Zosen executive suggested. 

Price competition from South Korea was 
one of the main reasons why Japan's big 
seven shipbuilders reported combined loss- 
es of 196.4 billion (US$707.8 million) in the 
year ending March 1987 (actual losses were 
probably much larger, since each company 
reduced its shipbuilding losses with profits 
from other activities such as defence, and 
heavy machinery). From April 1987, how- 
ever, the industry embarked on a drastic 
rationalisation programme masterminded 
by the Ministry of Transport (Mor). The pro- 
gramme called for the industry to cut pro- 
duction capacity by a minimum of 20%. At 
the same time, the 26 leading shipbuilders 
were "guided" to form a total of eight 
groups so as to reduce competition for or- 
ders. 

The group system has been only “mod- 
erately successful," according to an MoT offi- 
cial, but the capacity cuts, which actually 
reached 23.776, have slimmed the industry 
to a point where it may soon be turning or- 
ders away. Labour layoffs have been even 
more effective than dockyard scrapping in 
reducing the industry's capacity. A member 
of the big seven, Kawasaki Heavy Indus- 
tries, which like most other industry leaders 
is heavily involved in non-shipbuild- 
ing activities, reduced its shipyard labour 
force from 4,150 to 1,900 over three years. 
Across the industry, labour force cuts are 
said to have averaged about 50%. 

The industry's rationalisation pro- 
gramme coincided, from late 1987 
onwards, with a turn-round in 
tanker and dry cargo freights, which 
was reflected in a somewhat steeper 
increase in ship prices. As a result, 
Hitachi Zosen was able to win an 
order in April for four VLCC tankers at 
nearly double the price South Korean 
shipbuilders were quoting two-and- 
a-half years ago. 


itsubishi Heavy Industries 
M e the biggest Japanese 

shipbuilder, estimates that 
current prices for Panamax bulk 
carriers, at about US$28 million per 
ship, are some 75-80% higher than in 
1987. But MHI says prices are still 
not high enough for it to be able to make 
a profit on new orders. Medium-sized Ja- 
panese shipbuilders, which spend less on 
research and development and rely more 
on subcontracted labour than the big 
seven, may, however, be already earning a 
profit. 

Production costs at medium-sized com- 
panies like Sasebo Heavy Industries and 
Tsuneishi Shipbuilding are probably only 
75-80% of the larger shipbuilders, according 
to an analyst at the Industrial Bank of Japan. 
This means that the medium-sized Japanese 
companies are probably the world's most 
competitive shipbuilders, with the South 
Korean yards ranking second and the big Ja- 
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panese companies third, followed by the 
Europeans a distant fourth. 

The Japanese claim that South Korean 
shipbuilders grossly miscalculated the state 
of the market and their own future costs 
with the prices they quoted in 1986 and 
1987. The appreciation of the won, accom- 
panied by a huge rise in shipbuilding wages 
over two years, and the higher cost of Japan- 
ese components because of yen revaluation 
helped to turn the industry into a disaster 
area, say the Japanese. 

A source at one of the big seven claimed 
that foreign shipowners normally prefer to 
buy Japanese if the price quoted by a Japan- 
ese yard is within 10% of the South Korean 
level. This reflects "different perceptions of 
quality and reliability." Foreign owners 
often dispatch up to 15 inspectors to monitor 
quality standards when a ship is ordered 
from a South Korean yard, compared with 
two for an order from Japan. A spokesman 
forone ofthebig Hongkong-based shipown- 
ers confirmed that price-for-price his com- 
pany would almost always prefer Japan. 
One reason for this was the higher prices Ja- 
panese ships fetched second hand. 

Despite their rather condescending at- 
titude towards South Korean overtures on 
price discussions, the Japanese make no se- 
cret of their interest in maintaining, and im- 
proving, contacts with South Korea. The 
fact that the two industries between them 
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Hitachi Zosen’s repair dock: rationalisation. 


share between 65-70% of world shipbuild- 
ing orders suggests that both sides can 
hardly fail to earn a profit if they deal sensi- 
bly with each other, said Kazuichi Murai of 
the Shipbuilders’ Association of Japan. 

The case for cooperation looks even 
stronger if the EC, accounting for about 15% 
of world orders, is included. Murai said he 
“does not see” any newcomer taking signi- 
ficant market share away from the three 
major shipbuilding regions in the next 15 
years, though China may be a threat in the 
21st century. 

The problem about talks with other ship- 
building countries, according to the Japan- 
ese, is not whether they are desirable in 
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principle, but how to organise them. Jap 
has been talking at an official level to the! 
since March 1988 but the two sides he 
made slow progress in working out a s 
tem for monitoring ship prices. The di 
culty lies mainly in the fact that ships are 1 
mass produced like cars, but are built 
specifications that vary with each order. 

However, an attempt to harmonise « 
mand forecasts has been more successf 
There are still significant differences of op 
ion over the short term but, at a meeti 
held in the second half of 1988, virtual agre 
ment was reached on the longer term o 
look for the market. 


far out of line with those of both Jap 

and the EC, and they show no sign 
accepting suggestions that they cut capac 
(as both the EC and Japan have done), sé 
the Mor. Another problem is lack of data : 
ship prices. Lack of official data on pri 
one reason why private-level talks bets 
Japan and South Korea have assumed mu 
more importance than in the case of Jap 
and the EC. 

Japanese shipbuilding executives tend 
respond with an embarrassed giggle wh 
asked for details of their discussions with t 
South Koreans. A senior executive of one 
the big seven, however, confirmed that n 
ular discussions were taking place betwe 

f individual members of the Sh 


. : outh Korea's market forecasts are s 


builders' Association of Japan and 
South Korean counterpart. The . 
sociation itself is not officially 
volved in the price talks. Separ: 
shipbuilding “summits” between t 
Japanese and South Korean assoc 
tions also take place but these put 
contacts are on "general topics," r 
prices. 

The unofficial Japan-South Kor 
price talks are not aimed at formin; 
cartel, the executive said. "Bu 
system does mean that we can 
plain if they take a VLCC order 
US$60 million." The talks are stric 
private but officials of Japan's MoT : 
kept informed. Similar private tal 
take place between Japan and Eur 
pean shipbuilders at roughly s 
monthly intervals. 

Improved contact with South Korea a 
the ECisonereason why Japanese shipbui 
ers are starting to feel optimistic about | 
future. But it is by no means the only o1 
According to Murai of the Shipbuilders' / 
sociation of Japan, world replacement « 
mand for ships should run at around 16 n 
lion dwt per year for the next 15-20 years, . 
suming a 20-year replacement cycle anc 
needed shipping capacity of around 320 n 
lion dwt. Murai thinks that roughly 9 milli 
dwt of this will be built by South Kore 
Western Europe and third countries, w: 
the remaining 7 million dwt of orders bei 
placed in Japan. 
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RESEARCH 


AND 


INNOVATION 


The lore and the profits 


hen Proctor and Gamble (P&G) 

took over Richardson Vicks in 

1986, part of its inheritance was 

a state-of-the-art research lab in 
Kalwe, near Bombay, which was seeking to 
develop internationally marketable over- 
the-counter products based on traditional 
Indian herbal preparations. 

In India, at least, such medicines are seen 
as safer than their Western equivalents. 
They may be slower acting, but they have 
less harmful side effects, many believe, 
especially when taken over long periods for 
lingering complaints. 

“or is the Indian consumer any more de- 

1 than would be his Chinese, Japanese 
or Malay counterpart by the "synergistic" 
cure-all claims of these potions and their lack 
of clearly identifiable active ingredients. In 
India, traditional medicine is a Rs 4 billion 
(US$251.6 million) a year business, industry 
sources estimate. 

Worldwide, plant-based medicine sales 
amount to nearly US$20 billion annually, ac- 
cording to a 1986 University of Edinburgh 
study. And turnover could grow as con- 
sumption levels rise in the traditionally re- 
ceptive markets of South and East Asia, 
while Europe and even North America be- 
come more open to "natural" remedies. 

P&G's US$3 million capital outlay and 
US$1.5 million annual running budget for 
the Kalwe lab is lavish, by Indian standards 
though it pales in comparison with the 
US$100 million or so that multinationals typ- 
ically spend over a decade or so to develop a 
single new major drug. 

 evertheless, the company is betting it 

how results, since its Indian research- 
ers are standing on the shoulders of gen- 
erations of vaidyas (traditional practitioners) 
who have compiled herbal lore for nearly 
three millennia. 

It is not the first time the multinationals 
have browsed in the vaidyas' garden: the dis- 
covery in the 1960s of reserpine, an anti- 
hypertensive derived from a local medicinal 
root, triggered a short-lived boom in ayur- 
vedic (or "science of life," as Indian tradi- 
tional medicine is called) research. Com- 
panies like Ciba-Geigy and Hoechst set up 
fledgling labs in India. 

Nothing came of those efforts, though, 
because the researchers went at it in too 
“Western” a way, seeking leads for drugs 
with singular, chemically identifiable active 
ingredients. That approach, according to 
Kalwe researchers, fails to take fullest ad- 
vantage of the multi-ingredient, “synergis- 
tic" recipes compiled in the six classics and 
numerous sub-treatises of ayurveda. 
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Culling the pharmacopia for commer- 
cially viable time-honoured recipes, Kalwe 
researchers explain, makes for far better 
odds than a hit-and-miss search for herbally 
based single-ingredient drugs. Unlike ear- 
lier ventures by the multinationals into 
ayurveda, P&G is not out to analyse or isolate 
the active components of traditional prep- 
arations. 

Instead, it seeks to identify herbal recipes 
that might meet widespread over-the- 
counter needs and be affordably produced 
on a commercial scale. The Kalwe lab then 
verifies the efficacy of the preparation in ani- 
mal and human tests. The next step is to 
work up an exhaustive descriptive profile, 
or "fingerprint, of the product through 
chemical and chromatographic analysis. 

This profile is the key to quality control, 
so that the product may meet not only P&G's 
rigorous internal standards, but also the 
legal requirements of the East Asian and 
Western countries where the company 
hopes eventually to market its ayurvedic 
line. The techniques used are standard in 
pathology and pharmacology labs through- 
out the world. 

Few other labs, though, would have oc- 
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casion to run any given preparation through 
so many tests. Mostly they just scan for a 
few known chemicals in a single substance. 
Kalwe, on the other hand, is aiming at com- 
prehensive descriptive mixtures of four or 
five different plants, each one of which has 
400-500 chemical components. 

Some of the recipes can be pretty exact- 
ing, specifying ingredients not just by name 
but by locale and season of harvesting and 
method of processing (such as "drying by 
moonlight”). Only the most detailed 
analysis can assure that the mixture has met 
these specifications. 

With such an exhaustive testing regimen 
— five different types of chromatography 
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alone — the company had to develop its 
own sophisticated software to meld so 
much data into an overall "fingerprint." 
Software has been a strong point of the 
Kalwe lab from the outset. 

When Richardson Hindustan (precursor 
of P&G [India]), set up its ayurvedic research 
lab in 1982, its first step was to encode the six 
ayurvedic classics into a computer database 
— a three-year effort involving batteries of 
post-graduate sanskrit scholars, as well as 
chemists, botanists, physiologists and com- 
puter programers. 

The database was confined only to pro- 
ducts indicated for such commonly self- 
medicated complaints as coughs, fevers, 
rashes and pain, or to cosmetic needs like 
hair, and skin care. Even this limited search 
threw up a short-list of more than 6,000 
recipes. 

These were then classed according to 
simplicity of preparation, with those using 
the fewest and most readily accessible ingre- 
dients ranked at the top. A nationwide sam- 
ple of “opinion-making” ayurvedic doctors 
was surveyed on the relative popularity of 
the different recipes. And component ingre- 
dients were ranked according to their fre- 
quency of recurrence. 

Armed with this data (which P&G keeps 
strictly confidential) the Kalwe lab em- 
barked on product development. So far it 
has three ayurvedic items in the pipeline: a 
stomach medicine, a combination analgesic/ 
anti-inflammatory drug for arthritis patients 
and a cough mixture that is already in the 
test marketing stage. 

Results have been encouraging for the 
cough syrup, which is sold under the famil- 
iar Vicks label with only an unassuming sub- 
script that reads "safe and effective, clinically 
tested ayurvedic formula." The ingredients 
— which include items like licorice and pep- 
per — are identified in romanised sanskrit. 

P&G is aiming these products at the mid- 
dle-class market that it already reaches with 
its Vicks line. So it makes a point of clean, 
modern, attractive formulations. “Half the 
stuff you see in an old-style ayurvedic phar- 
macy looks like rat droppings," a P&G re- 
searcher notes. 

If market tests go well, the cough mixture 
will be sold nationwide later this year. By 
late 1990, P&G (India) would like to see it in- 
troduced into some East Asian markets. To 
meet their regulatory requirements, though, 
would require lots of further testing, includ- 
ing some within the target countries — 
another instance of the kind of help a multi- 
national parent company can offer. 

B Lincoln Kaye 
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ECONOMIC MONITOR: 


ZEALAND 


Labouring on 


ew Zealand's improving economic 
statistics have been all but 
swamped by political infighting 
within the ruling Labour Party. 
This political instability is helping to hold up 
interest rates, depress investment and dam- 
pen business confidence. The recovery, 
which seemed to be under way at the start of 
1989, now appears to be on the backburner. 

During late 1988, the restructuring stimu- 
lated by deregulatory reforms of the past 
five years had begun to have an impact. The 
October 1987 stockmarket crash stripped 
away the false prosperity of the share and 
property booms which had masked the full 
impact of the restructuring. Boom turned to 
bust in 1988. 

The recession appears to have been rela- 
tively shallow — real GDP was only 1% lower 
in calendar 1988 than in 1987. The shallow- 
ness was partly attributed to the strength of 
the world economy which led to improved 
terms of trade for New Zealand, particularly 
in prices of major export commodities. 

However, the restructuring and reces- 
sion have pushed unemployment to 13% of 
the workforce (8% by OECD standards, 
which define unemployment less strin- 
gently) and still rising. A further shakeout of 
the state sector will add to the jobless as de- 
partmental chief executives trim fat. 

Finance Minister David Caygill aims to 
reduce the budget deficit, before allowing 
for borrowing and proceeds from the sale of 
state asset, to 1% of GDP in 1989-90. The def- 
icit for 1988-89, announced on 10 May, was 
NZ$1.04 billion (US$642 million) — 1.6% of 
GDP, below the forecast 2.2%. 








Caygill had hoped that his deficit-cutting 
moves would help bring down interest 
rates, still above 13% for five-year govern- 
ment stock and around 13.5% for 90-day 
bank bills. He is also disappointed that nom- 
inal interest rates have not eased with the 
decline in inflation to 4% in the year to 
March — the lowest for 20 years, apart from 
the price freeze in 1982-84. 

Several factors have conspired against a 
fall. The budget deficit for the quarter to 30 


Inflation continues to fall* 
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June 1989 — a "transitional quarter" in the 
switch from a base of March for the 1988-89 
financial year to June for 1989-90 — will be 
NZ32.5 billion, imposing a one-off borrow- 
ing charge. Inflation is rising again: it was 
slightly higher in the six months from Oc- 
tober than in the previous six months, partly 
reflecting a 10-11% fall in the kiwi dollar in 
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late 1988. A further rise in prices is expected 
in the June quarter, and the higher goods 
and services tax will push inflation up 2.296 
in the September quarter in addition to nor- 
mal factors, taking the year-on-year figure 
back to 7-876. 

To many investors, nominal interest 
rates do not look excessive against that 
scenario. Also, some economists and mana- 
gers of financial institutions reckon political 
instability has added 3% to interest rates. 

Caygill has taken some comfort from 
continued improvement in the balance of 
payments. But figures for the year to March 
indicate that an 18-month improvem« 
slowing — the deficit is still NZ$1.37 bi 
or 2.2% of GDP. If the economy picks up, 1n- 
creasing import demand, prospects for a 
surplus will vanish. 

But recovery does appear to be slowly 
under way. The rural sector, savaged by 
former finance minister Roger Douglas's re- 
moval of a wide range of price supports, is 
now earning better prices for produce. 
However, the urban economy remains un- 
certain, reflected by a depressed stock- 
market which is bracing itself for more com- 
pany failures and bad news from some fi- 
nancial institutions. 

For all the gloom, optimism is emerging 
for the longer term. Commentators are be- 
coming increasingly confident about fore- 
casting modest but sustainable growth in 
the 1990s. Their sentiment was reinforced 
by the OECD annual report, issued on 30 
April, which said that New Zealand was the 
best placed in decades to achieve sustainable 
growth. 8 Colin Ja 
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ocania's new 3-series trucks are now on the [he utterly reliable driveline also includes a 
road to the future, building on almost a centu- new 10-speed gearbox, also available with a 
ry of truck experience. torque converter. One futuristic feature is al- 

Engines range from the nine-liter six at 210 ready tried and proven, the Computer-Aided 
hp to our tough new 14-liter V8 with Electronic Gear changing with fingertip gearshifts. 
Diesel Control, turbocharged and intercooled And perhaps best of all: An all-new interior 
to put out 470 hp. and instrument panel in all cabs. 
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Take a special look at the prestigious high-roof 
Topline version, fitted with central doorlocks 
and power windows. 

Heavy haulage has never before been so 
easy on drivers or so profitable for truck own- 
ers. It all adds up to a new dimension in 
truck technology. 





Saab-Scania AB, Scania Division 
S-151 87 Södertälje, Sweden. 
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With everything set for the big meeting, executives 
on the move can take time off on board our 
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Pakistan International, it's a gentle, caring story. For e s i A 
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Pakistan International 
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SHROFF 


Horses for golf courses 


hroff has been looking a gift horse in 
the mouth. It is too dark to see 
much, but the breath could be swee- 
ter. The horse in question is called 
Po Kay Holdings which is being acquired 
jointly by two Hongkong-quoted com- 
panies, Stelux and Hwa Kay Thai, from the 
Sino-Thai Kanchanapas (alias Wong or Ng) 
family which controls it. In addition to some 
Hongkong property, Po Kay owns 49% of a 
Thai company, Tanayong, whose main 
asset is 30 million ft? of development land 14 
km out of Bangkok on the Bang Na Trat 
highway, which runs to the eastern sea- 
ł Land Pattaya. Tanayong is a Kan- 
( apas family vehicle. 

Anyone with a flair for fashion has been 
wanting into the Thai property scene 
and the fact that it is off-limits to direct for- 
eign purchase should provide a cachet 
for Hwa Kay Thai and Stelux. Indeed, by 
rights their share prices should have gone 
through the roof. According to the buyers, 
Po Kay has been acquired at a 53% discount 
to net asset value, with the Thai properties 
injected at a staggering 81% discount to the 
open-market valuation of First Pacific 
Davies. This amazing giveaway ought to 
make Haw Kay Thai particularly attractive 
as its existing assets are a mixed bag of 
sportswear franchise (Puma), a hotel and 
some restaurants. 

Maybe the Kanchanapas want to build 
up Hwa Kay Thai by injecting some easy 
profits. (Remember, they were the people 
who sold erstwhile Stelux property vehicle 
Mai Hon at a knockdown price to the guys 

turned it into Carrian.) If so, who 
wuwd complain? But the ambitious plans 
for the Bang Na Trat property are unlikely to 
result in instant profits. Supposedly by 1992 
these suburban, flood-prone paddy fields 
will host an 18-hole golf course, a 400-room 
hotel, 1,000 apartments, and a number of re- 
sidential lots. 

Inquiries in Bangkok suggest these are 
not exactly at an advanced stage. Or if they 
are, they are being kept secret to protect 
the "originality of their concept." Financing 
is another matter on which no information is 
currently available. Pre-sales should provide 
some. But with 200 high-rise apartment de- 
velopments set for completion in Bangkok 
by 1992, recent warnings to banks not to 
over-extend themselves and speculators be- 
coming more wary, the financing, not to 
mention the profits, could be harder to find 
than shareholders hope. In Thailand, land 
cost is still a relatively low proportion of de- 
velopment cost — a long-term plus for Po 
Kay but a medium-term disadvantage. As 
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for the golf club, it would be near an existing 
course. 

In the long term the eastern suburbs 
have a lot going for them as a residential 
and industrial adjunct to Bangkok. But Hwa 
Kay Thai shareholders might have been 
happier to get their hands on some Thai 
land back in mid-1988 when the company 
was floated, or a stake in the island the 
family owns which was mentioned in the 
prospectus as a potential tourist develop- 
ment. 

Meanwhile, Po Kay's best asset may be a 
small site on central Bangkok's Wireless 
Road. It is opposite the Hilton Hotel — and 
more important, just around the corner 
from the capital's most famous massage es- 
tablishment. 


Those with an eye to Thai properties, or, 
alternatively, to becoming an exploited 
minority, should keep watch on another 
Hongkong company, K. Wah Stones. 
Chairman Lui Che-woo has recently per- 
sonally embarked on a Baht 10 billion 
(US$390 million) hotel and convention 
centre development in downtown Bangkok 
in conjunction with local partners. Injection 
of such assets might be good for the hapless 
holders of K. Wah who have seen profits 


SHAREHOLDER 


and the share price plummet dramatically 
since a 246-times oversubscribed public offer 
in early 1987. But given Lui’s track record to 
date, there would be good reason for close 
scrutiny of the valuation (however “inde- 
pendent”) of any family property injected 
into K. Wah. 


Shroff applauds the Stock Exchange of 
Singapore (SES) for forcing Singapore Land 
chairman, S. P. Tao, to go ahead with a pre- 
viously announced sale of his family’s share 
in the Gateway office complex to the listed 
real estate giant, despite a bald-faced effort 
to back out in the hope of a better price. 


FAR EASTERN ECONOMIC REVIEW 


It is a rare occasion indeed when Asian 
regulators interfere on behalf of minorities. 
It is even a rarer occasion when they go back 
to historical records and note a pattern of 
abuse. 

This was the case with the Tao family, 
which seven years ago attempted to pull a 
fast one on SingLand minorities by selling 
some rather overpriced ships to the com- 
pany right at the time when they needed the 
exact amount of ready cash to subscribe to a 
key share entitlement. 

The SES statement that it "expects all sub- 
stantial shareholders and directors of com- 
panies listed on the change to abide by high 
standards of conduct scrupulously, particu- 
larly when they deal with publicly listed 
companies," should be pasted on the walls 
of men's rooms in every executive suite in 
Southeast Asia. 

It might also be posted at Exchange 
Square, where the Hongkong Stock Ex- 
change keeps house. Perhaps it could help 
to remind chairman Francis Yuen and his 
gang to keep watch on what appears to be a 
new-ish trend; the cross-border stuffing of 
fancifully valued assets into Hongkong 
counters. 

On the ever-recurrent topic of exploited 
minorities, Shroff finds it hard to have too 
much sympathy for Bond Corp. Interna- 
tional (BCIL) shareholders who are likely to 
see their HK$2.25 billion (US$288 million) 
proceeds and HK$1.2 billion profit from sale 
of their half of Hongkong's Bond Centre 
applied to buying more assets from a cash- 
strapped parent, Bond Corp. Small share- 
holders (and Shroff readers) should have 
learned long since of the perils of being a 
Bond minority. 

And it is hard to have too much sym- 
pathy for the Cha family of HKR Properties 
Co. which tried and failed to threaten Bond 
into a better price for privatisation of BCIL 
and in the process stay with the deal, to the 
detriment of all. It might, however, be in- 
teresting to see what happens if there are 
any legal challenges to BCIL if it attempts to 
buy parent-company assets. 

Shroff has long believed that civil actions, 
for proceedings under the Companies or 
Protection of Investors ordinances, can pro- 
vide better minority protection than leaden- 
footed official watchdogs, whatever their 
theoretical power. So far, Hongkong share- 
holders big and small have been reluctant to 
test this avenue. But Bond has made himself 
so unpopular that someone might just try. 
Whata precedent that could be! 

u Philip Bowring, 
Paul Handley, Jonathan Friedland 
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INDUSTRY 


Tawan computer firm in tie-up with US chipmaker 


Chipping in 





By Bob Johnstone in Tokyo 


etermined to avoid a repetition of 
D the production bottleneck caused by 

last year's shortage of microchips, 
Acer, Taiwan’s top maker of personal com- 
puters, is going into the computer chip- 
making business itself. 

Acer announced on 12 May that it would 
form a joint-venture company with leading 
US chipmaker Texas Instruments (TI) to 
manufacture semiconductors, primarily 
dynamic random access memory (DRAM) 
chips used in computers. 

Construction of a US$250 million plant at 
the Hsinchu science-based industrial park 
near Taipei will begin in September, with in- 
itial production slated for mid-1991. All of 
the plant's output will be sold to TI, which in 
turn will guarantee to supply up to 50% of 
the chips to Acer. 

Acer will own 74% of the joint-venture 
company and will provide the majority of 
start-up funding. All the design and manu- 
facturing technology will come from TI, 





POLICIES 


which has the option to increase its share of 
the joint venture to 51% within the next five 
years. 

Acer currently ships just over 3% of the 
total world market for IBM-compatible per- 
sonal computers, according to US market re- 
search firm Dataquest, but its share of the 
more powerful machines based on Intel's 
386 microprocesser is much bigger, around 
6%. Since such machines use more memory 
chips than their predecessors, last year's 
lengthy DRAM shortage prevented Acer 
from achieving its production targets. 

A further blow to Acer is that the huge 
profit margins on such chips as were availa- 
ble have greatly enriched the Japanese com- 
panies which make them. Japanese firms 
produce some 90% of the one megabit mem- 
ory chips that have become the semiconduc- 
tor industry's largest single product. The 
problem is that several of them, such as 
Toshiba and NEC, are also Acer's direct com- 
petitors in the personal computer market. 

Acer's chairman Stan Shih says his goal 
is to boost company revenues from their 





Indonesia aims to attract more foreign investors 


Loosening the reins 





By Adam Schwarz in Jakarta 





mat for foreign investors by slashing the 

number of areas barred to new invest- 
ment, lowering the minimum investment 
threshold and easing some localisation 
requirements. 

Bankers, business executives and 
economists welcomed the moves and said 
the new regulations would help Jakarta 
compete with neighbouring countries for in- 
vestment from industrialised nations. But 
they warned that the new conditions would 
focus attention on the remaining protected 
areas and thus increase pressure for further 
liberalisation. 

Since the late 1970s, Indonesia has com- 
piled annually an investment priority list — 
a bulky tome which by 1987 had expanded 
to cover more than 1,000 business areas in 
which Indonesians and foreigners were or 
were not entitled to invest. Under the new 
system, a list has been issued showing only 


[»« has spruced up the welcome 


those fields — numbering 75 in total — 
which remain wholly or partially restricted 
to new investment. The negative list, as it is 
called, is valid for three years, though offi- 
cials say it is likely to be reviewed annual- 


"The main goal [of the new regulation] is 
to make our investment climate more attrac- 
tive to prospective investors," Finance 
Minister Johannes Sumarlin told the 
REVIEW. "We have to provide more jobs and 
we have to have the economy grow. For this 
we need investment." 

Some observers said it was difficult to 
know just how much more access the new 
list provides to potential investors since in 
the past private companies could negotiate 
with the Investment Coordinating Board for 
entrance into nominally closed areas. 
"Clearly, though, there are now more sec- 
tors open for investment and the entire sys- 
tem is more transparent, more easily under- 
stood," said one local economist. 

Analysts also noted that the reforms 
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1988 level of US$550 million to US$1 billion 
within two years. "In the long run," he told 
a group of US investors recently, "I will 
build a 'real' computer company, like 
Fujitsu, Hewlett-Packard, Digital and 
Wang." 

But worldwide growth in demand for 
DRAMS appears to be continuing to outpace 
the chipmakers' ability to meet it. Shih has 
evidently decided that a semi-tied chip pro- 
duction house, despite the enormous ex- 
pense it involves, is an essential prerequisite 
if he is to achieve his ambition. 

For Acer, TI is an ideal partner since the 
US firm does not manufacture IBM-type per- 
sonal computers. Another advantage is that 
T's long history of operations on Taiwan 
should ease the problem of recruiting la- 
bour. 

The deal looks like a sweet one for TI, too. 
As in the US firm's technology-for-output 
swap with the South Korean company 
Hyundai, it considerably increases ca] y 
for a relatively small investment. 

The joint venture will not be the only 
Taiwan maker of memory chips. Early this 
year Vitelic, a Silicon Valley-based memory 
specialist, secured almost US$40 million in 
venture capital core financing — reportedly 
a record amount for a US hi-tech company 
— to build a semiconductor plant, also at 
Hsinchu. The remainder of the funds for 
Vitelic's planned facility is expected to come 
from local banks. * 





Sumarlin: warming investment climate. 


suggested that powerful business interests 
retain their influence within decision-mak- 
ing circles. Only nine business sectors re- 
main completely closed to additional invest- 
ment, but these include such lucrative areas 
as plywood, sawmilling and unfinished rat- 
tan, in which politically well-connected 
business groups have large interests. 
Another restricted area is palm oil process- 
ing, in which Liem Sioe Liong, a wealthy 
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businessman with close ties to the govern- 
ment, is a prominent player. 

One economist said similar forces were 
apparent in last year's sweeping trade re- 
form which saw import restrictions and 
non-tariff barriers lifted on a wide range of 
goods. That deregulation package, how- 
ever, left two areas with import protection 
intact. These — tinplate and one category of 
steel products — are also controlled by in- 
terests with close links to top politicians. 
“What this trend shows me is that the gov- 
ernment and companies close to the govern- 
ment are consolidating areas where they 
want to operate," he said.: 

One much welcomed relaxation in the 
new measures lowers the minimum invest- 
ment from US$1 million to US$250,000. Offi- 
cials say this will smooth the transfer of 
medium-scale, labour intensive industries 
from countries like South Korea and Taiwan 
to Indonesia. "These companies are the 
|. st contributors in helping to create 
ı | oyment opportunities,” says Sumar- 
lin. 


akarta has also tailored the new regula- 
tions to encourage new companies to 
export their goods. Many of the 75 areas 
listed on the negative investment list will be 
opened to companies who export more than 
two-thirds of their production and other 
areas will be opened if all production is ex- 
ported. Another way of gaining entrance 
into nominally closed areas will be to take on 
an Indonesian cooperative as a minority 
partner with at least 576 holding. 

Foreign businesses were pleased by a re- 
laxation of localisation requirements which 
accompanied the new investment list. At 
present, foreign-invested companies are 
licensed to trade, under control of the for- 
eign investor, for 10-15 years, after which a 
majority stake must be passed to Indonesian 
interests. In a move intended to spur activity 

karta's tiny stock exchange, such com- 
parues which float 20% of their shares will be 
allowed to retain up to 55% foreign owner- 
ship, whereas private companies will be al- 
lowed only a 49% foreign stake. “This 
should be a real shot in the arm for the stock- 
market,” enthused one foreign business- 
man. But it was less clear, he said, whether 
the move heralded a furthering easing of 
localisation rules. 

In practice, enforcement of these rules is 
haphazard, allowing many companies to 
maintain majority ownership for longer 
than the 10-15 years spelled out in their 
operating licences. But foreign executives 
say the fact that forced divestiture is still on 
the books is one of the major drawbacks to 
investing in Indonesia. Respondents to a re- 
cent survey by the American Chamber of 
Commerce in Indonesia, said that allowing 
long-term majority foreign ownership was 
the single most important step the govern- 
ment could take to enhance Indonesia's in- 
vestment climate. e 
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Malaysia’s MPH finds a saviour from the Hume bid 


Chinese ch 


By Nick Seaward in Kuala Lumpur 


he takeover bid by Hume Industries 

(Malaysia) for debt-ridden Multi-Pur- 

pose Holdings (MPH), seems to have 
been thwarted by a rival offer for a block rep- 
resenting 29% of MPH's stock by Kamunting 
Corp. Kamunting’s all-cash offer for the 
strategic stake effectively values the prop- 
erty, plantations and banking conglomerate 
at M$2.05 (76 US cents) a share, compared 
with Hume's cash and scrip package 
pitched at M$1.50. 

The Kamunting offer has come as a 
bitter blow to Hume, which was attempt- 
ing the firstever hostile takeover in 
Malaysia. It also confirms that the re- 
lationship between politics and business 
in the country is still as firmly entrenched 
as ever. 

Malaysia's second-largest political party, 
the Malaysian Chinese Association (MCA), 
which claims a special relationship with MPH 
as its "promoter and sponsor," immediate- 
ly welcomed the Kamunting offer as 
"friendly." When the Hume 
bid was announced on 12 
April, the MCA made its op- 
position known and issued 
veiled threats to leave the rul- 
ing National Front coalition if 
the bid was not disallowed 
by the regulatory authorities. 

When these threats met 
with a sharp rebuff from 
Prime Minister Datuk Seri 
Mahathir Mohamad, the 
MCA made an unsuccessful 
attempt to coordinate a con- 
sortium of ^white knights" to 
better Hume's bid. As that 
failed, the offer from the 
Chinese-owned Kamunting 
for a minority block of shares 
seems satisfactory, if not ideal, to the 
MCA. 

While Kamunting believes it will have 
day-to-day control of MPH, the MCA will re- 
tain a power of veto by way of a 20.9% MPH 
stake held by deposit-taking cooperative 
Koperatif Serbaguna Malaysia (KSM) in trust 
for the KSM—Multi-Purpose Investment 
Fund. The KSM management is dominated 
by the MPH. 

The Kamunting bid is really only a spoil- 
ing action: shareholders owning the remain- 
ing 71% of MPH — most of whom are MCA 
supporters — are now deprived of the gen- 
eral offer, which has boosted the price of 
their shares from 93 M cents in the month 
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Quek: ‘absurd bid.’ 


eckmate 


before the bid to a high of M$1.65 on 12 
May. 

The only way Hume can now gain con- 
trol of MPH is by taking legal steps to block 
the sale to Kamunting pending the outcome 
of its general offer — or by topping Kamunt- 
ing’s price. Sources close to Hume told the 
REVIEW that the former is already in progress 
and the latter is out of the question. 

Hume's ultimate owner, Quek Leng 
Chan, believes that MPH shares are already 
overvalued. “He thinks that at two bucks it’s 
an absurd bid,” said a close business as- 
sociate. Meanwhile, the associate said that 
the Hume board has written to the Panel on 
Takeovers and Mergers asking for a ruling 
as to whether receivers are entitled to sell 
strategic stakes in a company in a side-deal 
while a general offer including that stake is 
under way. He said that Quek was not op- 
timistic of receiving the reply he would like. 

The strategic stake is currently controlled 
by Price Waterhouse (PW), receiver of the 
moribund KSM, which owns the shares. 
Kamunting has offered M$592 million for all 
of KSM’s assets, which, in ad- 
dition to the 218 million MPH 
shares, include an un- 
specified number of shares in 
MPH’s 60.9% subsidiary Dun- 
lop Estates and various 
pieces of property, valued in 
total at M$146 million. 

In a statement issued on 
12 May, PW senior partner 
Khoo Eng Choo said that 
a sale to Kamunting would 
enable the receivers to pay 
depositors of KSM a full re- 
fund. "Under the prevail- 
ing circumstances, the re- 
ceivers will make a posi- 
tive recommendation to the 
Advisory Panel of Bank 
Negara Malaysia [BN, the central bank]." 

This recommendation is crucial, as BN 
has the power under the Essential (Protec- 
tion of Depositors) Regulations, 1986, to 
control the activities of all deposit-taking in- 
stitutions. BN's role goes further — under 
the Banking Act, it must give its approval for 
the purchase of any stake in a bank above 
5% and special exemption must be given by 
BN to the rule preventing corporations hold- 
ing more than 20%. MPH controls 70% of 
Malaysian French Bank and therefore the 
28.9% stake in question would push Kam- 
unting above that threshold. 

Kamunting’s chief executive, 30-year-old 
T. K. Lim, told the REVIEW that his company 


BUS'CELN- ESSO WERA AS 


had already received the required approvals 
from BN. He confirmed, however, that he 
has yet to be formally notified of any deci- 
sion on his offer from PW. 

While BN and PW seem satisfied with 
Kamunting's credentials, the marketplace is 
decidedly sceptical about the company's 
ability to come up with the M$592 million — 
or to manage MPH effectively if it actually 
gains control. Analysts have also pointed 
out that with MPH carrying accumulated 
losses of around M$400 million, it will be 
many years before Kamunting sees any re- 
turn in the form of dividends from its pro- 
posed new investment. 

Kamunting Corp. was originally Kam- 
unting Tin Dredging (Malaysia) and be- 
longed to Malaysian Mining Corp. (MMC). 
After its mining areas were worked out, 
MMC sold it in 1987 to the Lim family, 
who made their fortune in hydraulic tin 
mining, and who, until recently, are be- 
lieved to have held 55%. A recent place- 
ment of 20 million shares was made, but 


it is not known if this came from the Lims. 

Soon after being hived off, Kamunting 
acquired Seri Angkasa, a company which 
manages and has the right to collect tolls on 
the Kepong highway interchange, north of 
Kuala Lumpur. Some 35% of Seri Angkasa 
was owned by a brother of Finance Minister 
Datuk Daim Zainuddin and associates. 
Daim's nephew also guaranteed one of Seri 
Angkasa's loan. T. K. Lim told the REVIEW 
that bumiputra (mainly ethnic Malays) 
ownership of Kamunting is now nil (down 
from 4% according to the 1988 stock ex- 
change handbook). 

According to its 1988 accounts, Kamunt- 
ing has shareholders' funds of M$56 million. 
In the six months to September 1988, it 
made a profit of M$5.2 million, mainly from 
collecting Kepong interchange tolls. Since 
then it has geared up to pay M$62.4 million 
for 32.5% of an MPH subsidiary, Malaysian 
Plantations. 

Lim said that borrowings after the 
Malaysian Plantations purchase were only 
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Seoul sells slab of electricity stock 


Power plav 


By Mark Clifford in Seoul 


ome 8 million South Koreans, almost 
bs, 20% of the population, have applied 

for the shares in Korea Electric Power 
Co. (Kepco) which will be sold off by the 
government this month. The sale, the 
biggest offering in the history of the Seoul 
stockmarket, is part of the government's 
programme of broadening share ownership 
and developing the equity market. 

The listing of Kepco shares, which will 
occur in August, is expected to add about 
Won 3.4 trillion (US$5.15 billion), or about 
5%, to the capitalisation of the Korean Stock 
Exchange (KSE). At the end of March, mar- 
ket capitalisation was Won 70.3 trillion. 
Local analysts expect the shares, which will 
be offered at Won 13,000 each, to rise to 
Won 25-28,000. 

Only about 21% of Kepco will be sold. 
But the market capitalisation of the listed 
shares alone will be larger than many single 
sectors of the market, and about the same 
size as the entire short-term finance sector. 
As a result, Kepco's performance will have a 
tangible impact on the market. Cosco Sec- 
urities calculates that a Won 1,000 move- 
ment in the share price will shift the KSE 
composite index by 6.9. 

Only about 2% of the shares will be sold 
to the public in general. Some 78% will be re- 
served for those earning Won 600,000 a 
month or less and 20% for Kepco employ- 


ees. Except for the few shares sold to the 
general public, purchasers who agree to 
keep the shares for a minimum of three 
years will receive a 15% discount. 

Securities authorities say that the flota- 
tion of the Kepco shares will be similar to 
the Pohang Iron and Steel (Posco) issue last 
June. While that issue was thought to have 
been generally successful, the Ministry of 
Finance (MoF) came in for heavy criticism 
after speculators ramped the price by 
putting in high bids before trading start- 
ed. Because of daily price limits, the 
share price drifted lower in subsequent 
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M$40 million. He also said no additiona 
borrowings would be required to acquire the 
MPH stake, other than an issue of convertible 
unsecured loan stock (CULS). 

Kamunting plans to raise the money 
through a fully underwritten indirect rights 
issue of 296 million new ordinary shares a 
M$1 each. Following this, Kamunting wil 
raise an equal amount with a similarly sizec 
issue of 1% CULS, which will have the nove: 
feature of a bank guarantee of the underly- 
ing stock price upon conversion. The Lim 
family will subscribe to the ordinary share 
issue to maintain a majority stake. 

Lim conceded that Unico Holdings — 
the investment arm of the Associated 
Chinese Chamber of Commerce and Indus- 
try — would participate in one of the share 
issues, but he denied that two other “white 
knight consortium" members, IGB and Lion 
Corp., would be joining in as well. Lim also 
denied that his company had any connec- 
tion with the finance minister. "There , 
link at all," he told the REVIEW. i 


weeks, dragging the market down with it. 

An MoF official said the ministry would 
"take proper measures" to avoid a repeat of 
this fiasco. The most obvious remedy would 
be to remove daily price limits on Kepco 
shares until the price stabilises. 

While the government had intended the 
Posco issue as a way of broadening share 
ownership, most of the original holders 
have sold out. Shim Sang Myun, chairman 
of the KSE, says that only 600,000 of the origi- 
nal 3 million shareholders still hold Posco 
stock. 

In the Posco sale many eligible buyers al- 
lowed their names to be used by wealthier 
investors. But because of the gains made in 
the Posco sale, investors are expected to 
hold on to their Kepco shares. 

Last year Kepco earned Won 891 billion 
on turnover of Won 4.4 trillion. It is £ 
Korea's largest company, with aur 
29,000 employees and Won 12.6 trillion in 
assets. a 
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Manila scuttles 
Bond nickel deal 


> The Philippine Government's Asset 
Privatisation Trust has backed out of 

a deal to sell nickel producer Nonoc 

Mining and Industrial Corp. to Australian 
magnate Alan Bond's private holding 
company, Dallhold. Previously the 
government had said that Dallhold's 

offer of US$325 million for the company, 
consisting of a US$60 million downpayment 
and remainder related to profitability, 
would prevail over two other bids. Nonoc's 
refinery is not at present operating and will 
need extensive rehabilitation by the new 
owner, It has a capacity of 30,000 tons 

a year. 


r- 


i firms suspended after 

i... der trading claims 

> Two firms highly popular with 
speculators were suspended from the 
Securities Exchange of Thailand (SET) 
pending an investigation into price 
manipulation and insider trading. They 
were the market's most active counter of the 
past two months, real-estate developer Star 
Block, and newly listed Oriental Lapidaries. 
SET officials said the investigation was not 
targeted at officials of the companies. 


Mitsui buys stake in 

Hongkong container port 

> Two members of Japan's Mitsui group, 
the trading company and Mitsui OSK 
Lines, for HK$795 million (US$101.9 
million) acquired a 6% stake in a container 
shipping terminal controlled by Hutchison 
Whampoa. Simon Murray, Hutchison's 

1 ging director, said that he had wanted 
{ Jen ownership of Hutchinson 
International Terminals at Kwai Chung 
which handles about 45% of Hongkong's 
container traffic. 


Indonesian magnates take 
a share in Promet Petroleum 


> Two of Indonesia's powerful business 
groups have indirectly come together with 
the purchase on 11 May by Summa Surya 
International of a controlling 34.8% stake in 
Hongkong-listed Promet Petroleum for 
HK$89.7 million (US$11.5 million). Summa 
Surya is a private investment vehicle of 
Edward Soeryadjaya, eldest son of William 
Soeryadjaya, the founder of the Astra 
conglomerate. Indonesian magnate Liem 
Sioe Liong, via the Hongkong-based F. P. 
Special Assets, also holds 776 of Promet. 
Promet owns the offshore Bunyu oilfield 
near Kalimantan and has plans to invest 
further in petroleum exploration in 
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Indonesia and Vietnam. The firm's 


founder, Malaysian entrepreneur Brian 
Chang, will see his stake drop to 12.776. 


Taiwan urged to support 
US Third World debt plan 


> AUS Government official has suggested 
that Taiwan should use some of its huge 
US$80 billion foreign-exchange reserves to 
support the Brady Plan, proposed by US 
Treasury Secretary Nicholas Brady, to help 
relieve Third World debt. Treasury 
Under-Secretary David Mulford told the US 
Senate foreign relations subcommittee on 
11 May that there had been preliminary 
talks with Taipei which had indicated 
interest in a "very general way." Brady in 
March urged the World Bank and IMF to use 
their resources to reduce Third World debt, 
and there are hopes that countries with big 
surpluses such as Japan, West Germany 
and Taiwan will assist. 
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Guangdong clamps down 
on consumer imports 


> South China's Guangdong province has 
banned the import of 18 categories of 
consumer goods. The ban, effective 

15 May, include garments, cosmetics, 
household appliances, cigarettes, liquor, 
and various packaged foods. The People's 
Daily said that firms in Phan gel 

may not use their own foreign exchange to 
import the items now under ban or ask 
companies in other provinces to import 
these items for them. 


Australia's currency 

slips on trade figures 

> Australia's trade deficit declined to 
A$1.19 billion (US$929.7 million) in April, 
down from A$1.6 billion the previous 
month. Despite the monthly deficit being 
near the low end of market expectations, 
the Australian dollar fell below 77 US cents, 
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the lowest level this year, after the trade 
figures were announced on 16 May. The 
figures showed that imports are continuing 
to grow. Treasurer Paul Keating suggested 
that if there were no improvement soon, a 
further tightening of monetary policy, 
bringing higher interest rates, might be 


necessary. 


Singapore Telecoms buys 
stake in US paging firm 

> State-owned Singapore Telecoms, will 
buy a $$20 million (US$10.2 million) equity 
stake in the US telecommunications firm 
Mobile Telecommunication Technologies 
Corp. (Mtel). They plan jointly to develop 
and market Mtel's international paging 
system in the Asia-Pacific region. The 
system will allow paging across national 
boundaries. Mtel operates Skypaging, the 
largest paging network in the US. 


China to enter joint 

venture in Indonesia 

> The first Indonesian-Chinese joint 
venture in 22 years was agreed to in Peking 
by the China Machinery Export and Import 
Corp. and Central Wiros Nusantara. The 
joint venture will manufacture machine 
tools in Indonesia. President of Central 
Wiros, William Suhanda, took part in a 
15-member Indonesian business delegation 
to China in April and early May. 


South Korea contracts 

to buy Chinese oil 

> South Korea's largest refinery Yukong 
Oil has negotiated the country's first 
contract for Chinese oil, according to 
officials in Seoul. The Energy and Resources 
Ministry says that Yukong will import about 
4.7 million barrels of crude oil from China 
under the one-year contract. South Korea 
began buying Chinese crude on the spot 
market last June and so far has imported 4.2 
million barrels. The first shipments are 
expected to arrive at the South Korean port 
of Ulsan next month. 


Garuda sells hotel 
to Sultan of Brunei 


> The Sultan of Brunei recently bought the 
Nusa Dua Beach Hotel on the Indonesian 
resort island of Bali for a reported US$120 
million. The five-star hotel was the flagship 
of the state-owned Garuda Indonesia 
airline’s hotel subsidiary, Aerowisata. 
Industry sources say the money from the 
hotel may be used to lease or buy more 
passenger jets for the Garuda fleet. Garuda 
is currently trying to put together a finance 
package to buy wide-bodied MD11 jets. 
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A weakening yen, inflation and interest 
rates fears, plus political uncertainty, 
pushed the market slightly lower in 
narrow trading. Turnover was a thin 
699m shares a day worth ¥956b 
(US$7.02b). Electric power and electronics 
stocks gained, only to attract profit-takers. 
Kansai Electric Power fell ¥200 to ¥4,870 
and Sumitomo Metal fell ¥21 to ¥935. 


Interest from overseas institutions 
pushed the market higher, and Wall 
Street's surge accelerated the trend. Local 
investors, however, took profits, 
particularly in the wake of huge student 
demonstrations in Peking. Trading was 
brisk, averaging 717m shares a day worth 
HK$1.548b (US$198.4m) Hongkong Bank 
finished 25 HK cents higher at HK$6.60. 


The market underwent a period of 
consolidation for most of the week, but 
sentiment changed after the weekend 
and prices rose sharply. Average daily 
turnover was lower at 103.38m shares, 
valued at $$182.78m (Us$93.5m). SIA 
Foreign put on 705 cents to s$17.90 and 
City Development Warrants closed 2.5 s 
cents higher at 61.5 s cents. 


After the long Muslim holidays, investors 
were slow to come back to the market but 
buyers pushed prices sharply higher later 
in the period. Average daily turnover was 
55.45m shares, valued at M$93.09m 
(US$34.6m). Takeover target Multi- 
Purpose Holdings rose another 6 M cents 
to M$1.52 and white knight Kamunting 
also rose 17 M cents to M$1.45. 


The market ended higher, ignoring a 
final-day suspension of the week's two 
busiest counters, Star Block and Oriental 
Lapidaries, on suspicion of manipulation. 
Volume averaged 17.2 million shares 
daily, worth Baht 1.49b (Us$58.2m). Star 
Block closed Baht 7.50 higher at Baht 95, 
and Oriental Lapidaries rose Baht 12.50 to 
Baht 62.50. 


Brisk trading in commercial-industrial 
and oil stocks sustained the market surge, 
with turnover averaging 3.09b shares 
worth P183.76m (US$8.5m). PLDT, which 
rose P27.50 to P350 led commercial- 
industrials. First Philippine Holdings and 
A. Soriano Corp. were also popular. 
Optimism over the Dockan oil well 
pushed up stocks with stakes in it. 
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The market continued to drift lower on 
weak economic news and worry over the 
political fallout from the death of a 
student activist. Securities shares fell 4.1% 
and autos dropped 3.1%. Daewoo 
Investment & Finance lost 5.6% and 
Lucky Securities fell 3.2%. Volume was 
extremely thin, averaging 8.2m shares a 
day worth Won 194.4b (Us$294.5m). 


The index posted a meagre gain, 
retreating after remarks by Finance 
Ministry officials that the market wae 
overheated, only to rebound late to 
above the 8,500 mark. Trading volutes 
were slightly lower, averaging NT$82.28b 
(US$3.18b) a day. Hualon Textile gained 
NT$7, to NT$65. Pacific Electric Wire ended 
14% higher at NT$117. 


The market touched six-month highs 
encouraged by Wall Street and a weaker 
local currency. Turnover rose to 547.31m 
shares worth A$1.26b (US$984.4m). 
Westpac gained 24 A cents to A$5.70. 
News Corp. jumped A$1.20 to A$13.45, 
and Bond Corp. recovered 17 A cents to 
A$1.26 after selling its half of Hongkong’s 
Bond Centre. 


The market tended to follow overseas 
leads and finished slightly lower. The 
30% stake owned by the failed Equiticorp 
in whiteware manufacturer Fisher and 
Paykel was safely sold to a variety of 
interests. Volume totalled 58.63m sl 
worth NZ$130.4m (US$80.8m). Fletcl 
Challenge fell 4 NZ cents to NZ$4.95. 
Brierley rose 8 NZ cents to NZ$1.67. 


After an initial decline, the BSE index 
closed slightly higher. Investors, initially 
hesitant, returned in a small way after 
lower financing changes were 
established. Tisco moved to trading on a 
delivery-only basis, and lost Rs 30 
(US$1.89) to close at Rs 1,340. ITC gained 
Rs 6 to Rs 103 on announcement of a 1:1 
bonus issue. 


Much better than expected producer 
price figures for Apr. triggered the biggest 
rally for 18 months on 12 May, as 
investors gained confidence that the US 
economy could have a soft landing. 
Volume rose to 871.5m shares. The Dow 
Jones Industrial Average leaped, while 
the Morgan Stanley Capital International 
Index fell. 
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From the right vantage point, your vistas extend 
to even distant markets. Let's look them over together. 


The deeper your insights into a country 
and its economy, the better your prospects 
n international business. Take intelligence 
yn optimum modes of paymentand methods 
yf financing, for instance. To support your 
oreign commitment successfully, your 
yank partner must be able to provide such 
nformation firsthand. 

That's why DG BANK has steadily 
xpanded its international network of 
yranches and subsidiaries in major finan- 
sial centers. In addition, we maintain corre- 
»pondent relations with some 3,000 banks 
vorldwide. As a member of the UNICO 
3anking Group, DG BANK cooperates 


closely with six large West European banks. 

To its international presence, DG BANK 
adds a universal range of services: from 
foreign exchange coverto Euroloans, from 
export financing to bond issues, from 
investment counselling to assistance in 
entering new markets. Whatever your 
needs, our fast-action policy ensures that 
you rapidly get together with the right 
people and lose notime in analyzing allthe 
risks and opportunities. 

Our presence in the Far East: 
DG BANK Hong Kong Branch, Hong Kong; 
DG CAPITAL Company Ltd, Hong Kong; 
DG BANK Singapore Branch, Singapore; 


DG BANK 


DG BANK - GZB (Asia) Ltd, Singapore; 
DG SECURITIES Tokyo Branch of DG BANK, 
Tokyo; DG BANK Tokyo Representative 
Office, Tokyo; European-Asian Trade Ser- 
vice Company Ltd, Tokyo; Rakyat First 
Merchant Bankers Berhad, Kuala Lumpur. 

Further offices in: New York, Los Ange- 
les, Atlanta, Rio de Janeiro, London, 
Luxembourg, Zurich, Geneva, Budapest. 

Head Office: DG BANK Frankfurt, P.O. 
Box 1006 51, D-6000 Frankfurt am Main 1, 
Telephone: (69) 7447-01, Telex: 412 291, 
Telefax: (69) 74 47-1685/1688. 


The broadly based Bank. 
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S34} EDUARD KELLER AG 


We are a well-known Swiss trading organization with major interests in Southeast Asia. For 
our Philippine operations we are looking for a 


President & C.E.O. 


to take over from the incumbent chief executive officer who will retire when the new 
C.E.O. is in place and ready to take over. 


In the Philippines we are engaged in diversified trading and manufacturing activities and 
enjoy an excellent reputation and a growing business. 


The new C.E.O. will be committed to a long term tenure not only to successfully manage 
current profitable operations, but also to further develop and expand the business. He will 
have reporting to him a team of experienced executives and he himself will report directly 
to the parent company in Zurich, 


To be successful with this diversified business, the C.E.O. should bring with him significant 
experience in an general management and/or in senior executive positions of a similar com- 
pany, most preferably in the Far East. He should be between 40 and 50 years of age and 
have a proven record as a leader in business. 


We offer a generous compensation package commensurate with a position of high responsi- 
bility. 


Applicants are invited to submit written offers, giving details of experience and qualifica- 
tions, with curriculum vitae, handwriting specimen and a recent photograph to: 


Edward Keller Ltd., Talstrasse 65, P.O. Box 4822, CH-8022 Zurich. 
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INTERNATIONAL RELATIONS, : 
RESEARCH SCHOOL OF PACIFIC STUDIES, This ae = 
AUSTRALIAN NATIONAL UNIVERSITY reserved for 
Field: Australia’s fore: lici d relati ith ial ref. toi Classified 
PREG: USTAA s TOTEIS eS and FEIR ORS., WI specia PEEP ene PO me " 
ternational political a ice l d Advertisements 


"^| Post: Tenurable; 5 years initially, with possibility after review of reappoint- 
coi menttoretring age. Mainly full-time research, with some graduate administra- 
< 1. tion. Available early 1990. 

] Qualifications: PhD or equivalent in a relevant field, with substantial re- 

























search experience and publications. A demonstrated ability to conduct inde- Reservations 
pendent research and to initiate and lead high level research projects. Experi- should be 
ence in graduate student supervision and teaching an advantage. A statement iex á 

of research interests and possible research proposals will be required. addressed to: 


Further Particulars: Please obtain these before applying from the School 
Secretary, Research School of Pacific Studies (61 62) 49 2678. Closing date: 30 
June 1989, Ret PA 4.5.1. SALARY: Fellow A$35,683-A$47,503 p.a.; Senior 
Fellow A$47,564-A$55,292 p.a. APPLICATIONS should be submitted in du- 
plicate to the Registrar. The Australian National University, GPO Box 4, Can- 
berra, ACT 2601, Australia, quoting reference number and including cur- 
riculum vitae, list of publications and names of at least three referees, The Uni- 
versity reserves the right not to make an appointment or to appoint by invita- 
ton at any time. Further information is available from the Registrar. 
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Far Eastern Economic Review, 
GPO Box 160, Hongkong 
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Rare & 0/P. Also Japan & 
SE Asia. Latest catalogue 
from Oxus Books, 

121 Astonville St, 
London SW18. 


Property 


WEALDEN HOUSE 
FREE RELOCATION SERVICE 
For properties in the U.K. We hows y 
comprehensive portfolio of pn. E 
throughout the U.K, Full proper 
agement services also available. 
Birdbrook, Stonegate, Wadhurst, East 
Sussex, England. TNS7EU 

Tel: 0435 883517, Fax: 0892 515789, 
| Telex: 9312102325 TWG 






















COPYRIGHT 
REPRINTS 


The combined efforts of the Far 
Eastern Economic Review's large 
and highly skilled editorial team 
have made it the premier source of 
information for those who do busi- 
ness, or have an interest, in or with 
Asia. 

As à testimony to the publication's 
editorial qualify, many Review arti- 
cles have, over the years, been re 
printed in newspapers, magazines, 
educational textbooks, newsletters 
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ae The Recognized Authority 
-< Now in its 24th year the CHINA TRADE REPORT 
«which is published monthly by the Review Publishing 
“ompany Limited has long been recognized by lead- 
-...g business executives throughout the world as the 
most authoritative newsletter of its kind. 


CHINA TRADE REPORT Provides A Broad Range 

Of Information 

Covering subjects which range from foreign invest- 
ment to fashion, electronics, telecommunication, 
engineering, contract negotiations and to literally 
dozens of others the CHINA TRADE REPORT is 
- essential reading for anyone doing, or wishing to do, 
E: business with China. 


You! Could Gather It Yourself | 

: robably could get the same information on your 
vn but in order to locate what is contained in each 
. and every 16 fooiscap page issue of CHINA TRADE 
_ REPORT you'd have to read hundreds of publications, 
. Not to mention have your own network of people re- 
. porting from all the important zones in China. 

-< Why not subscribe now and discover for yourself how 
.. the CHINA TRADE REPORT can help eliminate the 
mystery and much of the risk in doing business with 
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* THE UNITED NATIONS CHILDREN'S FUNI 
With headquarters in New York and offices throughout the world, UNICEF is. 
interested in qualified women candidates for the position of: ; 


PROJECT OFFICER, 
WOMEN & RURAL DEVELOPMENT 


LOCATION: New Delhi, india | 
M PURPOSE: To guide and implement UNICEF assistance in the fields of women's Eo 
development and rural development; to regularty analyse situation of women in 
india, social economic and cultural trends affecting women, and overall rural 
development; to monitor policies, programmes, projects and institulions relevant -. - 
to the needs of women and to rural development; to negotiate with government EM 
3 agencies and non-governmental organizations, UNICEF co-operation in these  & - 
& fields; to be responsible for UNICEF programme/project planning and develop- M - 
ment relating to women and rural development. 
QUALIFICATION REQUIREMENTS: Advanced university degree, preferably one 
in social science and one in relevant applied social development field... 
d relating to women's issues, developing countries, or rural 
S development preferable. At least ten years experience in social development 
planning, implementation and monitoring, babe k in developing countries, with: 
focus on women and rural development preferably at communily level. Fluency 
j in English. Knowledge of Hindi or other major Indian language useful. 
N SALARY AND BENEFITS: UNICEF as part of the United Nations common system 
S offers competitive international salaries, benefits and allowances. Emolument 
in the US$48,000 range. 
Please send detailed application in English to: 

Ms. Nuhad Kanawati 


UNICEF 
3 United Nations Plaza, (H-5F) 
New York, N.Y. 10017, U.S.A. 


Closing date for receipt of application: 30 June 4989 
Due to the volume of applications we receive, we will only acknowledge those 
from short-listed candidates who will be SUUR considered for this an 
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For QUALITY r response... 
advertise in this section. 


ou Could Gather It Yourself | 


Small Investment... Handsome Dividends 

Start benefiting immediately from the infoimitori: 
packed CHINA TRADE REPORT by subscribing 
now. A small investment today may pay handsome 
dividends later in saved time, energy and money. 





| Postthis coupon today! 
| Circulation Manager, 
Review Publishing Company Limited, 
G. P. O. Box 160, Hong Kong. qo 
| Please enter my one year subscription (12 issues) for the . | 
| CHINA TRADE REPORT. ! enclose a cheque/money order 
| of made out to the Review Publishing Company 
Limited. Or, please charge my credit card (tick one): 
| American Express C] Diners Club C] 
| MasterCard (1) Visa [1 
| (Please print in block letters) 
| 
| 








Card No.: 
Exp. Date: 
Signature: 





Name: 
Address: 


Annual subscription rates: HK$2,730/US$350 


Sent airmail anywhere inthe world. —— ROS25CTRAM 











Quick learner to head ADB 


Those who thought the departing president 
of the Asian Development Bank (ADB), 
Masao Fujioka, a trifle abrasive will find the 
man tipped to succeed him a refreshing 
change. Kimimasa Tarumizu, 59, is a charm- 
ingly modest and unassuming man who 
"c" worked his way up 

the Japanese Finance 
Ministry — as did 
Fujioka — before retir- 
ing as director-general 
of the Customs and 
Tariff Bureau in 1984. 
Since then, he has 
been an executive di- 
rector of the Japan De- 
velopment Bank and, 
from the end of De- 
cember 1987, vice-chairman of the Invest- 
ment Trust Association, which represents a 
154 trillion (US$402 billion) industry. 

Tarumizu comes to the job with an open 
mind and will want to listen to as many 
opinions as possible. This will please the 
Americans who have often butted heads 
with Fujioka and who have already given 
his designated successor their approval. 

Tarumizu is a quick learner, as evidenced 
by the recent publication of a 250-page book 
he has written on investment trusts — after 
only a year in the industry. He has worked 
in London, New York and Washington but 
not in Asia outside Japan. In Tokyo, he dealt 
with economic development issues when 
Japan first joined the aid-donors club in the 
early 1960s and, later, with international 
trade talks and discussions on preferential 
tariffs. 

He has a wife and two children and en- 
joys gardening in his spare time. 





Well-suited to the task 


Two children of former Philippine president 
Diosdado Macapagal are now occupying 
key posts in President Corazon Aquino's 
government. Aquino on 3 May appointed 
Gloria Macapagal-Arroyo, 42, trade and in- 
dustry undersecretary in charge of the de- 
partment's policy and planning group as 
well as governor of the Board of Invest- 
ments. Arroyo joins her brother Diosdado 
Macapagal Jr, 37, currently finance under- 
secretary in charge of the government's 
privatisation programme. 

The dimunitive Arroyo, an academic 
with a doctorate in economics, will remain 
executive director of the Garments and Tex- 
tile Export Board. Her distinctive, piercing 
| voice and no-nonsense style are in contrast 
with the mild-mannered ways of Trade and 
Industry Department Secretary Jose Con- 
cepcion and most of his officials. Wearing 
her textile board hat, she successfully 
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cracked down on smuggling by garment 
manufacturers and once faced a strong 
lobby against her when she suddenly or- 
dered platoons of auditors to swoop on gar- 
ment manufacturers to check their books. 

Her father was defeated by Ferdinand 
Marcos in the 1965 elections. 


A sharp move to the front 


In the drama surrounding the downfall of 
Australian opposition Liberal Party leader 
John Howard on 9 May, the simultaneous 
coup in the junior opposition partner, the 
National Party, was almost overlooked. But 
the defeat of long-serving Ian Sinclair as 
leader by Charles Blunt, 38, only five years 
in parliament, was even more startling. 
Blunt, an economist and professional ac- 
countant, with a cool and reserved manner, 
has made his ambition clear, lamenting only 
a few months ago that the opportunity for a 
leadership challenge seemed a long way off. 
Sinclair, despite his reputation for lack of po- 





litical drive and a slightly lurid private life, 
had then seemed an immovable object. 

But Blunt's ambition has been spurred by 
the steady rise in the party of an even 
younger potential leader — by strange 
chance named John Sharp. While Blunt suf- 
fers in the rural-based party from a city- 
slicker appearance and manner, Sharp is 
more the traditional tweed-jacketed coun- 
tryman. But when Blunt was tipped by Lib- 
eral plotters of the planned anti-Howard 
coup and told the time would never be bet- 
ter for a double change of leaders in the 
opposition coalition, Blunt proved sharp 
enough. 


Lawyer returns to practice 


President of the Thai parliament and senate 
speaker Ukrit Mongkolnavin, 55, can now 
take a break from politics after five years and 
return to legal counselling. He was not reap- 
pointed last month to the upper house. This 
is hardly surprising: his criticism of some 
contentious political issues did not win him 
many friends among Prime Minister 
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Chatichai Choonhavan's aides. Moreover, 
he was also identified with the previous 
leadership of Prem Tinsulanond. 

But there is no regret on his part, for he 
can concentrate on the law office he founded 
in 1970 whose solid reputation now 
surpasses that of the numerous Thai and ex- 
patriate firms in Bangkok. 

Ukrit's upwardly mobile career has span- 
ned academia, business and politics. He 
started out as an instructor at the 
Chulalongkorn University in 1966 after ob- 
taining a doctorate degree in law from Paris 
University and gradually rose to become 
professor of law in 1978. His political for- 
tunes reached a high point in April 1984 
when he became parliamentary president, 
putting him on the same constitutional level 
as the prime minister and Supreme C t 
president. 


Messianic leader spells trouble 
Altaf Hussain, 37, is causing Pakistan Prime 
Minister Benazir Bhutto a lot of trouble 
in her home province of Sindh. He is the 
leader of the Muhajir Quami Movement 
(MOM), which draws its support from the 
Urdu-speaking migrants from India who 
predominate in Hyderabad and Karachi. 
The government alliance in Sindh between 
Bhutto's Pakistan People's Party and the 
MOM, formed after last November's elec- 
tions, has now disintegrated with more than 
70 people killed in ethnic violence between 
Muhajirs and Sindhis in the past five weeks. 

. Hussain himself has not stood in elec- 
tions but his word was enough to ensure his 
nominees landslide victories in the 1988 na- 
tional elections, in which the MOM won 14 
national assembly seats and 26 seats in the 
Sindh provincial assembly. 

He entered politics at Karachi Univ 
in 1978 when he formed the All-Pakistan 
Muhajir Students Organisation (APMSO). 
Student leaders who joined him are now 
prominent in the 
MOM, which he 
formed in 1983, and 
the APMSO plays a 
major part in the vio- 
lent student politics of 
Karachi. 

A young, mes- 
sianic figure and a 
spell-binding orator, 
Hussain's charismatic 
personality has mes- 
merised Karachi. Other MOM leaders in his 
highly disciplined party do not speak to the 
press without his permission. His followers 
bow when he walks by and nobody speaks 
in his presence without prior encourage- 
ment. He lives in Karachi in a house ringed 
by Kalashnikov-toting guards. LI 
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^Unlike me, my Rolex never needs a rest. 


Wherever his travels may take 
him, Placido Domingo takes a 
series of green bound books. Into 
these he writes his engagements 
three years ahead; such are the 
demands of the major Opera 
Houses of the world on the man 
acclaimed as possibly the greatest 
living tenor. 

Placido Domingo has commit- 
ted some eighty different operatic 
roles to memory. He believes this 
daunting repertoire is necessary to 
attract the widest possible audi- 
ence. For this is his ambition: to 
help more people, all over the 
world, enjoy and appreciate the 
music he loves. 

In recent years, Domingo has 
presented a live video perform- 
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ance of ‘La Boheme’ to an audi- 
ence outside Covent Garden. He 
provoked a rapturous ovation in 
China (until then, Chinese audi- 
ences seldom even applauded). 
And a legendary curtain call in 
Barcelona lasted one hour and 
fifty minutes. “It would have been 
easier" Placido has said, “to sing 
the opera all over again. 

Over and above this punish- 
ing schedule, Placido has sung 
many benefits, has been appointed 
President of the European Youth 
Opera, has appeared in films and 
videos, and has renewed his 
interest in conducting. 
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As a student at the Mexico 
City Conservatoire, this was his 
main study. Now Domingo can 
bring all the experience of his 
singing career to bear on his con- 
ducting. "The operatic conductor 
is like a Roman charioteer, he 
says. “He has a hundred horses 
on stage and a hundred horses in 
the pit. And he has to control 
them all” 

To keep up with these ever- 
increasing demands on his time 
Placido Domingo, the Ambassador 
of Opera, relies on his Rolex. Tig 
watch is perfect for me, he says 
"because, unlike me, it never needs 
a rest. You could say its 
one of my favourite W 
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Bank of America NT&SA € 


Underlying Strength. 


The Golden Cate Bridge, 
photographed by Alan Ross. 


Amidst the shifting currents of today s financié 


markets, Bank of America stands on a solid 
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foundation of experience. It enables us to look at opportunities that may not be clear to others. And 


your goals with a long-range perspective. To see to deliver the support you need to seize them. 
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The world of warmt 
and friendliness 


Step aboard our world of Travel in luxurious Executive 

warmth and friendliness. Class or home-like Economy 
Class in oriental hospitality. 
Enjoy the in-flight movies, 
select music and delicious 
On time arrivals and departures continental and exotic oriental 

with convenient onward Cuisine. 
connections. Served with a smile. 
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Chartered Bar 


Scimitar Guaranteed Fund Ltd isa new guaranteed investment product. The Fund. 
combines the potential for significant capital growth by investment in the futures - 
markets, with the security of a “money-back” guarantee provided by Standard | 
Chartered Bank. ! 


€ — Excellent prospects of capital growth - a potential return of Over e 25 % p per p ET 
annum based on pro forma analysis of past performance*. 2 


e — Managedinvestment in the high performance futures markets where: profits 
can be made in both rising and falling markets. 





® Four highly successful futures management companies have been computer 
selected to manage the trading portfolio. 


® Cargill Investor Services Inc, the international futures broker, will actas. 
clearing broker. o E 
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SCIMITAR GUARANTEED FUND 
a balance of capital security & potential high returns 





ALL THIS PLUS THE GUARANTEED RETURN OF 
INITIAL CAPITAL BY STANDARD CHARTERED BANK 
IMPORTANT The Scimitar Guaranteed Fund is on offer from 10th May unti 


30th June 1989. Money received before the closing date will accrue interest. 
For a copy of the Prospectus and further information please contact: 


Scimitar (Bermuda) Ltd. - London Portfolio Services ple- | 


: -Rosebank Centre, : DC 101 Neptune House, . 
PO Box HM1540 a Marima Bay, . 


14 Bermudiana Road, a Gibraltar. — 
Hamilton HM08, Bermuda US Tel: (350) 79120 
Tel: (809) 299 3882 . 23 Fax No: (350) 78428. 
Fax No: d 295 6759 | | 
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technology 


IS how 


within easy 





reach. 


If you expect your computers to do a lot more 


tomorrow than they do today, you probably 
already know that 386 technology is the 


way to go. And if you've been planning for 


effective networking, graphical environments, 
OS/2™and powerful new software applications, 


you probably also realize that IBM Micro 
Channel" technology is the right investment 


for today. 


Now there's the new IBM Personal 
System/2" Model 55 SX. It combines 
Intel’s advanced 32-bit processor, the 80386 
SX, with IBM's Micro Channel architecture 
and built-in VGA graphics. Yet it costs 
about what you’d expect to pay for many 
286 machines. With the Model 55 SX, you 
get 80386 capabilities like high-speed 
calculation, built-in support for multi- 
tasking and improved memory management. 
And you also get Micro Channel technology 


— to make the most of these advances. 


What does it mean for you? It means you 
can now invest in tomorrow’s opportunities, 


without sacrificing today’s budget considerations. 


It also means that if the cost was a problem, 
it’s no longer a problem. 


Personal System/2, OS/2 and Micro Channel are trademarks of IBM Corp 


We'rein the results business 


Wa be happy to send 


you more information 
about the new IBM PS/2 
Model 55 SX. Tear off 


this panel, clip your 


business card and send 
it to: 


IBM World Trade Asia Corporation 
Advertising/Promotion Centre 
Level 32, One Pacific Place 

88 Queensway 

Hong Kong 


We'll do the rest. 
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LETTERS TO THE EDITOR 








E Aerei it possible, I would visit Teo Soh Lung 
Singapore again this summer, go out to 
mer with her and to talk, as friends do, 
about food, families, mutual acquaintances, 
work, Japan, Singapore, politics, ideals, etc. 

— . Ofcourse, we cannot meet because she is 
in solitary confinement on the orders of Lee 
<: Kuan Yew. She was first jailed in 1987, and I 


ces fear she will be there a long time. She is not 


... there because she did anything wrong. She 


3 is there because she is not going to say she 
did something that she did not do. She is 


. small, but she is incredibly brave. 

- | wonder if many Singaporeans (who, of 
course, are not able to read this because of 
the restrictions placed on the REVIEW) know 
or remember what a remarkable woman she 
ie Teo is a lawyer, thoroughly respected by 

“colleagues and scrupulously careful 
about obeying the law. Because of her com- 
passion and commitment to justice, she pro- 
. vided legal services to the underprivileged. 
She has been imprisoned without charges 
and without trial, at the whim of the Internal 


Security Department. To keep her there, 


_. and to deny her recourse even to a Queen's 
Counsel, the government has amended the 


constitution and barred her counsel from 


ue practising in Singapore. 
_ All Singaporeans should reflect for just 
a moment that what is happening to her 
... could happen to anyone in Singapore. 
— As for Lee, any glory he might have 
... reaped from economic developments in Sin- 
.gapore is tarnished by his vindictive treat- 
. ment of Teo. The great accomplishments are 
_ Singapore's not Lee's. 

: May Teo be well, peaceful, and happy! 
‘May she soon be free. May Lee grant de- 
.  mency, thus acting in not only her best in- 


ONE. ts but also his own! 


dy Japan VISAKHA KAWASAKI 
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- Democracy and minorities 
. The article Low-profile pioneers [THE 5TH 
. COLUMN, 23 Mar.] by Wilson Lee Flores was 
positive in its assessment of the Filipino- 
Chinese community. Their support for demo- 
cracy with their investments is conspicuous. 
I come from a fourth generation Indone- 
sian-Chinese family which fled Indonesia 
during the 1960s' anti-Chinese violence, 
went to China, then fled the Cultural Revo- 
. lution and settled in Hongkong 
| There are estimated to be about 120,000 
" Indonesian-Chinese in Hongkong who 
shared our fate. The Indonesian-Chinese 
left behind in Indonesia face cultural repres- 
Sion and a precarious future. 1 admire the 
. courage of the Filipino-Chinese entrepre- 
. neurs, and applaud their happy state under 
the more liberal conditions of the Philip- 
pue The bottomline for the well-being and 
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security of minorities is true democracy, 
such as is now the case in the Philippines. 
Hongkong JAMES GO YEK HUI 


WOMAN RUT nan unnan yen aii fer A Ph in AAAA AAA AAA HI AA NS PEASE E AS E A AA AAAA AAAA me 


Nationalism within the ‘fortress’ 

Your magnificent cover illustration Foothold 
in the fortress [18 May] effectively highlights 
the stampede to Europe of Asian producers 
of consumer goods, who fear losing their 
markets to moat-encircled rivals after 1992. 

All European speakers to whom I have 
listened are vehemently opposed to 
isolationist sentiments. But I have doubts. 
Nationalistic movements can be highly ef- 
fective in steering public sentiment against 
successful foreign imports. 

The present era of liberal trade policies 
and access to the EC for popular-priced im- 
ports will change with any return to 
nationalistic feelings. 
Hongkong RUDOLF VOLL 
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Too gentle on Malaysia 
It is my opinion that your magazine de- 
served the banning order imposed by the 
Singapore Government. The reason is the 
double standards practised by your editorial 
department. You impose high ethical 
human-rights standards and principles in all 
your coverage of Singapore. For example, 
there were regular satirical cartoons about 
Singapore developments. It is quite right to 
do so, and you have my support as a reader. 

But you seem to have given up these 
standards and principles where your cover- 
age of Malaysia is concerned. You bend over 
backwards to flatter and to avoid critical re- 
ports. Sometimes your articles lack depth of 
coverage when compared to those on other 
countries. Your reporting seems to be heav- 
ily weighted towards Japan, Indonesia and 
Thailand. 

When was the last time you published a 
cartoon about Malaysia's scandals? 
Kuala Lumpur 'HEETACHEE' 





independence is Tibet's destiny 

Tibetan independence from Peking is the 
only solution to the continuing problem of 
merciless repression by the communist 
Chinese. I suggest C. L. Huang [LETTERS, 20 
Apr.] seek better analogies than Califor- 


want to remain so. Tibetans have been fully 
independent in language, religion, culture, 
and civilisation for the past 5,000 years. This 
is also true for the people of Sinkiang, Inner 
Mongolia, and provinces of former Man- 
churia. They all deserve their indepen- 
dence. Sooner or later they will get it: that is 
their destiny. 
Denver BALA R. 
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Politicians who take liberties X 
If a single Hongkong politician was able 
display an ounce of compassion for the Vie 
namese refugees, we could trust their politi- 
cal motives. The principal subjects of public _ 
concern in the territory are the Vietnamese - 
refugees and the right of abode i in Britai P 
May]. They are closely related, because 1 
are both concerned with the a olicatio 
human rights to human beings. E ow 
we deny human rights on the bas 












basis: ofa pe P. 
son's origin or because he or she is not nn 
wanted in Britain or Hongkong? It seems _ 
the erosion of people's rights is being per- 
petuated by politicians in Hongkong and 
Britain. S 

Under the existence of a first-asylum pos. 
licy, people who escape from a communist _ 
country are entitled to certain rights. They — 
are entitled to a nationality (in this case 
British). Under British law, no person E 
should be detained without trial indefi- 
nitely. No child should be confined in deten- 
tion, but should receive a proper education. - 
Like it or not, the British authorities are re- 
sponsible for the refugees and they are ne- 
glecting this responsibility and treating - 
human beings and their children in the most _ 
disgraceful manner, : 

Britain could actually be creating another 
refugee situation of similar magnitude (or - 
greater) by denying the Hongkong people : 
an alternative place of abode than the com- - 
munist territory to which Britain has com- : 
mitted them. Is that any different than come 
mitting the Vietnamese back to a communist _ 
regime (in their homeland) by forced repatri- : 
ation? D 

It is entirely hypocritical of Hongkong : 
politicians to appear now to support the 
right of abode for Hongkong British subjects 
(to which they are fully entitled) while 
showing a total lack of compassion for the - 
Vietnamese refugees. n 

Now, there may be some political gains _ 
to be made from supporting the right of- 
abode issue in the eyes of Hongkong if it - 
comes to a proper election for the chief - 
executive. There is a time limit for our p politi- = 
cians to benefit from British appointment 
and privilege. 

If it comes to categories of recipients for . 
right of abode in Britain (such as civil ser- 
vants, war widows), may our politicians be 








one the last (not first) consideration, for they are 
nians, who are an integral part of the USand ~ ! 





(many of them while already holding their. 
full British passports). - 
Hongkong people should not be under- — 
estimated. The only way they can show their 
dissatisfaction is by emigrating. That will be 
Hongkong's loss. If we have learned any- 
thing from the refugees, it is that we do not 
want to be treated like them! | 
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Military’s reluctance undercuts leadership’s hardline stance 


The people’s republic 





By Robert Delfs in Peking 
he tumultuous events of the past 
week have changed the face of 
Chinese politics forever. The spon- 
taneous courage of the men and 

women of Peking — some even willing to 
place their bodies in front of troop carriers — 
has electrified the world. Their defiance 
of armed troops in defence of a student-in- 
itiated mass movement for democratic re- 
forms now poses a critical long-term chal- 
lenge to the authority of the Chinese Gov- 
ernment and the communist party. 

It now seems clear that Premier Li Peng 
will be forced to resign. Li's political position 
eroded quickly after what amounted 
to a popular insurrection in Peking 
rendered his declaration of martial 
law null and void. With the exception 
of Yang Shangkun, president and 
permanent vice-chairman of the Cen- 
tral Military Commission (CMC), and 
Peking municipal party secretary Li 
Ximing, virtually no top leaders have 
endorsed Li's disastrous decision to 
bring troops into Peking to suppress 
the student movement, and many 
have clearly opposed it. 

Although Li Peng may have been 
merely acting on the instructions of 
senior leader Deng Xiaoping, he has 
become the obvious scapegoat for 
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what has now become a devastating political 
defeat. 

A Xinhua newsagency item in the early 
hours of 24 May seemed to confirm that Li 
would be forced to give up his post and that 
party General Secretary Zhao Ziyang had 
weathered the crisis. The report said that 
Thai Prime Minister Chatichai Choonhavan 
“will invite Zhao Ziyang, General Secretary 





of the Chinese Communist Party” to \ 
Thailand after the situation in Peking 
fully returned to normal. 

Only two days earlier, Zhao was wic 
believed to have been removed from 
posts and placed under house arrest. Rec 
unconfirmed reports say that he had 
tended an emergency session of the pi 
politburo that began on 22 May in Pekin; 

The Xinhua report also referred to the 
king student movement, which Li Peng | 
condemned as an anarchic disturbanc 
“the month-long students’ patriotic _ 
democracy campaign.” Another Xin! 
item on 23 May said that a million peo 
had participated in “the largest demons 
tions in Peking since the declarat 
of martial law” and that the “ov 
whelming majority of slogans 
parade were directed against 
chief leader of the State Council 
Peng]." But by mid-day on 24 ^ 
there was no other indication in 
Chinese media that the intense str 
gle within the leadership had b 
resolved. 

Deng may have launched a | 
or-death attack on Zhao, calling } 
a counter-revolutionary traitor to ! 
party, according to sources close 
high-ranking allies of Zhao within 
party. Deng also reportedly accus 
Zhao of instigating and supporti 





EDITORIAL 


Say goodbye, Mr Deng 


It takes much to provoke the Chinese into the mass action of re- 
cent days. China’s past has required submission from its people, 
who have learned to bend like bamboo before prevailing winds 
of dynasties, warlordism, and communist party ideology. Even 
now the protests seem prompted by sorrow not anger, by disillu- 
sion not demagoguery, by hope not hate. The demonstrators 
perceive that the party is bereft of moral mandate, its leaders 
motivated more by power (and sometimes greed) than by na- 
tional interest. Behind the slogans calling for liberty and demo- 
cracy is not so much a political platform but a desire for consulta- 
tion, for the "people's government" to treat the people with a lit- 
tle more respect. After 40 years of lectures, the people want to be 
allowed to talk back. 

Since 1949 the party has demanded much from the people — 
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self-sacrifice, loyalty, commitment. They responded by showit e 
at least initially, a capacity for communal enterprise and idealistic 
endeavour equal to that demonstrated by the French nation in 
1789. This magnificent historical opportunity was wasted by Mao 
Zedong, much as those that led the French revolution allowed 
the ideals of the commune to dissipate into brutality and dictator- 
ship. The Chinese people served — and suffered — Mao's 
socialist experiments and the ideological and personal power 
struggles which erupted under him. They observed the 100 
Flowers campaign, when the best and brightest were encour- 
aged to express themselves — and then cut down for doing so. 
They endured the disaster of the Great Leap Forward. 

Even so, China's young people had energy and enthusiasm 
enough to respond to Mao's last doomed exercise in destruction, 
the Cultural Revolution, thinking that they were sweeping away 
China's past of feudalism and humiliation. They found, as the 
army was called in fo restore some order, they had instead 
been serving the political ambitions of an old man, determined 
to sacrifice his party and the country to hold onto power. 

The recent history of many countries, not a few in East Asia, 
can be written in terms of old men who hang on to power long 
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anti-party elements within the People's Lib- 
eration Army (PLA) in an attempt to seize 
power for himself, suggesting that different 
elements of the military have aligned them- 
selves on both sides of the struggle. There 
were also reports of new troop movements, 
bringing forces from the Shenyang Military 
Region to Peking. These forces are the sec- 
ond most powerful in China after the Peking 
military region and the most likely to sup- 
port Deng in an internal crisis. 

Besides Li Peng and Yang , Deng could 
also rely on the firm support within the 
politburo of standing committee member 
Yao Yilin, Li Ximing and probably also Jiang 
Zemin and Li Ruihuan. He would also be 
backed by key veteran military and party 
leaders including Wang Zhen, Bo Yibo, and 
perhaps Li Xiannian, and deputy secretary- 
general of the CMC Hong Xuezhi. 

Zhao's probable supporters within the 
politburo include Wan Li, Vice-Premier Tian 
^ jn, and probably Commissioner of Edu- 

on Li Tieying, plus other high-ranking 
leaders in the party and state bureaucracy, 
the most important of whom might be For- 
eign Minister Qian Qichen. Zhao is also 
likely to get support from several important 
provincial party chiefs. 


he rest of the politburo — standing 
committee members Qiao Shi and 
Hu Qili, former foreign minister 
Wu Xueqian, Minister of Defence 
Qin Jiwei, Sichuan party chief Yang Rudai 
and former planning chief Song Ping — 
would normally be Deng supporters but 
could become swing voters in an ultimate 
crisis. Unconfirmed reports suggest Hu has 
swung to Zhao, which might give Qiao the 
deciding role in the standing committee — 
and the most to gain from the realignment of 


power. 
In the end, this may only be resolved by 


the military, with most senior political com- 
missars likely to follow the lead of Yang 
Shangkun in support of Deng. But the ulti- 
mate loyalty of the officer corps — if the 
issue becomes a life-or-death struggle be- 
tween Deng and Zhao — remains unclear. 
Wan Li, chairman of the Standing Com- 
mittee of the National People's Congress 
(NPC), cut short his visit to North America on 
23 May (according to Washington officials 
after changing his mind four times the pre- 
vious evening while in contact with Peking). 
It is likely that an emergency NPC session 
will be convened on Wan’s return to accept 
Li Peng's resignation, retract the martial law 
order and select a new premier. Wan was 
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the only Chinese leader outside the country 
during the height of the crisis. In Toronto on 
21 May he called for "protecting the patriotic 
enthusiasm of the young people" and later 
showed sympathy for the students in talks 
with US President George Bush. 

But the most important task for Wan Li 
— a close ally of Zhao who is also trusted by 


Zhao addresses the hunger strikers: hidden support. 


Deng — may be to help break a deadlock at 
the top level of leadership and find a face- 
saving way for Deng to back down from the 
extreme attacks he is reported to have made 
against Zhao. 

Tian Jiyun, Qiao Shi and Li Tieying are 
among the probable front-runners to replace 
Li Peng as premier. Qiao Shi chaired the 
meeting at which Li and Yang announced 
the crackdown, but on the other hand, he 
has not otherwise openly endorsed the deci- 
sion, and may have played an important 
role behind the scenes in support of Zhao. 

The selection will undoubtedly reflect 
new shifts of power at the highest levels of 
the leadership and also specific behaviour of 





individual candidates during the turbulent 
struggle of the past few days, details of 
which still remain unknown. The new pre- 
mier could be even be a relatively unknown 
provincial or ministerial official. 

An uneasy calm returned to Peking on 23 
May after four nights of confrontation in 
which hundreds of thousands of Peking re- 
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fter their historical moment is over. Mao lived far too long for 
China's good. Likewise in Deng Xiaoping can be seen the intoler- 
ance and arrogance of aged leaders. 

Criticism now of Deng's dangerous unwillingness to admit 
dissent does not yet detract from his many achievements. He 
freed China from the Maoist yoke, set the economy on a path 
which gives China some hope of eventually catching up with its 
East Asian neighbours, including compatriot Chinese, opened 
China to the more modern world outside, and gave the people 
some experience of economic freedom and hence a taste for poli- 
tical freedom. | 

But even if Deng could discard the Marxist and Maoist eco- 
nomic dogmas, he was either too old or too locked into the 
party's hierarchical and élitist system and its bureaucratic struc- 
ture to venture political change. That would undercut the domin- 
ant role of the party and threaten his hold on power as well as 
those he has brought up (and cast down, such as Hu Yaobang 
and, maybe, Zhao Ziyang). If Mao's China was the enactment of 
Orwell's fable of communism, Animal Farm, Deng’s China has 
become a reminder of The New Class, the classic text of communist 
reality, its combination of privilege and cynicism, by former 
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Yugoslav communist leader Milovan Djilas. 

With Mao now dead 13 years and Dengist opportunism no 
longer refreshing, a new reservoir of idealistic youth has formed 
in China. Its frustration with party factionalism, with the inef- 
ficiencies of the bureaucracy, and with the corruption in the top 
ranks of both have boiled over. Their demonstrations have been 
remarkable for their non-violence and their patriotism and so 
struck a chord with the people at large. The youthful de- 
monstrators may have little idea of how far China has come 
under Deng since the dark days of Maoism. But the mass of the 
population supporting the students have a longer view. They are 
not rejecting everything that has gone before, nor even current 
policies but insisting that modernisation must continue, that the 
Chinese people have at least as much right to open discussion 
and political participation as those in the Soviet Union, not to 
mention non-communist societies in Asia. 

The Deng/Li Peng reaction in calling on the troops is evidence 
enough that they have been left behind by history. Equally, that 
their orders have been queried is evidence of the progress China 
has achieved since the death of Mao. So thank you, Mr Deng, for 
your past contribution. Say goodbye graciously. w 
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sidents gathered around makeshift bar- 
ricades of buses and trucks for four nights 
running to block PLA troops from entering 
the city. The troops withdrew from their 
roadside encampments in the suburbs to 
nearby bases in the early hours, following 
clear signals the day before that the military 
was unwilling to use lethal force against un- 
armed Chinese civilians. 

Massive demonstrations sympathising 
with the Peking students took place in major 
cities across China, from Shenyang in the 
northeast to Kunming in the southwest. 
Aside from Peking, the only other use of the 
army was reported in Wuhan, where stu- 
dents had briefly blocked rail and road 
bridges across the Yangtse River. The al- 
most certain prospect of new upheavals not 
only in Peking but in other major cities — 
and continuing uncertainties about the loy- 
alty of PLA officers and men — may prove 
the most important factor restraining the 
leadership from acceding to Deng's reported 
demand that Zhao be purged as a counter- 
revolutionary traitor. There are reports that 
Guangdong and Nanjing military regions 
have declined to send forces to Peking, 
claiming they fear troops may be needed to 
deal with local disturbances. 

The crisis has effected deep and perhaps 
permanent divisions and defections in every 
political institution of Chinese society, in- 
cluding the highest levels of state and party 
leadership. But it was military leaders, who 
saw it would be impossible to suppress the 
uprising without serious bloodshed, who 
eventually played the key role in defusing 
the dangerous confrontation of 20-21 May. 

What remains unclear at this time is the 
extent to which Deng will be forced to accept 
responsibility for the disastrous mistakes 
which led to open, mass insurrection in Pe- 
king, and may have even brought China to 
the brink of civil war. 

One possible scenario is a full restoration 
of Zhao with Deng effectively removed from 
any position of real influence or authority. 
Although the spectre of imminent blood- 
shed in the streets of Peking appears 
to have passed, the political crisis is by no 
means over; Zhao is the only political leader 
who can credibly undertake to solve it. He 
may now be in a position to demand the au- 
thority to pursue a thorough-going person- 
nel shake-up and endorsement of his pro- 
gramme for radical political reforms. 

Alternately, some analysts believe that 
Deng may still have enough loyal support- 
ers in the party and military leadership to 
block Zhao's political programme and im- 
pede his assumption of full political author- 
ity. Their course would be to use Li as a 
scapegoat to shield Deng. This scenario 
would imply an extended political stalemate 
within the leadership, probably accom- 
panied by continuing unrest. 

In such an extreme situation as this, nor- 
mal loyalties and veneration for the su- 
preme leader may no longer hold. But it is 
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impossible to over estimate the centrality of 
Deng's leadership role throughout the en- 
tire post-Mao era, the scale of his immense 
contributions to China's post-Cultural Revo- 
lution recovery, or the extent to which many 
key leaders feel personally indebted to 
Deng, notably including Zhao himself. 

All this will make dealing with the ques- 
tion of Deng's culpability and fitness to rule 
a traumatic and possibly protracted process 
for the leadership. It is also possible that the 
results of any critical assessment of Deng's 
leadership at this time may be masked for 
some time, perhaps even until after his 
death. 

The turning point came with a proclama- 
tion by military authorities to Peking citizens 
on 21 May which declared that the PLA was 
the "people's own army" and acknow- 
ledged that forces had encountered obsta- 
cles in attempting to enforce the martial law 
decree. It expressed sympathy with “patrio- 
tic students" and "support for the people's 
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Student demonstrator: turning point. 


demands to punish ‘official speculation,’ 
fight against corruption and promote a 
socialist democratic and legal system.” 

This was the first clear indication that the 
PLA would not use lethal force against un- 
armed civilians and a signal that the PLA was 
distancing itself from the confrontational 
politics of Li Peng. 

It would appear that while the top mili- 
tary political commissars were initially will- 
ing to follow Yang Shangkun’s orders, mili- 
tary commanders ultimately refused to sup- 
press what they quickly realised was essen- 
tially a mass uprising linked to an internal 
party power struggle. 

The proclamation was quickly followed 
by reports that marshals Nie Rongzhen and 
Xu Xianggian had received delegations of 
Science and Technology University stu- 
dents and had denied to them rumours that 
Li Peng had declared the student movement 
a rebellion and ordered it suppressed even 
at the cost of bloodshed. 
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Copies of a letter from seven senior re- 
tired military figures addressed to martial 
law authorities and the CMC which circu 
lated in Peking the following day, was a 
startling revelation how deep the divisions 
within the leadership had become. 

“The People’s Army belongs to the 
people,” the letter said. “It cannot stand ir 
opposition to the people, much less oppress 
the people, and it absolutely cannot open 
fire on the people or create a blood-shedding 
incident. In order to prevent further worsen- 
ing of the situation, troops should not ente» 
the city.” 

The list of authors, believed to be authen: 
tic, included former commander of the PLA 
Navy Ye Fei, former minister of defence 
Zhang Aiping, former vice-minister of De- 
fence Xiao Ke, former chief of the PLA Gen- 
eral Staff and deputy secretary-general of 
the CMC Yang Dezhi, and Song Shilun, a de- 
corated commander of the East Front in the 
Korean War and former president of the ^ : 
Academy of Military Sciences — the last 
members of the standing committee of the 
party's Central Advisory Commission. (The 
other two are: Chen Zaidao, a former com- 
mander of the PLA Railway Corps who or- 
ganised the suppression of Red Guards in 
Wuhan during the Cultural Revolution, and 
Li Jukui, former political commissar of the 
PLA Logistics Department and adviser to the 
CMC.) 

Objectively, there is little doubt that 
Deng was ultimately responsible for a series 
of crucial errors of judgment which led to 
the current debacle, each time deepening 
the crisis by another order of magnitude. 


harsh and vindictive editorial 
which appeared in the People's 
Daily on 26 April, believed to have 
been written at Deng's instruc- 
tions, called the student movement for 
democracy which came into being after the 
death of Hu Yaobang a "disturbance" 1 
“a planned conspiracy" opposed tc > 
party and the socialist system. Far from de- 
terring a demonstration the following day, 
the editorial served only to unite Peking stu- 
dents, turning their protest into a true mass 
movement, which later grew sufficient in 
strength even to disrupt the Sino-Soviet 
summit from 15-18 May. 

The critical mistake, however, was 
Deng’s decision to use PLA troops to sup- 
press the demonstrations and impose mar- 
tial law. This misjudged (fatally) not only the 
political climate in Peking but also the nature 
and loyalty of the human resources at his 
command to carry it out. 

Li Peng, announcing the crackdown on 
the evening of 19 May, condemned the 
hunger-strike and demonstrations in 
Tiananmen Square, calling on the party to 
take action to “oppose the turmoil and ex- 
pose the political conspiracy of handful of 
people . . . who incited turmoil.” The pre- 
sence of Yang Shangkun, who announced 





1 JUNE 1989 





‘that PLA troops had been deployed to Pe- 
king, left no doubt that Deng was behind 
*tts decision. 

«Moreover, the absence of Zhao Ziyang 


: from the podium — alone among the mem- 
bers of the politburo standing committee — 
-confirmed that he was not a party to the de- 
sion and suggested that he had been dis- 
-missed or forced to resign from his post as 
ty leader, or even that he might even be 
-charged as a key figure in what Li alleged to 
be a political conspiracy. 
::; Evidence of a split within the leadership 
-over how to handle the student and public 
-protests had been increasingly evident after 
-the resurgence of student demonstrations in 
the form of a hunger strike at Tiananmen 
Square on 13 May. This mirrored a swift up- 
surge of sympathy and support for the 
movement from the public as a whole and 
even: within the key propaganda and sec- 
urity organs. 
‘Chinese journalists, including reporters 
a the People's Daily and other official 
party organs, organised their own protest 
on 16 May. Official print and broadcast 
media began to report the demonstrations 
factually and prominently, which in turn 
stimulated a further swelling of popular 
: BUBpor. 
By 16-17 May, the size of the demonstra- 
.tions had grown to more than 1 million 
people. Organised groups of workers 
. openly participated for the first time in a pro- 
cession of trucks and buses decked with 
-flags and banners — and in some cases 
-crude portraits of Mao Zedong and Zhou 
Enlai — that stretched from one end of the 
city to the other. Civil servants, police, and 
even members of the capital’s élite security 
organs openly joined the demonstrations. 
The presence of organised groups of 
cadres and workers in the demonstrations 
and the sudden appearance of large num- 
bers of banners calling for the overthrow of 
| z Xiaoping and Li Peng must have been 
^i — ulfilment of Deng's darkest dreams — 
though in fact the worst was yet to come. It 
was at this point that a decision was reached 
to move the 27th Army from Shanxi and 
other military units to the capital and bring 
to an end Zhao's efforts to convince the 
party leadership to effect a compromise with 
the students' demands. 
Zhao's final and most radical proposal 
was put forward at a meeting of the polit- 
-buro standing committee on 16 May, which 
was also attended by Deng. According to a 
leaflet that has been attributed to Zhao sup- 
„porters in the government (which students 
- read aloud to soldiers in West Peking on the 
. moming of 20 May) Zhao's proposal, 
. which was voted down 4:1, urged the fol- 
. lowing measures: 
. P Retracting the 26 April Peoples Daily 
' editorial. 
M Establishing an organisation under the 
. NPC to investigate corruption on the part of 
children and relatives of high officials. 



















> Publicising details about the personal 
background, finances, and perquisites of 
high-level cadres and eliminating their spe- 
cial privileges. 

On the following day, the leaflet said, the 

olitburo convened and voted to relieve 
Zhao of his duties, making Li Peng acting 
party general secretary, and presumably 
also endorsing Li and Deng's decision to 
bring troops to Peking. 

Zhao himself visited the hunger strikers 
in Tiananmen Square in the early morning 
hours of 19 May. "I came too late, too late," 
said Zhao tearfully. "We deserve your criti- 
cism but we are not here to ask your forgive- 
ness.” His moving appeal to the students to 
end their hunger strike and exercise pa- 
tience in working for political change was 
shown on Chinese television. The last mo- 
ments, showing Zhao signing his name on 
students' clothing, was his final appearance 
before the Chinese public prior to Li's 
crackdown later that evening. 

Li Peng had learned that Zhao had left 
the government leaders compound at 
Zhongnanhai and followed him to Tianan- 
men Square in another car. Zhao's televised 
visit to the square and‘communion with the 
hunger strikers was an open announcement 
that he had made a decisive break with his 
most important mentor, Deng Xiaoping. By 
the time of Li’s announcement, it was clear 
to all that Zhao had openly defied the deci- 
sion of the politburo to repress the student- 
led popular movement. From this moment 

on, China’s political fate was in the hands of 
the people of Peking — and the military. 


One of the most incredible aspects of the. 
Peking insurrection is that despite the rapid. 
expansion of the movement, at times involv- ; 
ing more than a million people — far. 
beyond the capacity of the initial leadership - 
to effectively discipline — at no time did th 
demonstrators openly oppose or call for the ; 
overthrow of the communist party. s 

This was crucial in that it left a way ou 
for Li's opponents and the military to rea: 
sert Zhao's assessment of the pro-demc 
cracy protests as a patriotic and. pop 
movement. It will be possible for the 
pending leadership shakeup to be chara: 
terised as a procedurally legal, even normal 
transfer of power. i 

An open attack on the paity; on tie other : 
hand, would have confirmed Li Peng’s 
characterisation of the movement as a rebel- 
lion, leaving the majority of the party and - 
military leadership with little choice but to 
acquiesce in its repression or join in open re re 
bellion. ER 
Regardless of the immediate outcome, — 
the events of May 1989 arethefirststageofa ^ ' 
definitive process that will eventually beo S 
seen as a generational struggle as muchasa = 
political contest. This is the last stand ofthe. 
ageing survivors of the founding generation: 
of revolutionary leaders against their own 
children and grandchildren for the future of 
China, a country which has already become 
— as a result of changes mostly due tò __ 
Deng's generation — a society they canno 
longer fully recognise or understand, much | 
less control. Sooner orlatertherecanbeonly — 
one winner. NW 





CHINA 2 


Weaker army-party ttes start to show up 


i sige force 


he refusal of China’s military com- 

manders to quell protesting students 

with force marks an important 
watershed for the army, which will come 
out of this crisis with enhanced power and 
prestige, and play a crucial role in deciding 
the future leadership. 

The crisis has also displayed the profes- 
sionalism of the People's Liberation Army 
(PLA) in transport and supply terms. Some 
70-80,000 troops are estimated to have been 
efficiently moved to Peking alone, mainly by 
rail. The units came from as far as Chengdu 
in Sichuan province (70th Division), 
Inner Mongolia (elements of the 65th 
Group Army), Shenyang (units from the 
40th Group Army), and Kaifeng in Henan 
province (a brigade of the 15th Airborne 
Army), as well as units located close 
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to Peking, such as the 27th Group Army. 
Troops from outlying provinces were 
generally preferred over local units to 
minimise the possibility of conflicts of loy 
ity among the latter. Given the absenc 
rotational tours of duties in the PLA, soldiers 
usually serve in one posting, and so develop 
strong local attachments. Reports that some ` 
military units refused to move to the cities, —. 
and that some army commanders, like the 
commander of the Baoding-based 38th  . 
Group Army, resigned or were dismissed n 
were widespread. But given the heavy e m- 
phasis on discipline, and the structure. 
command and control in the PLA, hey 
likely to be exceptions. 
Án important reason for the PLA' s ge 
eral ambivalance to the order to crack dov 
on the protesters is that it runs counter to 
concerted efforts over the past 10 years to re- 
structure the PLA into a more professional 






















. and apolitical soldiery dedicated to defend- 
 ingthe country from external threats. At the 


centre of this new professionalism was the 
belief that the army would not be involved 
in internal security duties, its primary role 
during the 1966-76 Cultural Revolution. 

Another aspect has been the separation 
of party-military links by reducing the influ- 
ence of the military in the political process 
and phasing out the tradition that military 
commanders concurrently held other im- 
portant political posts. The present genera- 
tion of top brass, therefore, have fewer such 
dashes of interest with the communist 
party. 

These considerations, analysts say, may 
have persuaded commanders to question 
the legitimacy of orders coming from the 
very top, especially if the government was 
seen to be as corrupt and out of touch with 
the people as the present one. 

Because the PLA is largely a conscript 
force, with soldiers usuallv serving two 
years, the problems of discipline and loyal- 
ties are especially severe in a military-civilian 
confrontation. It is by no means certain that 
conscripts would have obeyed an order to 
use force on the protesters. 

Even before the current crisis, the mili- 
tary's loyalties to and ties with the govern- 
ment were strained. Complaints of senior 
officers have become increasingly strident in 
recent years of neglect in the allocation of re- 
sources. Soldiers’ living standards have 
plummeted while much of the rest of society 
has grown more prosperous, and the PLA's 





social standing has also nosedived in recent 
months with the military being increasingly 
abused and military installations damaged. 

This decline in its image has been ar- 
rested with the army’s performance in the 
present crisis. By declaring martial law in Pe- 
king and calling in the army, Premier Li 
Peng and other hardliners admitted both the 
inability of the party to govern and their de- 
pendence on the military as the final arbiter 
of the party’s authority. But the PLA’s refusal 
to crack down has portrayed it as a responsi- 
ble and moderate institution, siding with the 
students and some of their demands for po- 
litical reform. It marks a major shift from the 
traditional notion of the PLA as a conserva- 
tive and self-serving organisation, 

In any case, it is surprising that Li at- 
tempted to assume a strongman’s role and 
call on the support of the army for he has lit- 
tle influence in the PLA, having had little or 
no background in military affairs. 

|t is possible that he felt confident 
enough to call for military help because State 
President Yang Shangkun, who is also sec- 
retary-general of the Central Military Com- 
mission (CMC), is closely identified with him. 
Yang's CMC post makes him the top party 
bureaucrat responsible for overseeing the 
running of the military, and his inability to 
persuade the generals to obey the 
crackdown order makes it likely that he will 
be removed from office, especially if Zhao 
Ziyang is reconfirmed as party general sec- 
retary and vice-chairman of the CMC. 

Yang could be replaced by Qin Jiwei, cur- 


rently defence minister and considered : 
supporter of Zhao. Qin is, however, be 
lieved to be in bad health. While civilians are 
not excluded as contenders for this post, few 
have enough experience in military matter: 
to satisfy the military chiefs. 

By virtue of holding the CMC vice-chair 
manship since the party's 13th congress ir 
November 1987, Zhao has established some 
credentials with the military. He had beer 
groomed to take over the CMC chairmanship 
upon senior leader Deng Xiaoping's retire 
ment, and there are no other contenders fo 
the post, which is China's paramoun 
leadership position. Whether Zhao will re 
tain his position as general secretary remain: 
to be seen, though analysts expect him tc 
move up to the CMC chairmanship. 

Otherwise, no major changes were likeh 
at the very top of the military. Few senio: 
serving military officers are identified witł 
Li and Yang. The various key generals tha 
handled the crisis, such as Chi Haotian ` 
chief of the general staff, and Zhou Yit 
the Peking Military Region commander 
may emerge as important confidants in the 
future leadership makeup. 

How the military will make use of its in 
creased political significance remains to be 
seen. It seems likely that military figures wil 
hold more top political offices, including i 
greater share of seats on the politburo. Mili 
tary commanders are, however, also wary 
of becoming too involved in the political pro 
cess at the expense of compromising thei 
military professionalism. a 


Now, China must come to grips with the problems that have 


Runaway economy 


China's economy was facing severe problems well before 
student demonstrations in Peking created the political tur- 
moil. But whatever the outcome, these problems are likely to 
worsen until a leader emerges with the authority to persuade the 
population to accept austerity as the price of longer-term pro- 
sperity. 

It has been 10 years since the reform programme was in- 

. itiated, but in the past two years, the rapid improvement in the 

standard of living for both urban workers and peasants and 
. workers in the countryside has been partly reversed. And dis- 
. parities between the economic performance of the coastal re- 
.. gions and the interior have increased. 

.. Enterprise reform, aimed at making enterprises responsible 
for their own: profits and losses, worked when attempted on a 
^ limited scale. Enterprises did produce more and generated more 

profits — but little thought had been given to the cut-throat com- 
... petition for scarce raw materials that would result when this was 
exe implemented ona nationwide basis. It also was not foreseen that 
^ the production of the more profitable consumer goods would 
-outstrip that of less profitable, but more essential goods. 
| Leaving aside the contradictions inherent in a centrally plan- 

. ned economy trying to transform itself into a market economy, 
. the infrastructural underpinnings necessary for the market to 
E pua the economy were not in place. 















resulted from the vitality of an economy let loose to pursue pro- 
fits, in a country where demand has far out-paced supply. Soar- 
ing inflation, which prompted the party leadership to call a halt to 
the reform programme last September, has not subsided. 
Nationwide prices increased 27% in the first four months of the 
year compared with the same period last year while the inflation 
rate in many cities was over 30% for the same period, sparki, 
panic buying and shortages of goods.. a 

At the same time, unemployment is climbing. The offical un : 
employment rate is slated to rise from last year's 2% to 3.5% this 
year. The cash squeeze introduced to bring down inflation is — 
compounded by a lack of raw materials in many sectors due toin- 
sufficient transport capacity and the inability of the state to fulfil - 
many supply contracts. Exports are expected to drop this year, _ 
with Guangdong province, China's major exporter, predicting 
that shipments will fall 30%. To add to the problems, grain pro- 
duction will probably fall below target for the third consecutive 
year. 

The worsening imbalances between supply and demand, 
coupled with a spate of regulations designed to cut imports of 
luxury goods and restore economic clout to Peking, have actually 
increased opportunities for bureaucratic corruption — one of the 
student protesters’ main complaints. | 








y, bea do owntum in foreign invest- 
ment in China because of political elisa nage But it is. : 
unlikely that it will stop. altogethe r. The m a 
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hina’ s workers remain a loosely con- 
= nected group, without a strong sense 
SALA of common identity or charismatic 
adders to articulate their demands. Workers 
in Peking are not angry or politically con- 
scious enough to band together and take ad- 
vantage of the current wave of demonstra- 
tions to confront the government. 

-By contrast the country's journalists 
have become the most vocal and active 
group in using the student movement as a 
vehicle to launch their demands for greater 

freedom. 

uring the 17-18 May mass demonstra- 
tions, protesters marched in groups accord- 
ing to their professions or workplace. Most 
joined with no specific issue in mind except 
to support the students and to express their 
discontent particularly against official cor- 
ruption. 

- Workers and journalists provide differ- 
ent examples of the type of support the stu- 
dent. movement has attracted. Journalists 
were the only group to act quickly enough to 
extract concessions from the authorities be- 
fore the crackdown came. They were the 
first to join the students’ march on 4 May, 
two weeks before other citizenry became 
committed. A few days later, journalists 
started a petition campaign and were im- 
mediately met by top politburo members 
who coriceded that press reform was long 
overdue. 

Journalists were particularly depressed 
bw the tighter press control exercised during 
t . ‘ational People's Congress in April this 
year. While artists, writers and academics 
enjoy more and more freedom every year, 
journalists' activities have been restricted. 
Frustrated and restless, they were more 
than ready for bold action when the student 


movement began. 
~~ Dissident intellectuals, traditionally 


major actors in contemporary Chinese poli- 
tics, have maintained a low profile. They are 
more used to generating pressure on the 
government with critical comments than 
with organising mass protests. Some also 
have reservations about the "irrational" way 
the situation has deteriorated and say they 
prefer a calmer and more systematic way to 
develop democracy. 

Workers have been slow to join the 
movement, acting as passive onlookers 
most of the time. Some radical student lead- 
ers wanted workers, particularly those in 
the important Capital Iron and Steel Plant in 
suburban Peking, to strike to demonstrate 









L abour wary of jeopardising hard-won gains 


orkers disunited 


their solidarity. Although there was 
sporadic unrest in factories, the anticipated 
city-wide strike did not occurr. 

The group is among the more conserva- 
tive of protesters because expectations are 
lower and the workers’ standard of living 
has been rising faster than other social 

ups. 

A so-called Capital Workers’ United Au- 
tonomous Association has been set up to 
liaise with student activists but few take it 
seriously. It does not have specific political 
objectives, no permanent leadership and 
only a few members at this stage. 

Inflation has hurt fixed-income earners 
such as pensioners, civil servants and intel- 


lectuals more than workers who enjoy- 
bonuses and other fringe benefits. The big-. 





ger the factory is, the more social benefits the - 
worker can enjoy. Even during the current _ 
austerity campaign, factory managers have 
chosen to cut production rather than wages | 
and jobs. : 
One slogan in the current wave o 
demonstrations read: "Where are you 
China's Lech Walesa?” No Solidarity move- 
ment is yet in sight in China. A decade ago 
workers were the main players in the demo- $ 
cracy movement of 1978-79; well-known . 
dissident Wei Jingsheng, for example, was - 
an electrician. A large number of youths | E 
from educated but "politically. unreliable" = 
families were sent to work in factories dur- — 
ing the Cultural Revolution: (1966-76), bato 
they continued to study on their own and | 
question the origins of the national turmoil. — 
The educational level and political con- — 
sciousness of today’s Chinese workers have — 
dropped because of widespread political —— 
and ideological apathy and a preoccupation. 
with personal consumption. a 
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Unprecedented mass support in colonies for students 


Out of apathy 
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By Emily Lau in Hongkong 
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he Chinese Government's attempted 
T crackdown on the student pro- 

democracy movement has spurred 
Hongkong’s mass political awakening. Al- 
most 40,000 people braved the winds and 
rain of Typhoon Brenda on 20 May to rally in 
the British colony against Peking's actions. 
The following day, in the biggest political 
demonstration in Hongkong 's history, over 
half-a-million people — one-tenth of the 
population — took to the streets. Similar 
demonstrations and marches were also held 
in. neighbouring Macau attracting over 
100,000 people. 

The massive turnouts took everyone by 
surprise, given the political apathy that 
Hongkong and Macau people have shown 
in the past. The demonstrations were moti- 
vated partly by political sentiment and 
partly by fear over the implications for 
Hongkong, which will return to Chinese 


sovereignty in 1997, of political repression. It 


also indicated the strength of Hongkong 
and Macau people's identification with 
China. 

Unlike other patriotic movements in 
which China was seen as the victim of 
foreign aggressors, the current turmoil in 
Peking is regarded by many Hongkong 
Chinese as a struggle between the conserva- 
tive hardline faction and the liberal reformist 
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camp. There isa feeling thatthenationisina 
crisis and that as compatriots, they havea 
duty to ensure the hardliners do not suc 
ceed, otherwise all the reforms and progress... 
made in the past decade would be nullified. .— 

The political turmoil in the mainland has. 
put into sharp focus local concerns about = 
1997. With the impending reunification of = 
both Hongkong and Macau, which willbe 
returned to Peking’s rule in 1999, many |. 
people feel particularly vulnerable and want — _ 
to do something to forestall similar repres- ^ 
sion from happening here. Some protesters 
also used the occasion to vent their frustra- 
tion towards the Chinese leadership which — 
is seen as having worked to suppress moves 
towards greater democracy in Hongkong, - 
where the government is mostly: COR Saas 
of appointed officials and legislators. - 

One political activist, Hans Lutz, xf the 
labour group the Christian Industrial Com- 
mittee, said that in the past Hongkong 
people had been quick to demonstrate their 
patriotism on issues and events far removed 
from Hongkong, such as in the early 1970s 
over Japan's occupation of the Senkaku Is 
lands and more recently over Japan's rew 
ing of references in history textbooks. to 
panese aggression against China in. 
1930s. By contrast local people were: 
tant to take small but necessary steps | 
building a democratic machinery, with even - 
people who had attended prodemo- 
















REGIONAL AFFATRS 


cracy rallies not bothering to register 
as voters. Another intractable problem 
was that many Hongkong people did not 
trust the local pro-democracy leaders 
because they suspected them of ulterior 
motives. 

The upheaval in Peking also has thrown 
into confusion China's plan to formulate a 
Basic Law, a mini-constitution for the future 
Hongkong Special Administrative Region 
after 1997. Mainland drafters cancelled a 
visit to Hongkong. Two Hongkong drafters 
resigned in protest at Peking's attempts to 
subdue the student demonstrators and 
others may follow suit. They are newspaper 
publisher Louis Cha, architect of a conserva- 
tive model for Hongkong’s future political 
system in the second and latest draft of the 
Basic Law, which has been severely criti- 
cised by pro-democracy activists, and Angli- 
can Bishop Peter Kwong. 

Cha and Kwong are also members of the 
executive committee of the Basic Law Con- 
sultative Committee (BLCC), a body set up to 
collect local public opinion on the Basic Law. 
The resignations plunged the BLCC 
into a crisis. The executive committee 
later declared events in Peking had 
dealt a severe blow to Hongkong 
people's confidence in the Basic Law 
and had seriously affected their 
work, making it impossible to carry 
out consultation for the time being. 
The conservative Group of 89 in the 
BLCC said the drafting process should 
be suspended until the situation in 
Peking is clarified. 

Politicians Martin Lee and Szeto 
Wah, both Basic Law drafters, said 
the recent events had rendered the 
Basic Law irrelevant because the 
Chinese Government had acted 
against the overwhelming wishes of 
the people. A local delegate to the 
mainland National People's Con- 
gress (NPC), Ng Hong-mun, said that 
if the situation in China continued to 
deteriorate, the Basic Law would become 
meaningless. 


he 20 May demonstration which pro- 
1 vided the first glimpse of local 


people's strong reaction to events 
across the border, took place in a city almost 
immobilised by a typhoon. The de- 
monstrators attended a rally and then 
marched to Peking's quasi-diplomatic repre- 
sentative in Hongkong, the Xinhua news- 
agency, to protest against the crackdown. 
The following day, a crowd estimated by po- 
lice at over half-a-million flooded the streets 
and a rally was held in a local race course, 
which is opposite the Xinhua offices. 
Initially, pro-Peking groups were reluc- 
tant to support the students, but as the situa- 
tion in Peking and other parts of China de- 
teriorated, leftist trade unions, teacher or- 
ganisations, newspapers and even some 
staff at Xinhua, pledged their support for the 
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students. Some local NPC delegates and 
members of the Chinese People's Political 
Consultative Conference, a political advis- 
ory group, urged Peking not to use force 
against the students and to lift the blackout 
on live televised news and on foreign corres- 
pondents conducting interviews on the 
streets of Peking. 

As in China, some Hongkong de- 
monstrators likened their massive show of 
force to the people's power revolution in the 
Philippines which helped bring President 
Corazon Aquino into power. With more 
than half a million people flexing their politi- 
cal muscle, the protesters must have given 
the British and Hongkong governments 
some cause for concern that in future the 
masses could be mobilised against them. In 
1967 Hongkong was torn apart by com- 
munist-instigated riots as the turmoil of the 
1966-76 Cultural Revolution spilled over the 
border. Local police have been put on alert 
in case of civil disturbance. 

The demonstrations in Macau — which 
included numerous marches and rallies — 





were remarkable but not totally unexpected. 
Unlike Hongkong, the enclave has come 
under heavy Chinese influence ever since 
the Cultural Revolution and Macau people 
have consistently given the impression that 
they do not want to get involved in politics, 
and are resigned to being taken over by 
China. 

However, things began to change in Sep- 
tember 1988 when over 600 people scram- 
bled for tickets to hear the well-known 
Chinese dissident academic Fang Lizhi talk 
about the development of democracy in 
China. The triumph of democrats over the 
pro-Peking and Macanese (people of mixed 
Chinese and Portuguese descent) alliance in 
the following month's Legislative Assembly 
election indicated some dissatisfaction with 
the pro-Peking faction's attempts to or- 
ganise the political activities of the Por- 
tuguese enclave. 

One ironical impact of China's turmoil in 
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Hongkong demonstrators: political awakening. 


Hongkong, has been the apparent change 
of stance on the part of some conservative 
industrialists. Hongkong businessmen such 
as tycoon and Basic Law Drafting Commit- 
tee member Li Ka-shing, who had opposed 
the development of democracy locally, have 
voiced support for the students. Indus- 
trialist Stephen Cheong, a staunch opponent 
of direct elections, now called for speedier 
democratic changes. Businesswoman Ver- 
onica Wu of the New Hongkong Alliance, a 
newly formed political party representing 
business people and professionals, said if 
political reforms were implemented in 
China, the pace of political developments in 
Hongkong also could accelerate. 


he deteriorating situation in Peking 

also could cause alarm in British poli- 

tical circles. Some political groups ac- 
cuse London of washing its hands of Hong- 
kong after the signing of the Sino-British 
Joint Declaration which outlined the details 
of the 1997 return of sovereignty. How , 
a parliamentary select committee is — - 
rently inquiring into Hongkong and 
other political groups said they 
hoped it would assess the signifi- 
cance of the events in China and their 
impact on the future of Hongkong. 
So far, however, British and Hong- 
kong officials have maintained what 
has been a consistent pattern since 
1984 of not being overtly critical of Pe- 
king. 

The huge demonstrations in 
Hongkong also have shown up the 
inefficacy of the pro-democracy 
lobby, which has been trying in vain 
to galvanise the masses for the past 
few years. The most successful rally 
they organised managed to attract 
about 7,000 people, while the usual 
turnout has been about 500. 

Leaders of the pro-democracy 
movement did not use the issue of 
the Chinese students as a platfc O 
appeal Hongkong's case, which some said 
would have been "narrow-minded and 
selfish” and could be counter-produc- 
tive. 

But while they were slow to take up 
the China issue, on which students played 
a leading role, the pro-democracy groups 
subsequently capitalised on their identifi- 
cation with the mass movement to the dis- 
comfort of the conservative block which is 
hostile to public participation in the political 
process. 

Faced with a golden opportunity, the 
pro-democracy lobby has scrambled to map 
out a strategy to sustain the movement and 
harness a pool of pelitical activism whose 
existence had not been suspected. But the 
massive demonstration also has placed the 
democrats in an embarrassing position be- 
cause from now on, if they fail to mobilise 
the people, they can no longer use the ex- 
cuse of public apathy. u 
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It wasnt only our motors 
that delivered 
high performance. 





Chairman 
George Turnbull comments, “Our 
Motors activity continues to be one of 
the great strengths of the Group. 

“We have the benefit of a highly 
experienced and motivated manage- 
ment team and franchises in over twenty 
countries, representing a greater range 
than any other independent retailer or 
distributor of motor vehicles. 

"We have also benefited from good 
performances once more from the 
marketing and distribution of Con- 
sumer and Industrial goods... Inspec- 
tion and ‘Testing has continued to 
grow in an encouraging fashion 
and has taken an increasingly 


important place in the Inchcape 


& Chief Executive, 


pt 


1988 RESULTS 


PROFIT BEFORE 
TAXATION 


ue 2 /A 


FROM 116.2m to 147.7m 





EARNINGS PER SHARE 


v» 21A 


FROM 18.4p to 24.1p 


DIVIDEND 


ue 31% 


FROM 6.75p to 9.25p 





Inchcape 


portfolio...Shipping Services has again 
performed well and Buying Services 
has continued to grow. 

“Group operations are in three 
key areas of Services, Marketing & 
Distribution and Resources...Each 
business stream must be capable of 
meeting our growth ambitions and of 
making a substantial contribution to 
Group earnings. We are becoming 
increasingly focused on businesses 
that have the potential to be com- 
petitive on an international basis? 
For a copy of our 1988 Report 

and Accounts please write to 

Diana Le Lievre, Inchcape plc, 

St. James's House, 23 King Street, 

London SWIY 6QY. 


THE INTERNATIONAL SERVICES 


AND MARKETING GROUP 


REG FO NCATE 
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TAIWAN 


Old-euard prime minister Yu is replaced 








By Jonathan Moore in Taipei 


aiwan President Lee Teng-hui an- 
I nounced on 21 May he had accepted 
the resignation of Prime Minister Yu 
Kuo-hwa, signalling the passing of the last 
senior leader from the era of the Chiang 
dynasty and clearing the ruling Kuomintang 
(KMT) of a political liability for elections later 
this year. Lee appointed KMT secretary-gen- 
eral Lee Huan as Yu's replacement at the 
weekly meeting of the central standing com- 
mittee on 24 May. 

Yu, 75, is a former central banker and 
leading figure of the KMT old guard whose 
conservative views have put him at odds 
with continuing political and economic re- 
forms. His out-of-date image, coupled with 
an uncharismatic manner, have made him 
unpopular with Taiwan people at a time 
when the party is trying to spruce up its 
image for critical local and parliamentary 
elections due in December. 

Yu is the last remaining top KMT leader 
with direct ties to the republic’s founding 
president, the late Chiang Kai-shek, having 
begun his career as Chiang’s personal sec- 
retary in 1936. 

The prime minister, who played a major 
role in Taiwan’s economic development suc- 
cesses, has sustained severe blows to his 
prestige in recent months, including fre- 
quent calls for his resignation. He suffered a 
humiliating defeat in July 1988 at the KMT’s 
13th National Congress, when he came in a 
distant 35th in the voting for the central com- 
mittee. 

As a face-saving gesture, the president 
had asked Yu to finish his term which ends 
with the current presidential term in March 
1990 and his abrupt resignation took many 
inside and outside the government by sur- 
prise. Yu said he resigned to make room for 
a younger leader and to “maintain KMT soli- 
darity,” a phrase which hinted at policy dif- 
ferences between himself and Lee. He also 
said that the president's strength and popu- 
larity had progressed to the point where it 
was no longer necessary for him to maintain 
his role as a transitional, stabilising element 
in the leadership. 

Lee Huan, 72, is a political moderate with 
a strong popular image who fits the criteria 
essential for pulling various elements of the 
KMT together. Maintaining an appropriate 
balance of continuity and change is impor- 
tant for the president, whose party must 
both show it can change to please the gen- 
eral population in December elections but 
also please ageing mainland-elected conser- 





Updating the image 


vatives in the national assembly who will 
vote on his re-election next March. 

As a mainlander with ties to Chiang Kai- 
shek’s son and successor, the late Ching- 
kuo, Lee Huan would be acceptable to many 
of the ageing parliamentarians. He is also a 
charismatic leader who is credited with 
helping to initiate the recruitment into the 
mainlander-dominated KMT of ethnic 
Taiwanese and with bringing into the party 
many of its younger leaders. 

Despite Lee Huan's advanced age, he 
has a reputation as an aggressive and able 
politician who could remain on the scene for 
several years to come, though there is likely 
to be pressure on the president to appoint a 
younger prime minister next time around. 
Possible future contenders for the post are 
Fredrick Chien, 54, currently head of the 
Council for Economic Planning and Deve- 
lopment; Minister of Economic Affairs Chen 
Li-an, 51, and Finance Minister Shirley Kuo, 
59, who has an outside chance. 

Lee Huan was expected to keep most of 
the current cabinet intact for the sake of con- 





Lee Huan: moderate. 


tinuity and because he wields considerable 
influence among those young KMT members 
brought in by Lee Teng-hui in the last 
cabinet reshuffle in July 1988. However, 
some shifts in top party posts are inevitable 
as the secretary-general's post vacated by 
Lee Huan would need to be filled. 

The current deputy secretary-general, 
James Soong, 47, has been mentioned as a 
likely replacement for Lee Huan as number 
two in the party. The new prime minister 
must be confirmed at a meeting of the Legis- 
lative Yuan, Taiwan's parliament, probably 
within a few days of the announcement on 
24 May. 
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Major changes in policy are unlike 
though there are sure to be differences in t 
style of leadership. Lee will have to | 
quickly to put through some popular pol 
cal or economic reforms before December 
differentiate himself from his predecessor 

The popular image of the leadership v 
be that of two powerful and charisme 
leaders, both with strong connections 
and influence with, the government and t 
party. Reforms are likely to move at a fas 
pace with Yu gone. While he had extensi 
experience in economic affairs, Yu's vie 
put him in opposition to banking refoi 
and other financial liberalisations that t 
private sector is now demanding. The g« 
ernment's response to problems in rece 
years has been criticised as reactive and I 
lated, though it is uncertain if the govei 
ment will now adopt a more forward-loc 
ing approach. 

Yu owed his staying power to the curre 
leaders' respect for the Chiang family and 
his own considerable past economic su 
ses. In addition, as prime minister o. 
1984, he helped carry out key political : 
forms ordered by Chiang Ching-kuo prior 
his death in January 1988, such as the lifti 
of martial law and of most foreign-exchan 
controls in July 1987. He contributed to 1 
policy of liberalisation of newspapers and 
lowing Taiwan residents to visit relatives 
the mainland. 

Yu's frustration with his declining pc 
tion probably hit a peak with the attendar 
of a high-level delegation to the Asian De 
lopment Bank meeting in Peking earlier t 
month, a decision on which he reporte 
opposed the president and was ov 
ruled 

While Yu's resignation underscores a 
vision in the KMT that will not be eradical 
by his departure, the opposition Democr: 
Progressive Party (DPP) appeared to be s 
fering a widening of the split between me 
erates and the activist, pro-independe: 
faction which has grown more radic 
extreme. During a funeral procession on 
May to mark the death of independence 
vocate Chen Nan-zong, a journalist w 
burned himself to death on 7 April as pol 
came to arrest him in his office on sediti 
charges, another independence acti 
burned himself to death. 

Also, among the 6-8,000 attending t 
march was exiled dissident and indepe 
dence activist Chen Wan-chen, who m; 
teriously entered the country after havi 
been barred from returning to Taiwan. T 
party's moderate chairman, Huang Hsi 
chieh, was absent from the rally. 

The increasing push for the DPP to adc 
a more active stance is expected to put prt 
sure on the DPP's moderate leadership 
maintain the party's image with the broac 
Taiwan middle class which it will be cow 
ing on for support in December. "T 
phenomenon is not good for Chairm 
Huang," said a DPP official. 
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Japan's Recruit scandal 
enters final phase 


> Investigations by the Tokyo Public 
Prosecutor's Office into the Recruit 
share-peddling affair are expected to be 
wound up following the indictment on 
bribery charges of two MPs, former chief 
cabinet secretary Takao Fujinami and 
Katsuya Ikeda, a member of the opposition 
Komei Party. The prosecutor's office has 
indicted 15 people in connection with the 
affair, including six executives of the Recruit 
Group. Justice Minister Masami Takatsuji 
said the indictments of Fujinami and Ikeda 
represented the prosecutors’ “final action" 
though some details of the affair still have to 
be clarified. The prosecutor's office is 
expected to publish a report on the affair in 
“near future.” 


East Timor bishop 
seeks UN intervention 


> The Roman Catholic bishop of East 
Timor, Carlos Ximenes Belo, has sent a 
letter to the UN secretary-general calling for 
a referendum on the former Portuguese 
colony’s 1976 integration with Indonesia. 
The 6 February letter was published in the 
Portuguese magazine Europeu in mid-April. 
Belo urged the UN to intervene in East 
Timor to ensure that the people decided for 
themselves whether they wanted to be a 
part of Indonesia. Publication of the letter 
came at an embarrassing time for 
Indonesian Foreign Minister Ali Alatas, 
who was attending a non-aligned meeting 
in Zimbabwe. He described the bishop’s 
appeal as “baseless.” Indonesian and 
Portuguese diplomats had just resumed 
talks aimed at resolving their differences on 
E flimor. 


Independence party elects 
Tjibaou’s successor 


9» New Caledonia's majority independence 
party, the Union Caledonienne (UC), has 
elected Kanak-Irish former priest Frangois 
Burck to succeed assassinated leader 
Jean-Marie Tjibaou. Burck is the sole 
survivor of a group of leaders originally 
elected in 1977, and his mixed blood may be 
significant at a time when the independence 
movement is focusing its efforts on gaining 
support among the French Pacific territory’s 
European, Asian and Polynesian majority, 
as well as from its traditional Melanesian 
Kanak base. He will not be seeking 
Tjibaou's former post as leader of the 
six-party Kanak Socialist National Liberation 
Front, whose next leader is expected to 
come from one of the other parties. 
Although considered more hardline than 
his predecessor, Burck has nevertheless 
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affirmed his commitment to the peace plan 
negotiated with France last year — 
opposition to which was the motive for 
Tjibaou's murder. 


Malaysia considers 

new union grouping 

> The Malaysian Government is 
considering allowing private-sector trade 
unions to set up another umbrella body as 
an alternative to or check on the powerful 
Malaysian Trades Union Congress (MTUC). 
The idea is a reaction to what the 
government sees as the politicisation of the 
union movement, culminating in the 

MTUC’s invitation to opposition politicians to 
address its Labour Day rally. The MTUC said 
it also had invited ruling party figures but 
they had not turned up. Trade unions are 
weak in Malaysia and some union 
supporters saw the proposed founding of a 
rival private-sector grouping as a 
government attempt to divide the 
movement. 


Social indicators 


Child immunisation in East Asia* 





*Percentage of one-year-olds fully immunised in 1986 
t Diphtheria, pertussis (whooping cough) and tetanus 





Source: World Resources 1988-89 


Seow served with 
arrest warrant in US 


> Francis Seow, Singapore’s former 
solicitor-general, was served with an arrest 
warrant in the US by a district court after 
failing to appear in Singapore to answer the 
latest of a series of income-tax charges, 
which alleges he did not declare income of 
about S$60,000 (US$30,500) in his 1984 
returns. Seow, who has been in the US 
since November 1988 for medical treatment, 
has said that he is not fit to fly to 

Singapore to face the charges, a claim 
disputed by the Singapore Government. 
Since Seow cannot be extradited on tax 
evasion charges, Singapore has announced 
that it will pursue new charges alleging that 
Seow deceived the courts with invalid 
medical certificates. In October 1988, Seow 
was charged with six other income tax 
charges and in his absence fined $$19,000, 
which resulted in the loss of his 
parliamentary seat. 
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Laurel elected to 
lead opposition party 
»> Philippine 
Vice-President 
Salvador Laurel set 
the seal on his open 
break with President 
Corazon Aquino's 
government when he 
was elected president 
of the opposition 
Nacionalista Party 
(NP) at its 21 May 
revival convention. Laurel's rival for the 
1992 presidential nomination, former 
defence secretary Juan Ponce Enrile, was 
chosen secretary-general of the party, 
which has been largely dormant since 
former president Ferdinand Marcos 
declared martial law in 1972. The NP has 
brought together more conservative 
politicians who say Aquino has failed to 
provide leadership. 





Laurel. 


India successfully tests 
ballistic missile 


> After two earlier postponements, India 
on 2 May successfully fired its 1,000-km 
intermediate-range ballistic missile (IRBM) 
Agni (Fire) from Chandipur, in Orissa state. 
In the face of adverse reactions from the US 
and Pakistan, Prime Minister Rajiv Gandhi 
said that the missile was a major 
achievement in the national effort to 
safeguard security by self-reliant means and 
also that the Agni was a technology 
demonstrator and not a weapon system. 
The chief designer of India's ballistic 
missiles is Abdul Kalam — a US-trained 
scientist. Apart from Japan and Israel, 
which have proven launch-vehicle 
technologies for satellites, only the US, the 
Soviet Union, France and China have IRBM 
capability. India is to decide in two years' 
time whether or not to produce 

a full-fledged missile weapon 

system. 


Britain to retain 
reduced Gurkha brigade 


> Britain announced on 22 May that it 
would retain the brigade of Gurkhas in the 
British Army, most of whom serve in 
Hongkong, but would reduce their 
numbers from 8,000 to 4,000 by natural 
wastage. The announcement clarified the 
future of the Gurkhas, whose Hongkong 
role will end with the return of the territory 
to Chinese sovereignty in 1997. The British 
Army has recruited Gurkhas from Nepal for 
174 years. One battalion of Gurkhas is 
scheduled to be withdrawn from Hongkong 
in 1992. 
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ven had the Chinese student pro- 

tests not taken place and so greatly 

eclipsed the Sino-Soviet summit 

meeting, it is doubtful that Soviet 
President Mikhail Gorbachov's visit to Pe- 
king would have produced especially 
memorable results. 

The occurrence of the summit, not any 
outcome, represented the relevant ac- 
complishment. The formal cessation of 
three decades of Chinese-Soviet animosity 
was a credit to Gorbachov's assiduous 
wooing of the Chinese. Over the past four 
years, Gorbachov had convinced a wary 
leadership in Peking of two central proposi- 
tions. First, he had the physical stamina and 
political power to effect meaningful change 
in long-term policy towards China; second, 
he was prepared to accord China a measure 
of respect and even deference unthinkable 
under his predecessors. 

Having outlasted Soviet adversaries 
stretching back to Khrushchev, Chinese 
leader Deng Xiaoping felt undoubted vindi- 
cation in Gorbachov's solicitation. A youth- 
ful leader unbeholden to three decades of 
Soviet hostility towards China was prepared 
to conciliate his elders in Peking. The 
Chinese ultimately decided to oblige him. 

More than any other factor, however, the 
scheduling of the summit was dictated by 
Deng's increasing physical infirmity and the 
consequent diminution of his political 
power. The contrast between the vigorous, 
youthful Soviet leader and his aged Chinese 
counterpart was abundantly evident. Time 
was of the essence for Deng to place his im- 
primatur on the terms of Sino-Soviet nor- 
malisation. Gorbachov had yielded ground 
on some key issues (notably, the first 
pullback of Soviet forces deployed opposite 
China, progress towards a border settle- 
ment, and a modest but telling adjustment 
of political support for Vietnam). These 
steps warranted an appropriate Chinese re- 
sponse. 

But Deng set the terms of the summit: 
Gorbachov could visit China, but the 
Chinese demurred on the principal initiative 
that the Soviets sought to introduce. 

Even prior to Gorbachov's arrival, it was 
clear that the Chinese would not make a 
major effort to accommodate their Soviet 
guests. The lack of a breakthrough on Cam- 
bodia, and Soviet unwillingness to concede 
sovereignty over Heixiazi Dao (Black Bear Is- 
land) at the confluence of the Amur and Us- 
suri rivers below Khabarovsk may have led 
Peking to scale back the summit plans. The 
scheduling of Gorbachov's 18 May visit to 
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By Jonathan Pollack 


Shanghai to coincide with the arrival of three 
warships from the US 7th Fleet seemed an 
especially pointed slight to Moscow, and 
was avoided only by an American decision 
to delay arrival by a day. 

Despite this inauspicious omen, Gor- 
bachov used the occasion of his nationwide 
television address to present a long-term 
agenda for relations with China. It was 
significant that he was able to table his ideas, 
recognising that the Chinese (and Deng in 
particular) would likely prove non-commit- 
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Given that the Soviet military 
seems likely to oppose any 
further unilateral cuts in its 

Asian-based forces, the outlook 
for an early breakthrough on 
Sino-Soviet force levels remains 
problematic. 


29 
tal or opposed on a number of key points. 
Gorbachov presented ideas on five broad 
areas: military pullbacks and reduction of 
tension; enhanced economic and technical 
cooperation; pooling of information and ex- 
perience on political and economic reform; 
upgrading of cultural, scientific, and intellec- 
tual contact; foreign-policy collaboration in 
East Asia. Considered as a whole, they rep- 
resented a long-run hope that China would 
ultimately make a commitment to closer po- 
litical, economic and institutional association 
with the Soviet Union. 
The pivotal issues in Gorbachov's speech 
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Gorbachov and Zhao: tentative. 
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Gorbachov in Peking 


— and the ones where the Chinese proved 
least committal — concerned measures tc 
reduce forces along the Sino-Soviet bordei 
and to heighten foreign-policy collaboratior 
on military matters. Gorbachov for the firs! 
time provided details on pending unilatera 
Soviet force reductions in Asia and the 
Pacific, pledging cuts of 12 divisions (includ: 
ing three in Mongolia), 11 air force regi 
ments and 16 warships from the Pacific fleet. 
The Chinese “welcomed” the reductions ir 
Mongolia, but made no pledge of compen 
satory moves on their part. 

Gorbachov also offered to move ir 
longer run towards a fully demilitarised ~. 
der, but conditional on China's readiness tc 
enter into direct negotiations on the balan« 
of forces. Gorbachov has been repeatedly 
stymied in his efforts to draw the Chinese 
into such discussions, which would paralle 
the negotiations in Vienna on the conven 
tional balance in Europe. 

The implications of Gorbachov's remark: 
was that further Soviet troop reduction: 
would result only from direct negotiation: 
and a mutual pullback of forces. Any suck 
discussions would necessitate Chinese mili: 
tary participation, an artful attempt by Gor 
bachov to resume direct dealings betweer 
Soviet and Chinese defence establishments 
Although China appeared to edge closer tc 
considering such a possibility, it remainec 
highly equivocal about the nature of i 
negotiating arrangement. 


iven that the Soviet military seem: 

likely to oppose any further u 

eral cuts in its Asian-based forces, 

the outlook for an early break 
through on Sino-Soviet force levels remain: 
problematic. 

In an additional significant concession ti 
Peking, the communiqué declared tha 
“neither side would use or threaten to us 
arms against the other by any means, in 
cluding the use of territorial land, water, o 
airspace of a third country bordering on th 
other side.” This unambiguous reference ti 
Soviet forces deployed in Vietnam as well a 
in Mongolia does not augur well for futur 
Soviet-Vietnam defence collaboration. 

The two sides also decided to accelerat 
movement towards a border agreement 
seeking simultaneous resolution of claims i 
both the eastern and western sectors. Thi 
creates the prospect of potential trade b« 
tween the two sectors. Should an agreemer 
be reached, it could be the precursor of mor 
active steps to reduce the balance of force 
along the border. 
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Gorbachov's urgings for enhanced for- 
eign-policy collaboration (especially when it 
had a decidedly anti-US flavour) drew a 
much less encouraging Chinese response. 
The Chinese refrained from assenting to a 
common statement on Korea, where Gor- 
bachov had asserted that "any argument in 
favour of continued presence of [US] troops 
in the region has long ceased to be justified." 
Gorbachov's even sharper attack on Pakis- 
tan, which he accused of "open aggression" 
against Afghanistan, seemed out of place, 
given Peking's long-standing relations with 
Islamabad. The Soviet leader's renewed ap- 
peal for an all-Asia security conference fell 
on equally deaf ears. 


Even if Gorbachov expected more from | 


the Chinese, he professed neither disap- 
pointment nor irritation about the absence 
of visible results. He also skilfully responded 
to persistent inquiries of reporters about the 
student demonstrations which denied him 
' — ortunities for the public exposure that he 
v... ly relishes. 

Gorbachov appears to be planning for 
the longer term with China. His praise of 
China’s economic reforms and his acknow- 
ledgment of Soviet economic decline and 
the “poor picture” of Sino-Soviet economic 
dealings reflected his hopes for enhancing 
the Soviet Union’s extraordinarily marginal 
economic presence in East Asia. Given 
Soviet budgetary, infrastructural and man- 
power constraints, it remains to be seen how 
Gorbachov proposes to go from here to 
there, except to indicate that he hoped to fol- 
low China's economic lead. 

At the same time, Gorbachov's lengthy 
exposition on Soviet political reforms 
seemed intended to offer gentle instruction 
to the Chinese where the Soviet leader feels 
on more solid ground. His customary warn- 
ings of the risks of mismanaging the process 
of political change were lent a special 
urgency by the developments during and 
i his stay. Without suggesting that Pe- 
ku follow Moscow's lead, the Soviet 
leader's comments underscored the risks to 
the future of Chinese socialism from mis- 
handling of the burgeoning challenge to the 
regime's authority. 

On balance, Gorbachov likely deemed 
his visit only a qualified success, with both 
sides prepared to accommodate more on the 
basis of their respective political and eco- 
nomic vulnerability than on an incomplete 
and only partially compatible foreign-policy 
agenda. Deng's blessing of the normalisa- 
tion process permitted Gorbachov an initial 
entry into China. However, the intensifica- 
tion of the political struggle in Peking within 
hours of Gorbachov's departure conveyed 
the still tentative character of this Soviet poli- 
tical breakthrough with China. Li 


Jonathan Pollack is head of the Political Sci- 
ence Department of the Rand Corporation, a US 
private institute researching political and strategic 


affairs. | 
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COLLOQUIUM ON 


ASEAN & EUROPE 1992: 


IMPLICATIONS AND RESPONSES 


JULY 10 & 11, 1989 
HILTON HOTEL, KUALA LUMPUR 





Organised by the Government of Malaysia 
on behalf of Asean and the European Commission 
in collaboration with the Institute of Strategic and International Studies (ISIS) Malaysia 
andthe European Institute of Public Administration (EIPA), the Netherlands 
within the framework of the Asean-EC Co-operation Agreement. 


Thistripartite gathering of senior government officials, corporate executives and 
researchers in Europe and Asean analyses the implications of the European 
Community's internal market completion for the Asean region and 
discusses Asean's opportunities and responses. 


Act now to secure attendance at this unique colloquium. 
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What is the Single European Market? 


Completion of the Internal Market & the New 
Dynamism in the European Community 












The Perception of 1992 in Asean: 
am Opportunities and Fears 
Opening address 
by YB Datuk Paduka bea WE Dimension of 1992 
Ratidah Aziz, (SUOR 
Minister of Trade — Survey of the External Dimension of 1992 
and Industry, Malaysia (Asean View) 


The Standards and Certification System 
with Reference to Major Export Items of 
Asean (agriculture, food & electronics) 


The European Community Clothing and 
Textiles Sector After 1992 


July 11, 1989 


The Service Sector with Special Reference to 
Air Transport & Finance in Europe After 1992 


Investment and Trade Links in Products & 
Services between the EC & Asean: Marketing 


Keynote address by Opportunities in the Single European Market 


HE Mr Abel Matutes Juan, Wider Political Implications of 1992: 
Commissioner for Europe and Worldwide 


North-South Relations, 


European Commission Asean-EC Relations in the light of 1992 





MAIL APPLICATION TO: 


The Organiser: Asean-Europe 1992 

Institute of Strategic and International Studies 
(ISIS) Malaysia 

P O Box 12424, 50778 Kuala Lumpur 


Telephone: 03-2939366 
Fax: 603-2939430 
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ISIS Malaysia should reach us by June 30, 1989. 

Conference fee: US$650 
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SOUTH KOREA 


Kwangju searches for a requiem for a massacre 


The olive branch 


By Shim Jae Hoon in Kwangju 


"W Tine years after the people of Kwangju 
Ne to the streets to resist the mili- 


tary takeover by former president 
Chun Doo Hwan, the South Korean Gov- 
ernment and the opposition-minded city are 
showing signs for the first time of reconcilia- 
tion. Any settlement would close one emo- 
tional chapter in the struggle against au- 
thoritarian government and perhaps lessen 
the impact of using Kwangju as a rallying 
cry for radical dissidents. 

For the first time, the government au- 
thorised rallies in memory of the more than 
200 people killed and a thousand others 
wounded by the military in the nine-day in- 
surrection in 1980. 

Although some 100,000 people attended 
each of the two nightly rallies on 17 and 18 
May, there are signs that they may now be 
ready for a compromise. 

From a position where they once were 
implacably against any settle- 
ment, Kwangju people are be- 
ginning to discuss how the 
matter can be settled, who 
ought to be held ultimately re- 
sponsible for the deaths, and 
what should be done about 
them. 

The range of discussion has 
surprised many. Hong Nam 
Sun, 77, who was sentenced 
to death for being a leader 
of the revolt and has since 
been pardoned, wants a full 
disclosure of how the troops 
came to turn their weapons 
on the people and who ordered 
them to do so, but also has 
said that if Chun and senior 
army officers were responsi- 
ble, as many believe them to be, they 
should be pardoned after admitting their 
roles. 

Radicals have bitterly criticised Hong for 
his views, but observers have commented 
that it is only because the atmosphere has 
improved so much in the city that a moder- 
ate stance can be contemplated at all. 

In line with this spirit of reconciliation, 
the government removed riot policemen 
from the streets of Kwangju to avoid a con- 
frontation with emotional students and 
citizens during the two-day anniversary 
rites and, as a result, there was only one vio- 
lent clash, on 22 May. 

In Seoul, the ruling Democratic Justice 
Party (DJP) has begun negotiations with 
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three opposition parties to set detailed pro- 
cedures under which military figures in- 
volved in the Kwangju suppression could 
be identified and perhaps be required to tes- 
tify before a judicial inquiry. 

The party is also readying special legisla- 
tion that would provide compensation for 
the victims and their families, and has, in 
principle, accepted the probability that 
Chun will have to testify before a special par- 
liamentary committee. 

Leading DJP officials say former martial- 
law commander Lee Hi Song, former 
Kwangju garrison commanders Yun Hung 
Jong and So Chun Yol, and retired general 
Chong Ung, who commanded Kwangju's 
reserve army division at the time of the up- 
rising, should be among those questioned 
on their roles in the affair. 

The opposition Party for Peace and 
Democracy (PPD), led by Kim Dae Jung and 
heavily dependent on support from 


Kwangju, wants to exclude Chong on the 





Grieving mothers at Kwangju's cemetery. 


grounds that he was removed from the 
chain of command when he opposed turn- 
ing the military's guns on civilians. Chong, a 
native of Kwangju, currently represents the 
PPD in the national assembly. 

But both the DJP and PPD are in general 
agreement that retired general Chung Ho 
Yong, who commanded the special forces 
troops in Kwangju, should be held chiefly 
responsible for the massacre and therefore 
prevailed upon to retire from politics by re- 
signing his parliamentary seat. Chung re- 
fuses, and has said no military commander 
should be punished for carrying out an 
order. 

Anti-government sentiment, however, 
still runs high in Kwangju, and it flared re- 
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cently when a student radical, Lee Chol 
Kyu, for whom an arrest warrant had been 
issued, was found dead in the city reservoir. 
Radicals immediately said he had been tor- 
tured and then killed. 

In this case, too, the ruling DJP, making a 
rare concession, accepted an opposition mo- 
tion for an independent parliamentary in- 
quiry into Lee's death. Kim Dae Jung ap- 
pealed to Kwangju citizens to refrain from 
violent clashes with the police and urged 
them to wait for the results of the inquiry. 

Opinions among Kwangju leaders are 
divided over how far the 1980 uprising 
should be pursued. Hardliners such as 
Chon Kye Ryang, chairman of the associa- 
tion of bereaved families, advocate a crimi- 
nal prosecution for all military figures found 
guilty of brutalities against civilians. “We are 
not going to bargain our dead for compensa- 
tion,” said Chon, whose high-school son 
was killed in the uprising. 

But moderates such as Hong say th 
quiry should proceed on the understan — . 
that the national assembly will eventually 
pass a law "pardoning". everyone found 
guilty. “I think even [the guilty ones] must 
have a chance to help build our new demo- 
cratic order," he has said. 

In tandem with this step, Hong proposes 
another law to be passed retroactively clear- 
ing those Kwangju citizens who bore arms 
against government troops. 
They only took up weapons 
in self-defence, he argues, 
and the uprising had no inten- 
tion of overthrowing the gov- 
ernment. 

As it is, the government no 
longer calls the 1980 de- 
monstrators rioters or 
“seditionists,” and refers to the 
uprising as a “tragic incident.” 

This second law, according 
to Hong, should explicitly 
annul “sedition” charges u 
which about 400 people, .. 
cluding Kim Dae Jung (who 
was at the time under arrest in 
Seoul), were first convicted but 
subsequently “pardoned” and 
released. This forms a key part 
of the discussion as far as the people of 
Kwangju are concerned as it deals with re- 
storing their honour and legitimising their 
action in history. 

Another sensitive issue is compensation 
for those killed and maimed. Small amounts 
of money have already been paid to the be- 
reaved families, but not in a formal package. 
The PPD has suggested paying Won 300 mil- 
lion (US$454,500) for each of the killed or in- 
jured, but the government has not yet re- 
sponded to this. 

Putting a monetary value on the dead 
and maimed is so sensitive an issue that few 
people come forward with clear demands, 
which does not make the Seoul govern- 
ment's task any easier. a 
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SINGAPORE 


Government releases Chia after 23 years 


The last resort 


By N. Balakrishnan 


n what could be the beginning of a par- 

tial thaw in the hardline policies of the 

Singapore Government, political de- 
tainee Chia Thye Poh, who had been held 
without trial for 23 years, was released on 17 
May — under the condition that he remain 
confined on a nearby tourist resort island. 
Chia, 48, was a former MP from the now de- 
funct Barisan Sosialis party and a lecturer at 
Singapore’s Nanyang University at the time 
of his arrest. 

Thia’s release at a time when Trade and 

astry Minister Lee Hsien Loong, the son 
of Prime Minister Lee Kuan Yew, was on an 
official US visit, was thought to have been 
aimed at placating congressional and public 
criticism of Singapore’s human-rights re- 
cord. 

Significantly, Chia was released without 
an accompanying admission from him that 
he had any links with the Communist Party 
of Malaya (CPM) or that he had advo- 
cated the violent overthrow of the 
Singapore Government. 

For the duration of a political im- 
prisonment said to be exceeded in 
length only by that of Nelson Man- 
dela in South Africa, the Singapore 
Government has stated that Chia’s 
release was contingent upon his ad- 
mitting his CPM links and renouncing 
the use of violence. 

The fact that he was released 
without making such a statement 

esented a major moral victory for 

t, said political sources in Singa- 
pore. 
A few years ago, the government 
had offered to let him migrate to 
any country of his choice — and Canada 
had offered to take him — but Chia 
refused. After his release, he is report- 
ed to have told the press that the migrat- 
ion offer amounted to “banishment in 

Chia is quoted as saying: “If other people 
can offer me freedom, why can’t the govern- 
ment here offer me freedom also?” 

In the past, both the US Congress and 
US-based human-rights organisations such 
as Asia Watch have been very critical of Sin- 
gapore’s human-rights record and of Singa- 
pore laws which allow for almost indefinite 
detention without trial. 

A Ministry of Home Affairs statement ac- 
companying Chia’s release said that Chia 
had refused to admit his communist links 
and added that “nevertheless, the Internal 
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Security Department [ISD] is satisfied that 
the CPM organisation in Singapore to which 
Chia was linked has now been weakened 
and disrupted enough that his release . . . 
will not be a security problem." 

Chia is now confined to Sentosa Island, a 
much-promoted tourist resort only about 
1 km away from the city's busy waterfront 
and linked to the main island of Singapore 
by cable car and ferries. The government has 
offered Chia a job as an assistant curator of 
the museum at a salary of S$900 (US$460) a 
month. 

Under his conditions of release, Chia will 
not be allowed to leave Sentosa without 
prior permission from the ISD but will be al- 
lowed to move freely within the island, live 
with his family and receive visitors. Chia 
also is forbidden to address public meetings 
or join political parties and from associating 
with anyone who has ever been detained 
under the Internal Security Acts (ISA) of 
either Malaysia or Singapore. However, 
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those former detainees who are members of 
the government-sponsored Ex-Political De- 
tainees Association are exempted from this 
restriction. 

Reporters from the government-guided 
The Straits Times were allowed to meet Chia 
the day after his release and the newspaper 
described him as “looking well and smil- 
ing.” It also quoted him as denouncing the 
ISA, while denying that he was ever a mem- 
ber of the CPM. 

Chia is reported to have repeatedly de- 
nied the allegations against him and to have 
called on the government to charge him in 
open court if it had any proof. He is also said 
to have described his Sentosa confinement 
as yet another prison and to have called for 
his release to be made unconditional. 

As for his years in detention, Chia report- 
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edly said he was never physically tortured, 
but that in the early years he was kept in a 
dark and stuffy cell with no windows. He 
was also reported to have said that some- 
times he thought he would go insane but 
“somehow it did not happen.” 

Chia also said he had suffered both a 
lung infection and an eye infection, and de- 
scribed going on a hunger strike once for 
better conditions. Since 1984, he was said to 
have been detained in one of the special 
houses retained for such purposes by the 
ISD. 
The only opposition MPs in Singapore's 
current parliament, Chiam See Tong and 
Lee Siew Choh, formerly the chairman of 
the defunct Barisan Sosialis, while welcom- 
ing the limited freedom granted Chia, have 
both called on the government to restore to 
him his full freedoms. In parliament earlier 
this year, both MPs had called for Chia's re- 
lease. 

Unlike the 22 professionals who were ar- 
rested for an alleged “Marxist Conspiracy" 
in 1987, Chia belongs to an earlier genera- 
tion of Singaporeans, not only chronologi- 
cally but ideologically. 

While those arrested in 1987 were in 
their late 20s and early 30s, Chia is 48 and 
thus old enough to have experienced the 
dynamic leftwing movements in Singapore 
of the 1950s and 1960s, influenced by a com- 
bination of Chinese nationalism and 
Marxism. 

Unlike the younger professionals 
arrested two years ago, most of 
whom were women and who had 
sympathy from the influential but 
numerically small English-educated 
population of Singapore, Chia's roots 
are in the older, less affluent and 
Chinese-educated sections of the 
population. 

Chia's different political power 
base made the Singapore Govern- 
ment's attitude towards him more 
complex and meant his treatment 
has been harsher. Prime Minister 
Lee often has cited Chia as evi- 
dence that the CPM is not dead in Sin- 
gapore despite appearances to the contrary. 

Lee and his son have sometimes even ex- 
pressed grudging admiration for Chia's 
tenacity, favourably comparing his refusal to 


"confess" after years of imprisonment with 


the "confessions" extracted from the 22 pro- 
fessionals arrested in 1987 within weeks of 
their arrest. 

Lee Hsien Loong said at the time of the 
1987 detentions that so staunch were Chia's 
beliefs that he even managed to convert 
some of the prison warders guarding him to 
communism and that those warders had to 
be transferred. 

When asked about this in his interview 
with The Straits Times, Chia refused to elabo- 
rate, beyond saying that since he was not 
charged for any such incident he preferred 
not to comment. L4 
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BURMA 1 


Ethnic rank-and-file ousts communist party leaders 


Left in disarray 


By Bertil Lintner in Jinghong, southern 


Yunnan 


or more than two decades, almost the 
F entire length of the border between 

the Chinese province of Yunnan and 
Burma's Shan State has been firmly control- 
led by the Communist Party of Burma (CPB). 
Successive Burmese Government offensives 
have never made any significant headway 
against them. But in the past few months, it 
has been the CPB's own rank-and-file — the 
majority of whom are hill-tribesmen — who 
have taken over the entire organisation and 
driven the party's orthodox, Burman leader- 
ship into exile in China. 

The mutiny has removed the "com- 
munist spectre" which has been the Bur- 
mese military's justification for perpetuating 
its dominant position in government, and 
resulted in the splintering of the CPB into at 
least four separate armies. But whether the 
transformation of the insurgency into essen- 
tially an ethnic one will facilitate a political 
solution to Burma's decades-long civil war 
remains unclear. 

The first step was taken when Pheung 
Kya-shin, the local commander of Kokang 
— an area on the Burmese side of the fron- 
tier which is dominated by ethnic Chinese 
— openly challenged the CPP's top leader- 
ship and took over the CPB's Northern 
Bureau headquarters at Mong Ko on 14 
March (REVIEW, 30 Mar.). 

Then, late on 16 April, the 12th Brigade 
dominated by the Wa hill-tribesmen who 
make up the bulk of the cpp’s 10-15,000 
strong fighting force, stormed general head- 
quarters at Panghsang, smashed portraits of 


. the communist icons Marx, Engels, Lenin, 
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Stalin and Mao, destroyed party literature 
and, most importantly, seized the well- 
stocked central armoury. 

The CPB leaders, apparently taken by sur- 
prise, fled across the Nam Hka border river 
into China. The following morning, Pang- 
hsang was in the hands of the mutineers 
and similar rebellions soon occurred in all 
other CPB areas. A few especially disliked 
party leaders, among them Soe Thein, the 
political commissar of the CPB’s northeastern 
base area, and Mya Thaung, who held the 
same position in the northern Wa Hills, 
were detained by the rebels. 

The cre's clandestine radio station was 
also taken over and on 18 April the 
mutineers broadcast their first denounce- 
ment of what they termed "the narrow racial 
policies" of the old leadership. Another 
broadcast, monitored by the REVIEW in the 


southern Yunnanese town of Jinghong on 6 
May, accused the CPB leaders of having lived 
in comfort in Panghsang while ordinary sol- 
diers were dying in the battlefield. 

At first glance, the split appears to have 
been along ethnic lines. The deposed CPB 
leaders — altogether a few hundred people 
— were the only Burmans in the base area 
along the Chinese frontier. But Sai Noom 
Pan, the Shan commander of the CPP's 
former 768 Brigade in the hills north of 
Kengtung, emphasised in an interview that 
there was a political element as well. He said 
his group supports not only the National 
Democratic Front (NDF), a non-communist 
umbrella organisation comprising 11 anti- 


Communist enclaves 
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Rangoon ethnic resistance armies, but also 
the pro-democracy student movement in 
the urban areas of central Burma. 

“When I was a student in Rangoon, I was 
shot and wounded during the first anti-gov- 
ernment demonstrations at the university 
on 7 July 1962," he said. It was Sai Noom 
Pan's unit that briefly captured the garrison 
town of Mong Yang immediately after the 
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military takeover on 18 September 1% 
(REVIEW, 6 Oct. '88). He confirmed that tk 
attack had been launched in solidarity wit 
the students in Rangoon when they we 
being gunned down by government troo] 
in the capital as the country's pro-dem 
cracy movement gained momentum. 

But even so, the ethnic composition | 
what used to be the CPB's army will make 
difficult to keep all the troops in one orgar 
sation now that the former unifying factor: 
communist ideology has been discarde 
There are already signs that the CPB is brea! 
ing up into various regional armies whi 
may pull in different directions. 

The Kokang group, which also contre 
the Mong Ko base area as well as son 
guerilla zones in central Shan State, appea 
to be operating independently. The Was | 
the CPB's former Northern and Southern V 
districts and the Panghsang headquarte 
area have formed the Burma National Un 
ed Party (BNUP), which also controls ' 
broadcasting station. 

This new group is led by the only tw 
Was who once were admitted as alterna 
members of the CPB's central committe 
Kyauk Ni Lai and Pao Yo Chang. TI 
former is the BNUP’s general secretary whi 
the latter is the chief of its armed wing, tl 
Burma National United Army (BNUA). TI 
BNUP/BNUA leadership, headquartered 
Panghsang, also includes Zau Mai, a Kach 
who used to be the military commander | 
the CPB's northeastern war zone, and 
Ziru, one of the few remaining Chinese vc 
unteers who joined the CPB in the late 196€ 


n 15 May, the Shan-dominated 7€ 
Brigade declared its independerx 
and assumed the name Noom Su 
Harn, “the Young Brave Warriors,” the tit 
taken by the first Shan rebels of the lat 
1950s. Its chairman is Khun Myint, a vetera 
Shan resistance leader who belonged to th 
original Noom Suk Harn. The military l 
ers are Sai Noom Pan and Zhang Zhi M.. 
another of the erstwhile Chinese volunteer 
who have stayed behind in Burma. 

The Noom Suk Harn seems to t 
cooperating with the Mekong River Divisio 
of the CPB's former administration — whic 
was also referred to as the815 War Zone pri 
to the recent mutiny. Its military comman 
er for many years, Lin Ming Xian, is also 
Chinese volunteer of the late 1960s. A 
though he is the son-in-law of Pheung Ky: 
shin, leader of the Kokang group, he has s 
up his own group called the National Demc 
cratic Army. 

Hence, the CPB's former army has in e 
fect already broken up into at least four sep: 
rate groupings though these, at least i 
theory, still liaise with each other. In the la: 





‘former CPB base area, near Kambaiti i 


Kachin State, the local forces appear to hav 
joined hands with the rebel Kachin Inde 
pendence Army, an NDF member. Smalle 
units of CPB troops, numbering only a fe 
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hundred, in Tenasserim and Arakan — well 
away from the minority areas along the 
Chinese frontier — might well be all that is 
left of the once powerful CPB. 

From the very beginning, China's reac- 
tion to these unprecedented developments 
was deemed crucial since the old CPB had to 
feed its army largely with rations bought 
from across the frontier — and the new 
groups would also have to seek a similar 
working relationship with the Chinese. 

Local sources in Jinghong said that rice 
supplies have been halted by the Chinese, 
and that the deposed CPB leaders are being 
kept under house arrest. The old CPB chair- 
man, Thakin Ba Thein Tin, his secretary 
Khin Maung Gyi and all the other escapees 
from Panghsang are in the small border 
town of Meng Lien while those who fled 
Mong Ko are being kept at Man Hai just 
across the frontier. 

While official Chinese policy is to remain 

itral in the conflict, local authorities in 

nnan — with whom both the deposed 
leaders and the mutineers have maintained 
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close relations for years — might have a dif- 
ferent approach. The REVIEW observed a 
idy stream of trucks heavily laden with 
ber moving from the Burmese border to 
Jinghong — and Chinese consumer goods 
going in the opposite direction. Tax on this 
trade provides the insurgents their main in- 
come, and they should be able to spend it on 
at least non-combatant material from China. 
The Burmese Government's reaction to 
the mutiny has been surprisingly muted — 
perhaps because it has been surprised by the 
sudden removal of the communist threat 
which in large part justified their dominant 
position in Burmese society. The military 
authorities have consistently alleged that the 
1988 student-led pro-democracy movement 
was orchestrated by the CPB and that certain 
political parties, notably the National 
League for Democracy, were infiltrated by 
communists. Now that the CPB is defunct, it 
will become more difficult to play up the 
communist issue in Burmese politics. - 
Interestingly, however, the government 
has made some attempts to open a dialogue 
with at least some of the CPB mutineers. In 
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Tsaleu children at school: now under control of Shan rebels. 


these efforts, Rangoon has managed to sol- 
icit the support of Lo Hsing-han, a former 
opium warlord from Kokang who now lives 
in Lashio, as well as Aung Gyi, a political 
leader in Rangoon who is considered close 
to the military. Lo is reported to have visited 
Kokang on 20-21 March for talks with the 
mutineers. A meeting between Kokang 
representatives, Lo Hsing-han and Aung 
Gyi — who had travelled up from Rangoon 
— took place in Lashio on 20 April. 

Hardly by coincidence, Brig.-Gen. Khin 
Nyunt, the director of military intelligence, 
together with Col Maung Thint, the chief of 
the Burmese army's northeastern command 
in Lashio, went to the town of Kunlong near 
Kokang two days later. Well-informed 
sources assert that Pheung Kya-fu, Pheung 
Kya-shin's younger brother, met with the 
government officers at Kunlong and a tem- 
porary ceasefire was agreed upon. 

"But that does not amount to a surren- 
der,” one leader of the mutiny told the 
REVIEW. "It was a tactical manoeuvre to win 
time. Likewise, the government appears to 


be closely watching developments in our 
area, at least for the time being. So far, there 
have been no clashes between us and the 
Burmese army since the mutiny broke out." 

How long this stalemate will remain de- 
pends to a large extent on what links the CPB 
mutineers may forge with other ethnic rebel 
groups in Burma. If some of them indeed 
join the NDF, that front will be the only 
armed insurgency in the country. In theory, 
this could facilitate a political solution to 
Burma's decades-long civil war since there 
now are only ethnic rebels in the country 
and no communists. 

But given the Rangoon regime's past re- 
cord of demanding surrender and showing 
little willingness to concede to any rebel de- 
mands, it is more likely that its strategy will 
be to try to split the ex-CPB forces and then 
launch a military operation against them. 8 
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Communists” disappearing act all their own work 





hen the Wa mutineers stormed 
W the Panghsang headquarters of 

the Communist Party of Burma 
(CPB) on the night of 16 April and drove the 
old leadership into exile in China, it marked 
the end to one of the longest communist re- 
bellions in Asia. 

The CPB was founded on 15 August 1939 
when a group of young Burmese intellec- 
tuals met in a small flat in Barr Street, Ran- 
goon. Among them were several student 
leaders from the Dohbama Asi-ayone, the 
most militant nationalist political party in 
Burma before World War II — Aung San, 
Thakin Thein Pe, Thakin Ba Hein and Tha- 
kin Hla Pe, later known as Bo Let Ya. 

The charismatic Aung San — a 
nationalist rather than a Marxist — was 
elected general secretary, but work with the 
more important Dohbama  Asi-ayone 
claimed most of his time and the CPB slowly 
faded into insignificance. 

It re-emerged as a political force in the 
early 1940s, however, during the Japanese 
occupation of Burma. Ironically, the hard- 
core communists were the first to contact the 
Western Allies in India at a time when Aung 
San, Bo Let Ya and other nationalists still be- 
lieved Japanese promises that Burma would 
be granted independence. Towards the end 
of World War II, however, the two groups 
came together under the banner of the Anti- 
Fascist People's Freedom League (AFPFL). 

A radical faction of the CPB, led by the 
fiery Thakin Soe, broke away in March 1946, 
set up the Communist Party (Red Flag) and 
soon afterwards went underground in the 
Irrawaddy delta with a small guerilla force. 
But the mainstream CPB continued to work 
within the AFPFL, with one of its members, 
Thakin Thein Pe, even being appointed 
minister for forests and agriculture — then 
the highest position held by a communist in 
the British Empire. 

This cooperation lasted until October 
1946 when the CPB declared a general strike 
against the AFPFL government and was 
promptly expelled from the front. 

The gap between the communists and 
the nationalists widened after Burma was 
declared independent on 4 January 1948. 
On 28 March the cps also went under- 
ground and the first shots in what was to be 
a decades-old civil war were fired on 2 April 
at Paukkongyi in Pegu district. 

The CPB then wielded considerable influ- 
ence among labourers in Rangoon, the oil 
fields of Yenangyaung and Chauk, and in 
rural areas in the Irrawaddy delta and 
around Pyinmana in central Burma. It was 
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soon followed underground by various 
ethnic insurgents as well as mutineers from 
the Burmese army. 

For a while, it looked as these groups 
would overrun the country, and it was not 
until 1953 — after receiving massive military 
aid from India — that Rangoon regained the 
initiative. At this stage, because of the then 
prime minister U Nu's neutral foreign po- 
licy, neither China nor the Soviet Union 
showed any interest in supporting the in- 
surgency. 

A group of 143 CPB workers did go to 
China in the early 1950s and received politi- 
cal training in Sichuan, but no material aid 
was given to the CPB units inside Burma, 
whose headquarters were then in the Pegu 
Yorna mountain range north of Rangoon. 

The communist insurgency simmered 
throughout the 1950s without making any 
real progress. It was not until the military, 
led by Gen. Ne Win, seized power in 1962 
that the CPB came to the fore again. The de- 
pleted ranks of the remaining units in the 
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Wa leader Kyauk Ni Lai. 


Pegu Yoma were reinforced with the arrival 
of many intellectuals who fled Rangoon in 
the wake of the military takeover and a sub- 
sequent massacre of students at Rangoon 
University. 

China, long wary of the ambitious and 
sometimes unpredictable Ne Win, now de- 
cided openly to support the CPB. Possible in- 
filtration routes from Yunnan into Burma's 
Shan State were surveyed and on 11 January 
1968, the first push was made into Mong Ko 
just across the Sino-Burmese frontier. 
Within five years, the CPB had wrested con- 
trol over a 20,000 km? area adjacent to the 
Chinese border in the northeastern Shan 
and Kachin states. 

A new headquarters was established at 
Panghsang in the Wa Hills and Chinese 
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supplies were channelled across the border: 
arms and ammunition, uniforms, radio 
equipment, jeeps and trucks, petrol and 
even rice, other foodstuffs, cooking oil and 
kitchen utensils. A radio station, the 
People's Voice of Burma, was also set up on 
the Chinese border in 1972, and Chinese mi- 
litary instructors were attached to CPB units 
in the field. Chinese "volunteers" even 
made up the bulk of the CPP's fighting force 
until the mid-1970s when sufficient num- 
bers of new recruits from the tribal popula- 
tion in the new base area had been drafted 
and trained. 

This "Northeastern War Zone" became 
the CPP's stronghold from which it intended 
to push down to Burma proper and link up 
with the old base areas in Pegu Yoma and 
the Irrawaddy delta. This scheme failed, 
however, when the Burmese army man- 
aged to dislodge the CPB from the Pegu 
Yoma and other central areas in the mid- 
1970s. No CPB troops from the northeast 
or Chinese aid, for that matter — e 
reached the poorly equipped units in the 
Pegu Yoma. 

The cps thus found itself isolated in the 
wild and remote hills along the Chinese 
frontier, far away from the Irrawaddy plain 
and Burma proper where the party's future 
should have been, if its socialist revolution 
ever was going to succeed. 

The cps also failed to link up with the 
anti-government movement that swept the 
Burmese heartland in the mid-1970s. A few 
years earlier, during the heyday of the Cul- 
tural Revolution in China, the CPB had con- 
ducted its own purges in the Pegu Yoma. 
Many of the intellectuals who had joined the 
CPB after the 1962 military takeover were exe- 
cuted along with several well-known party 
veterans. The result is that though since 
then Burma has had a large number of Left- 
leaning intellectuals, these have since stayed 
well clear of the CPB. 

At the same time, the CPB also made 
mistake of supporting the Gang of Fou. ... 
China, headed by the wife of Mao Zedong, 
and condemned the “revisionist clique” of 
Deng Xiaoping and Liu Shaogi. Hardly sur- 
prisingly, relations with China turned sour 
when Deng assumed power in Peking in 
1977. Chinese aid was reduced to a bare 
minimum and most of the Chinese volun- 
teers who had been fighting alongside the 
CPB were recalled, with only a handful re- 
maining. 

Since then, the CPB has depended en- 
tirely on hilltribe and other recruits from the 
national minorities in the Sino-Burmese bor- 
der mountains — mostly Was but also 
Lahus, Akhas, Kachins, Shans and Kokang 
Chinese. The ageing Burman, staunchly 
Maoist leadership of the CPB never viewed 
these recruits as anything but useful cannon 
fodder for their dream that the party one day 
would re-enter central Burma. That attitude 
ultimately brought about the CPB's down- 
fall. m Bertil Lintner 
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warning against “rehabilitating 

nationalism” has been published by 

the Mongolian party and govern- 

ment newspaper Unen in a front-page arti- 

cle. The party appeared to be attempting to 

mute the criticisms of Soviet involvement 

in the Mongolian economy which have 

erged since Ulan Bator began to promote 
own policy of glasnost. 

The article said "irreconcilable struggle" 
against all manifestations of extreme na- 
tionalism was necessary to strengthen 
"patriotic and internationalist" ideology. 

Open debate on contentious issues was 
suppressed for a long period during the 
years of stagnation under Yumjaagiyn Tse- 
denbal — who held power for more than 30 
years before being deposed in 1984. Over 
the past two years, however, there has been 
wide public discussion on issues such as the 
roots of the Mongolian nation and the his- 
torical role of the 13th century. nomadic 
leader Genghis Khan, as well as the true na- 
ture of the Soviet role in Mongolia. 

But, according to Unen, some of the 
media in Mongolia have expressed 
chauvinistic views recently in dealing with 
such issues as the people's cultural heritage 
and the encouragement of traditions, as well 
as efforts to rehabilitate the past. 

"ft must not be forgotten that it is the 

ty of the media, the leadership of state 
nd public organisations and the party and 
people to display patriotism and inter- 
nationalism in equal measure," Unen said, 
laying down the party line. Although this 
was not specified in the leading article, "in- 
ternationalism" is usually the touchstone of 
loyalty to the Soviet Union. 

“No one can deny the fact that itis thanks 
to aid from the socialist countries and espe- 
cally the Soviet Union that our country has 
been able to achieve today's level of deve- 
lopment," the newspaper said. The once al- 
ways laudatory Mongolian press features 
about the Soviet "elder brother" have over 
the past few years given way to Moscow's 
own more sober self-evaluations and even 
some of Mongolian grumbling at the way 
Soviet inefficiency has affected the economy. 

For socialism to succeed in Mongolia 
there had to be "the triumph of the national 
and the victory of the international" — a 
paradox Unen seemed not to notice. a 
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PHILIPPINES 1 


The church takes a harder look at Aquino government 


‘Critical solidarity’ 





By John McBeth in Manila 

n the waning days of Ferdinand Mar- 

cos’s regime, the Roman Catholic 

Church classified its policy towards the 
former president as one of so-called “critical 
collaboration.” Now, in what would seem to 
be a subtle step away from the unequivo- 
cal support it formerly gave the new ad- 
ministration, the church hierarchy has 
coined a phrase for its relationship with 
Corazon Aquino: “Critical solidarity.” 

“We will oppose the bad policies and 
support the good ones,” explained Bishop 
Fransisco Claver, influential director of the 
National Secretariat for Social Action 
(Nassa), which serves as the umbrella for 
special working groups from each diocese 
that examine political and economic prob- 
lems. “It is not really a change in our percep- 
tion. What we are doing is maximising the 
positive and minimising the negative.” 

Still, over the past year, the church has 
been increasingly critical of government cor- 
ruption, the struggling land-reform 
programme and, more recently, the 
controversial civilian militia forces, 
which continue to be accused of 
murdering church workers and other 
brutal human-rights violations. 
That in turn has given rise to specula- 
tion, particularly on the Left, 
that progressive elements are impact- 
ing on the church's traditional con- 
servative role in the political spec- 
trum. 

“The agenda of the church is 
now more in line with the objec- 
tives of the movement," asserted 
a leftist source, who believes the 
Catholic Bishops Conference of 
the Philippines has been forced to 
take a more progressive position 
because of a growing social aware- 
ness among Protestant groups. 
"What we don't see now is the 
tendency of the church to reprimand radical 
clergy for their involvement in cause-orien- 
tated activities." 

The general secretary of the National 
Council of Churches, Fely Carino, feels that 
more and more church workers are looking 
for other alternatives than those represented 
by the Aquino government. “Part of the at- 
traction to the [outlawed leftist] National 
Democratic Front [NDF] alternative is that it 
has a clear programme — on education, on 
the economy, on workers’ wages,” he said. 
“The government side is more vague.” 

Carino believes that Aquino missed a 





golden opportunity to introduce fundamen- 
tal reforms following the 1986 revolution 
and that the Philippines has since returned 
to traditional politics. Other church sources 
are more generous in their assessment, 
pointing out that despite her considerable 
popularity, Aquino did not understand how 
to wield absolute authority. And as one 
church leader noted: “In hindsight, you 
have to ask yourself, if she had pushed the 
landlords and the military, would she be 
president now?” 

At the sharp end of the radical clergy are 
the Christians for National Liberation (CNL). 
Past reports have put its membership at 
about 100 priests, but Carino believes the 
number of members, sympathisers and 
supporters is 2-4,000 — or roughly 10-15% of 
the entire clergy in the Philippines. “It is 
primarily Catholic, but with a lot of Protes- 
tants as well,” he said. “When you have that 
many, you have to suspect someone in your 
own church.” 

Claver has an opposing view. “The CNL 





has become marginalised,” he said. “Up 
until 1986, their constant refrain was that 
armed struggle was the only way out, but 
since then I have the impression they are no 
longer being listened to. They don’t seem to 
have that strong an appeal among people 
who work in social-action groups.” 

In a lengthy 30-page review of the 
Philippines church issued in February, the 
CNL studiously avoided references to armed 
struggle and talked instead of “smashing 
the reactionary state” through social revolu- 
tion. 

Claver said an internal investigation — 
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though still incomplete — has identified 21 
priests who have actually taken up arms 
against the government since Marcos de- 
clared martial law in 1972. Four or five have 
been killed, but at least 11 and perhaps twice 
that number are still thought to hold posi- 
tions in the Communist Party of the Philip- 
pines (CPP), both inside and outside the 
country. Among them: Fr Frank Navarro, 
who went underground 10 years ago and 
now leads a guerilla unit in northeast Min- 
danao, and Fr Frank Fernandez, reputedly 
the communist New People’s Army (NPA) 
chief in the sugar-growing province of Neg- 
ros Occidental. 

Founded by exiled theologian Edicio de 
la Torre in 1972, the CNL is said to have a pro- 
nounced role among the 14 groups making 
up the NDF, with a guiding ideology that 
some scholars classify as a combination of 
Latin American liberation theology and sec- 
ular Maoism. Carino sees liberation theol- 
ogy as an acceptable part of the theolog’ 
spectrum. “It is respectable, it is not vul 
and it is rooted in one particular way of read- 
ing the Bible," he said. “It is not sin to be call- 
ed a liberation theologian." 

The Roman Catholic view is not al- 
together clear, but observers note that while 
the church has indirectly criticised liberation 
theology, it has not gone so far as to con- 
demn it altogether. Claver has a ready expla- 
nation. He said that though there are some 
forms of liberation theology which 
are in line with the church's aims, the 
brand practised by the CNL is what he 
terms “heavily Marxist.” As he 
points out: "The question is, how do 
you bring about liberation?" 


n an effort to counter the ideas 

behind the CNL, the Catholic 

Bishops Conference issued a 
toughly worded pastoral letter in Jan- 
uary 1987 forbidding priests holding 
official positions in the church fr 
joining or supporting political org: 
sations which advocate class struggle 
or violence as a means to social 
change. “It was very carefully 
worded," Claver said. "The church is 
saying you can choose your politics, 
but you must push it as an individual 
person and not in a way which will 
compromise the church." 

Just where the balance lies among the 
bishops is a matter of some debate. The per- 
ception in some quarters is that perhaps 1596 
of the 100 or so active bishops are progres- 
sively minded, a greater number lean to- 
wards conservatism and the rest — exampli- 
fied to some degree by Manila Cardinal 
Jaime Sin — float back and forth with the 
tide. Claver feels the line cannot be drawn 
and that it depends on individual issues. 

The CNL’s report card on the church 
hierarchy makes broad distinctions between 
individual bishops, praising Infanta Bishop 
Julio Labayen at one end of the scale for 
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adopting consistent progressive positions 
and heaping criticism on figures such as 
Archbishop Orlando Quevedo and Bishop 
Alberto Piamonte for their “ultra-reac- 
tionary” views on such issues as land re- 
form. | 

“There is much dissension, polarisation 
and tension within the churches as a result 
of a constant realignment of forces among 
the reactionaries, the progressive reformists, 
the radical progressives and the rev- 
olutionaries,” the report asserts. “Each 
force attempts to articulate its position as 
' that of a whole denomination or even the 
whole church. Each force attempts to push 
and pull towards definite political directions 
and options regarding questions of state and 
revolution." 

What is certain is that in the struggle be- 
tween the military and the CPP, the churches 
inevitably find themselves in the middle. 
The CNL claims US imperialism needs the 

rches for psychological warfare and in- 

gence operations, seeking to "take ad- 
vantage of the apocalyptic mindsets still 
operating in Christianity whereby social 
change is seen in terms of the battle between 
the forces of God and Satan." 

Certainly, the literature handed out to 
villagers by civic-action teams makes it clear 
that religion is one of the most important 
weapons in the fight against the godless. In 
more sophisticated cases, the language is 
deverly mild and reasonable, de- 
scribing communists as "the world's 
most persistent evangelists," label- 
ling Christians by way of comparison 
as "often lazy, complacent and self- 
satisfied" and criticising the church 
for its lack of social concern, for its al- 
liance with the well-to-do middle 
classes and for its neglect of the 
working class. 

Perhaps the most widely distri- 
buted pamphlet, however, is a car- 

-style fold-out. Under one panel 

wing a sickle being used to pull 
down a cross while a hammer strikes 
at its base, the caption reads: “The 
communists will try to destroy the 
church because it is a big hindrance 
to their objective.” Under the next 
panel, which depicts a priest holding 
a rifle and a Bible looking at a ham- 
mer and sickle superimposed on a 
cross, the message is closer to the bone: 
“Fooling the priests and the sisters is the first 
way of destroying the church.” 

The military mindset is that church 
workers either have direct links with the NPA 
or have been duped into work which bene- 
fits its activities — either political or military. 
However, it has been careful not to attack 
the church as an institution and even less 
the bishops as a group, but rather those it 
considers to be progressive and therefore 
dangerous. 

However misdirected and overly 
generalised that view may be, it was given 
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added impetus two years ago when. evi- 
dence emerged indicating that substantial 
amounts of money were being channelled 
through the Nassa to the CPP. Although 
Claver said he did not make a firm judgment 
on where it was going, ^we had strong sus- 
picions it was happening," with perhaps as 
much as 30-60% of the funds for individual 
projects being siphoned off into the under- 
ground. 

Since then, the Nassa's operations have 
been streamlined and projects, most of them 
small and community-based, can only be 
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processed if the bishop in the concerned dio- 
cese gives his approval. The result, a source 
said: less overseas funding and complaints 
from CPP cadres that the money they had 
previously been getting through the church 
has dropped off dramatically. 

The Roman Catholic Church so far has 
been singularly unsuccessful in intervening 
directly in the conflict. In July 1988, it pro- 
duced a pastoral letter hitting out at abuses 
committed against the civilian population by 
both sides. In effect, it was asking for a 
humanised war, a somewhat naive pro- 
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Roman Catholic nuns watched by troops. 


posal that it quickly replaced with an appeal 
for an end to hostilities. Both that, and an 
equally futile call by a private group for the 
creation of special peace zones, fell on deaf 
ears. 

Individual church leaders have become 
increasingly strident in their criticism of vigi- 
lantes and other locally raised militia. When 
the issue was first discussed in 1987, the 
bishops were divided. “We couldn’tcome out 
and condemn the whole because in some 
areas they were under control and in others 
they weren't," Claver said. The criteria the 
bishops finally arrived at were simple though 
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problematic: where the vigilantes represent- 
ed a genuine expression of people’s power, 
then the church was satisfied. 

In Mindanao, however, where nine 
priests and church workers have been shot 
dead since 1987, the criticism has continued 
unabated. “We cannot speak our minds 
without being harassed, tortured or even 
killed,” Bishop Antonio Tobias said in a re- 
cent hard-hitting statement. “It has been this 
way during the time of Marcos and even 
more so during the time of President 
Aquino — an experience of domination 
through constant attempts to instil fear in 
us.” 

The Armed Forces of the Philippines 
formed the Church Defence Consultative 
Conference (Cadence) in June 1988 with the 
aim of looking into problems between the 
church and the military and to foster cooper- 
ation and critical assistance between them. 
But the Catholic bishops have disclaimed 
membership, wary about making any move 
that would smack of an alliance between the 
church and the military or of fudging the 
distinction between the military and the civi- 
lian bureaucracy. 

While the bishops conference does take a 
generally ambivalent attitude towards the 
insurgency, it is unlikely to disengage from 
involvement in political affairs. In 1972, the 
bishops could not even agree on a statement 
when they tried to address the issue of 
martial law. Fourteen years later, 
fully 90% of the conference voted to 
condemn the Marcos regime before 
its downfall. 

“That figure is still correct," 
Claver said. "We look at the issues di- 
rectly now. We don't go through the 
hassle of deciding whether we 
should involve ourselves politically." 
The question that remains, of course, 
is how the church will address its 
concern for social and human issues 
while charting a course which does 
not appear to favour one side or the 
other. 

At this point, the bishops have 
been reluctant to actually press the 
issue of human rights and govern- 
ment corruption, largely because it 
would appear to be favouring the 
Left. Bishop Teodoro Bacani under- 
lined that view when he said the 
church will not be “drawn into manoeuvr- 
ings to whip up religious intolerance. What 
this government needs is time.” 

The NCCP, which has been less suppor- 
tive of the Aquino government and is op- 
posed to the retention of US bases on the 
grounds of national sovereignty, does not 
seem to harbour the same qualms. As 
Carino put it: "Simply because some church 
bodies have taken up positions that conform 
with those of the NDF does not mean they 
are part of that front." Convincing the mili- 
tary of that is likely to be an extremely dif- 
ficult task. a 
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PHILIPPINES 2 


Insurgents ready to sacrifice legal Left allies 


Lesson in blood 





By Margot Cohen in Sorsogon 








hen the communist New People's 
Army (NPA) assassinated Ameri- 
can military aid official Col. James 
"Nick" Rowe in Manila on 21 April (REVIEW, 
4 May), it seemed ironic that the former 
Green Beret lost his life inside an armoured 
car after managing to survive five years in- 
side a Viet Cong prisoner-of-war camp. 

Yet new evidence suggests that Rowe's 
Vietnam experience was not coincidental to 
his selection as a target. Speaking at dawn in 
an NPA stronghold in the hills of Sorsogon, 
a typhoon-ravaged province in Southern 
Luzon's Bicol region, senior cadre Celso 
Minguez told the REVIEW that the com- 
munist underground wished to send "a 
message to the American people" by killing 
a Vietnam veteran. 

"We want to let them know that their 
government is making the Philippines 
another Vietnam," said Minguez, a founder 
of the communist insurgency in Bicol and 
participant in the abortive 1986 peace talks 
with President Corazon Aquino's govern- 
ment. "The American people must learn 
that internal problems in the Philippines 
must be solved by Filipinos." 

If Americans realise that "their sons and 
daughters may be driven here to the Philip- 
pines to fight Filipinos," they might pres- 
sure the US Government to withdraw its mi- 
litary bases from the Philippines, Minguez 
argued. 

In playing on the symbolism of Vietnam, 
the underground sought to highlight the 
broader theme of US intervention. Indeed, 
in the weeks following the killing of Rowe — 
chief of the army division of the Joint US Mi- 
litary Assistance Group (JUSMAG) — the in- 
surgents have been successful in renewing 
public debate over the US role in the pro- 
tracted Philippine conflict. 

On 18 May, for example, a Philippine 
House of Representatives subcommittee 
heard testimony to clarify whether JUSMAG is 
in fact directly involved in the counter-in- 
surgency effort. 

Subcommittee chairman Vicente Rivera 
Jr rejected the notion that JUSMAG simply 
facilitates the procurement of arms and 
equipment for the Armed Forces of the 
Philippines (AFP). Defence secretary Fidel 
Ramos will be called to the legislature to ex- 
plain further. 

According to diplomatic sources, US 
Ambassador Nicholas Platt and his embassy 
staff are also preparing material to explain 
what JUSMAG does, in an effort to put a stop 
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to speculation over its supposed role in the 
counter-insurgency campaign. 

Meanwhile, the US State Department 
has unwittingly strengthened the com- 
munists' hand with an untimely vote of con- 
fidence for so-called Citizens Voluntary Or- 
ganisations, defined as unarmed anti-com- 
munist groups, and Citizens Armed Forces 
Geographical Units, their paramilitary coun- 
terpart. Both were to replace the Marcos-era 
Civilian Home Defence Force and the as- 
sorted vigilante groups that have mush- 
roomed throughout the country since 1986. 

The communists had accused Rowe of 
participating in the training and outfitting of 
the new organisations, a charge denied by 
the US Embassy in Manila. But as one well- 
placed diplomatic source put it: "The target 
they picked was logical because of the very 
nature of his position. He [Rowe] was given 
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Minguez: blood message for the US. 


to lecturing on counter-insurgency and that 
sort of hands-on stuff. He was a high-profile 
guy.” 

In a report delivered one week after 
Rowe's killing, the State Department told 
US House and Senate committees on ap- 
propriations that Philippine efforts “to es- 
tablish a government-controlled militia and 
unarmed citizens’ groups will be success- 
ful.” 

It added: “We further believe that the 
Philippine Government is committed to tak- 
ing adequate precautions to ensure that they 
observe human rights.” 

The report emphasised that the transi- 
tion to the new groups had not been com- 
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pleted. As of February, the AFP had trained 
more than 17,000 of their members, de- 
ployed in 198 company-sized formations, 
each under the command of a regular army 
officer. By the end of March, that number 
had more than doubled and the AFP was 
preparing to phase out the remaining 21,600 
militiamen of the Civilian Home Defence 
Force. 

The State Department endorsement was 
viewed locally as added evidence of Ameri- 
can intervention and disregard for human 
rights. Both local and international human- 
rights organisations have catalogued abuses 
by the new citizens' organisations, pointing 
out that lapses in screening have allowed 
the same wayward vigilantes to join the new 
groups. 

In downplaying these abuses, the State 
Department said "there is credible evidence 
that some individual cases [of abuses] are 
fabricated by the Communist Party of the 
Philippines (CPP) and noted that 
church-backed human-rights group in 
Philippines was "considered by many to 
have links to the CPP." 

In the highly polarised cities and barrios 
(villages), such labelling of human-rights 
workers and other activists grouped under 
the rubric "legal Left" has already proven 
deadly. 

And as the underground Left intensifies 
violence in urban areas — a “Strategic 
counter-offensive” kicked off with the Rowe 
killing — members of the legal Left worry 
that they will be the easiest targets for mili- 
tary and paramilitary retaliation. 

In the most startling and ominous part of 
lengthy interview in Sorsogon, Minguez in- 
dicated that the communist underground 
was ready to sacrifice the legal Left to 
achieve its goals. 

Not only are the rebels aware that their 
new strategy will magnify rightwing pres- 
sure on legal groups, he said, but they calcu- 
lated that the strategy would drive mem 
of these groups underground. As Ming... 
put it: “We need cadres in the armed strug- 

le.” 

à He acknowledged, however, that the 
plan does have its drawbacks. “It’s very 
hard for us if there is no legal organisation 
that echoes the justness of the national 
struggle," he said. "It's a big problem." At 
present, he said, the underground does not 
control the leadership of groups on the legal 
Left, though rebels participate in some 
groups as rank-and-file members. 

Asked whether the new strategy was not 
unfair to those on the legal Left seeking 
change through non-violence, Minguez re- 
plied that there was no choice. "We resist 
foreign intervention. We have to strike. If 
we don't strike, it is irresponsibility to the 
people," he said. "When people are forced 
to side — to go to the revolutionary camp, or 
go to the reactionary camp — it is not the 
doing of certain persons. It is the doing of 
the struggle." Ei 
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IVECO: in 1975, four prestigious tra- 
de-marks, FIAT, MAGIRUS, UNIC 
and OM, are grouped under one name. 
IVECO: a complete range of trans- 
port vehicles with high performance 


BORN IN EUROPE, Ti; 
e AT HOME IN THE WORLD 


IVECO: a growing organization 
offering 3.500 service points and a 
network of professional dealers. 


IVECO 


THE BEST OF EUROPEAN TECHNOLOGY. 













IVECO NETWORK: 

AUSTRALIA: INTERNATIONAL HARVESTER (IHAL), South Melbourne. BRUNEI: CHAMPION MOTORS BRUNEI, Negara 
Brunei Darussalam. CHINA: IVECO FIAT REP. OFFICE, Beijing- NANJING MOTOR CORPORATION, Nanjing - CHINA NATIONAL 
AUTOMOBILE INDUSTRY I.E. CORP, Beijing - DIESEL MOTOR REPAIRING FACTORY, Shangai - QINGDAO SIFANG AUTOMOBILE 
REPAIRING PLANT, Qingdao - XUZHOU REFITTING AND REPAIRING PLANT, Huzhou. HONG KONG: GILMAN MOTORS, 
Hong Kong. SINGAPORE: CHAMPION MOTORS (1975), Singapore. THAILANDIA: ANGLO-THAI, Bangkok. 


Swissair Customer Portrait 24: Dynamite Tommy and the “Color” band, Tokyo, photographed BY Alberto Venzagó?" 
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Traveller s Tales 


dare say the arrival of Australian senior 
diplomat Richard Woolcott in Peking 
recently could have been better timed. 

He was on his way round the capitals 

of East Asia as envoy of Australian Prime 
Minister Bob Hawke, sounding regional 
reactions to Hawke's proposal that the re- 
gion should set up a Forum of Pacific States, 
including the US and Canada. I know, I 
know: the idea is not a new one, and I am 
guilty myself of having written at some 
length about some of the similar ideas which 
preceded it. Indeed, Hawke's brain-child al- 
most coincided with a Japanese initiative 
tioned in this column recently (REVIEW, 

fay) which was floated by the Ministry 

of International Trade and Industry to the 


chagrin of the Foreign Ministry, though’ 


both now seemed content to let Australia 
pick up the baton and run with the Pacific 
get-together idea. 

The unfortunate Woolcott arrived in Pe- 
king to talk to Premier Li Peng who had 
some rather distracting other matters on his 
hands, like the aftermath of the funeral of 
Hu Yaobang and the visit of Soviet Presi- 
dent Mikhail Gorbachov, to say nothing of 
the masses of students in the streets of 
China's cities. The timing was a little off, but 
then, so was China's. 1 wonder who was the 
unfortunate who put the final chop on the 
arrangements for Peking to play host to an 
annual meeting of the Asian Development 
Bank on 4 May, the day which marked the 
70th anniversary of one of China's landmark 
revolts by intellectuals and students. Not the 
same man, one supposes, as agreed to the 
t — goftheSino-Soviet summit so soon af- 
t ards. 

Rightly, emphasis has been laid on the 
demonstrators’ demands for democracy. 
But they also showed their fury against cor- 
ruption in high places, particularly among 
the higher Party cadres. One of their chants 
consisted of a three-line verse, which a 
Chinese friend has translated into an al- 
most-rhyming triplet: it gives some idea of 
the demonstrators’ anger (an empty sleeve 
is one that contains no money — or bribe): 


The cadres of Mao Zedong, in their 
sleeves, only air. 

The cadres of Hua Guofeng have all dis- 
appeared. 

The cadres of Deng Xiaoping are all mil- 
lionaires. 


The people of Hongkong, I have often ar- 
gued, form a community which is one 
of the world's most politically sophisticated, 
which is why I get so mad when lordly Lon- 


1 JUNE 1989 





don officials or myopic Peking cadres state 
that the place is not ready for democracy. 

They demonstrated their sophistication 
again by massing in their hundreds of 
thousands last weekend while typhoon 
Brenda swept them with 100-mph winds 
and 10 inches of rain: pro-democracy 
demonstrations aimed at Britain or the 
Hongkong Government attract tiny rallies. 
Patriotism ran high, but the masses showed 
that the people of Hongkong realise the 
futility of appealing to any power other than 
Peking: China's leaders will decide the level 
of democracy and autonomy which Hong- 
kong will be granted. 

The crowds in the Chinese cities marked 
a historic moment: the loss of the Party's 
face, its legitimacy and its capacity to control 
the country. And, unlike a democracy, a 
one-party state has no means of renewing it- 
self. The Hongkong demonstrators showed 
clearly their reaction to Peking’s proposal to 
impose a similar system on them after 1997. 


The whole process of China's emergence 
out of feudalism and into modernity is 
fraught with problems, large and small. 
Among the smaller is the matter of titles. In 
the bad old Maoist days, one was blandly in- 
troduced or referred to "the Responsible Of- 
ficial of the Department Concerned." Today 
one is handed cards such as: 


Vice-whole Manage of the Tobacco Mechanical Bloc Co. Kunming 
Kunming Machine 2 Factory of the Part-time-job Factory Director 


Xu 


Ruiling 


Add: Jinmas! East Suburbs 
Kunming China 


Tel: 72716 72724 
Cable: $845 


I hope Xu Ruiling knows whether he is 
coming or going, being a vice-whole man- 
age as well as director of a factory offering 
part-time jobs. One of the most hilarious of 
such excursions into the English language 
occurred when Peking residents received 
the following invitation: 


|. LNVLTATLON 

| Mr.Cao Youg requests the horrour of your 
Presence at the Inouguration of the Paint 
| -ing Exhibition of himself on Tuesday mor - | 
ada Febrary 14 1989 at 10 o’clocR At - 
| Beijing Artist Gallery (Beijing Concert 
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There are sad overtones to this “Lnvltat- 
lon" requesting the horrour of one's com- 
pany, for Cao Yong is one of the avant-garde | 
of Chinese art, and comes from Tibet. 


Not surprisingly, it is when China's new 
entrepreneurial class ventures into promo- 
tional prose that errors occur most fre- 
quently. 

It was with the speeding up of the 
development of China's coastal cities in 
mind that the mayor of Dalian, Wei Fuhai, 
wrote to potential guests inviting them to 
attend a get-together called "China Inter- 
national Business Conference and Negotia- 
tions" to be held in the city from 25-28 
May. 

The mayor's invitation concluded with a 
flourish and an unforgettable misprint: 


Dear Mr. and Mrs, Dalian is the win- 
dow of foreign economic cooperation of 
China and a beautiful tourist city as well. 
Kind hospitality, A-class service and ex- 
pected fruitful outcome will add the beauty 
and charm of Dalian spring in May. She is 
inviting you and your friends to come as 
quests. It is our firm belief that your visit 
and stay here will be worthwhile and 
forgetable. 


Matters also tend to go wrong when the 
Chinese are naming a new line of products. 
This is the latest brand of tissues on sale at 
Peking's Friendship Store: 
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— if that was the brand name in English 
they finally decided on, the mind boggles at 
some of the other names the makers must 
have considered. 


Occasionally, as this paragraph from a 
sports report in the China Daily proves, a 
misprint can be more accurate than the cor- 
rect version: 
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SOUTH KOREA 


Workers embrace unions and radical politics 


Drudges with grudges 


By Mark Clifford in Koje-do 


urrounded by books on the struggle 

of workers and histories of clashes 

with the dictatorship, six shipyard 

workers are gathered in the library 
they started on Koje-do, an isolated island 
with little more than a few rice paddies 
sculpted out of the steep hillsides and the 
massive Daewoo and Samsung shipyards 
which between them employ more than 
15,000 men. As it usually does, the conver- 
sation soon turns to wages and working 
conditions. 

"| don't blame the people who make lots 
of money and who get stock bonuses from 
their companies," says Lee Chol Hwee who 
works at the shipyards. "I blame society, 
which provides these kinds of opportunities 
for some and not for others. Something has 
to be done to change society.” From their 
isolated island, about as far from Seoul as 
one can be and still remain in South Korea, 
the radical unionism of Lee and his fellow 
workers has broadened into a critique of 
South Korea's development and the widen- 
ing gap between rich and poor, an insistence 
that US troops withdraw and that Korea be 
reunified. 

For workers, places such as the ship- 
yards of Koje symbolise the apartheid of 
Korea; they are seen to be the tribal home- 
lands of a country that promised its workers 
that riches would be shared when the coun- 
try propelled itself into the ranks of the 





developed world. Last years Olympics 
showed the world that South Korea had ar- 
rived. But workers find that with every spi- 
ral of real estate prices, with every surge in 
stock prices, they slip further behind the 
executives and office workers of Seoul. 

The conversation among shipworkers on 
Koje-do can be heard throughout the coun- 
try these days, from inner-city church base- 
ments to union organising offices, from the 
shabby houses to the cheap restaurants that 
make up the terrain of working-class South 
Korea. The talk travels a road of bitterness 
and alienation; its mile-posts are radical 
nationalism, a lust for revenge and a desire 
for dignity and respect. 

South Korean workers want much the 
same things workers everywhere want. 
They are fighting for better pay, more con- 
trol over their working conditions and 
hours. They want to improve the conditions 
that make it more likely for South Korean 
workers to be killed or injured on the job 
than in any other industrialised country. 
And, what their bosses seem to have the 
most difficulty with, they want dignity, re- 
spect and power. 

Increasingly, however, they want funda- 
mental social change. "There are people 
working hard and earning little, while 
others are working little and making much," 
says Paek Soon Hyun, a 30-year-old form- 
er Daewoo Shipyard worker who was 
fired for his union activities. "The prob- 
lem is prevalent in Korean society and it 


tic gesture. 





should be attacked as society's problem 

It is this link that Paek and other activis 
draw between workplace issues and poli 
cal aspirations which has upped the ante 
South Korea's continuing labour strife. / 
the movement has become more political, 
is increasingly difficult to sort out legitima 
wage and workplace issues from violent ac 
driven by high octane political rhetori 
Moreover, the decades of bitterness, and tl 
inability of the government to build neutr: 
mediating institutions between mar 
ment and labour, make it likely that th 
bour movement will take an increasing 
radical course. 

There has never been a legitima 
framework to resolve labour-manageme 
disputes, so both sides follow a strategy 
brinkmanship. But with management d 
credited, and feeling guilty over the use 
police and the state to quell labour deman 
in the past, workers are enjoying the upp 
hand. Fuelled by a passionate sense of t 
moral righteousness of their cause, worke 
seem to have become more, not less, viole 
in the past two years. 


new generation of workers is lea 
ing South Korea's labour mov 
ment. The shipyards and factori 
are filled with young people wł 
grew up on rice paddies but left th« 
parents’ farms to find work. They can 
of age in a more affluent South Korea ar 
they are determined to get their sha 


standard preparation in case the group wanted to make a drama- 


Neither the poison nor the paint thinner was used at the time. 


Unlikely hero 


The case of Wee Chai Hak, one of the dozen ship workers who 
came to Seoul six months ago to press their case for unionising 
Samsung's Koje-do shipyards, offers a tiny glimpse of the baffl- 
ing, extremist tinge to South Korea's labour movement. The 40- 
year-old Wee is a shy man, an unlikely hero. But last November 
he swallowed rat poison and survived. 

“I was really frustrated at not being able to form a union," says 
Wee. Older than many of the other activists, Wee earns about 
US$12,000 a year and has two children to support. Nonetheless, 
he became active in the movement to unionse Samsung's ship- 
yard, which began in earnest last April. 

During the week they spent demonstrating in Seoul, one of 
their group went and bought 20 litres of paint thinner and 12 
boxes of rat poison. It was simply part of the theatre of protest, a 
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But when Wee headed back to Seoul for another demonstration 
at the end of the month, he stuffed the poison into his pocket. 
"Either we achieve our goal or we die," he and three friends 
vowed. Police stopped his car at a roadblock at the only bridge off 
Koje and security agents dragged Wee off. He swallowed the rat 
poison and spent the next eight days in hospital. 

Wee likes to claim that he took the poison because he thought 
the security agents were going to kidnap him and he was afraid 
of being killed. Several months earlier, he had been kidnapped 
by Samsung managers who were trying to frighten him into giv- 
ing up his organising efforts, he says. Fellow activists claim he is 
a hero, and they use the incident as proof of the difficulty of or- 
ganising unions. “He thought if he was caught this time it would 
be over," says a colleague. But as one listens to Wee, it emerges 
that it was not so much fear of death as a sense of futility and 
exhaustion, and the desire for a grand gesture. m Mark Clifford 
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the spoils. This new generation does not 
remember the privations of the post-Korean 
War period, and they no longer accept the 
idea of shared sacrifice for national develop- 
ment. 

The historical signposts of the younger 
generation are the 1980 Kwangju uprising, 
in which more than 200 people died, and the 
harsh repression of labour during the ad- 
ministration of former president Chun Doo 
Hwan. The period of rapid political changes 
that began in the summer of 1987 has given 
this younger generation an opening, an 
avenue for protesting the hyperactive pace 
of industrialisation and development. “It 
wasn't that we didn't think of unions be- 
fore," says the Daewoo leader. "We just 
didn't have the chance." 

The labour movement developed a bit- 
ter, underground character during Chun's 
Fifth Republic. Workers formed unions and 
staged strikes, though these were usually 
eicekly crushed by the police. Study circles 

everything from 19th-century labour 
rustory to Latin American liberation theo- 
logy and doctrinaire communist texts. Much 
of this was invisible, but when politics 
became freer, the activists surfaced. 

The challenge presented by union 
organisers is more powerful because 
the number of workers has been 
swollen by the rapid pace of indus- 
trialisation in the 1980s. Manufactur- 
ing employment has nearly doubled, 
with 1.7 million new manufacturing 
jobs created between 1980 and 1988. 
Union activists found a willing audi- 
ence among workers who had never 
thought about laws, rights or injus- 
tice. 

Typical of these new activists is 
Lee Hyang Soon, who left her par- 
ent's rice farm in Cholla province six 
years ago. She says that workers at 
her electronics assembly factory 

etimes had to work a single 35- 

r shift, from 8 a.m. Monday 
morning to 5 p.m. Tuesday after- 
noon, when orders were heavy. 
“The company was not obeying the 
law,” says the 24-year-old organiser 
in Pupyong, on the outskirts of 
Seoul, “but we didn’t know about 
the law.” 

The new jobs have been filled 
by young men, and increasingly 
women, from the countryside who have 
broken away from the straitjacket of Korea’s 
rigid family hierarchy. One small sign of 
change was the conflicting tugs they felt 
during the 1987 presidential campaign. 
Many of their parents urged them to vote for 
ruling party candidate Roh Tae Woo in the 
1987 presidential election, and if they had 
lived at home they almost certainly would 
have. 

But even filial piety is fraying under the 
stress of industrialisation. “The workers don't 
want to listen to their parents,” says an activist 
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in Kuro, a working-class district in south- 
western Seoul. “My mother’s life was one of 
obedience,” says Lee. “But it was under- 
standable, given the situation in Korea. Now 
women have to take control of their lives.” 

Far more affluent than the generation be- 
fore them, and among the highest-paid blue 
collar workers in South Korea, shipyard 
workers are still bitter. 


t's difficult for me to say I want my 

children to become doctors or lawyers 

because I know damn well that in 

Korea children of labourers don't be- 
come lawyers or doctors," says Song Hong 
Sik, a 34-year-old worker at Daewoo Ship- 
yard. “None of us has ever set foot inside a 
university," adds one of the half-dozen 
workers clustered around a table in the 
Koje-do library. "None of us have friends 
who are university graduates." 

In a country where educational creden- 
tials are a prerequisite for upward mobility, 
lack of a college education is a powerful in- 
hibition. More galling to these workers in 
their everyday lives is the lack of respect 
shown to them — for example the “talking- 
down" that is apparent in the hierarchical 





Workers travel a road of bitterness and alienation. 


Korean language used by younger mana- 
gers who are university graduates. 

Against this backdrop of understandable 
frustration with low wages and poor work- 
ing conditions has come a new strain of 
politically tinged activism. Prominent is a 
xenophobic nationalism which questions 
the whole process of development. 

“It’s a little better,” says one of the ship- 
yard workers, comparing his life now with 
life on the farm he grew up on. “But [eco- 
nomic development] hasn't been that great 
for labourers. The benefits have been limited 
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to the upper echelon.” These workers, how- 
ever, are unable to come up with a better 
scenario for development, other than to say 
“we should have relied more on our own 
power, and less on foreign debt and foreign 
companies.” 

Many activists take this reasoning a step 
further, and claim that US economic, politi- 
cal and military domination is at the heart of 
South Korea’s problems. “Korea is little bet- 
ter than a colony [of the US],” says Kang 
Yong Gil, a union leader at the Daewoo 
shipyard. The US is only in South Korea for 
its own interests, he says, not to protect the 
country from the North. “There’s no possi- 
bility of a North Korean military attack. They 
don’t have the strength.” 

The retreat to nationalism has been fuel- 
led by the workers’ isolation and historical 
exclusion from politics and power. Lied to 
for so many years, they now choose to be- 
lieve nothing that the company or govern- 
ment says. “The company says that textile 
and footwear companies around Pusan and 
Taegu are going bankrupt because of high 
labour costs and currency revaluation,” says 
a shipyard worker. “They always say that.” 
The fact that it is now true does not matter: 
the perception is that this is another 
dose of propaganda. 

There is little hope that this gulf 
will be bridged soon. There is a legal 
and institutional vacuum which no 
intermediate institutions have filled. 
And as opposition political figures 
Kim Dae Jung and Kim Young Sam 
have moved towards the centre in re- 
cent months, they have left workers 
behind. 

“They are opportunists,” says Lee 
Hyang Soon. “They are not the party 
we need for workers . . . Until now, 
workers didn’t participate in political 
issues, because we didn’t recognise 
political problems. Now we need a 
party for workers.” 

For all the talk of political parties, 
activism among workers is a move- 
ment in which the sense of Korean 
identity, though eroded, still domi- 
nates. In the Koje-do library, Paek 
Soon Hyun, who has been fired by 
Daewoo, exemplified this sentiment. 
Along with his bitter complaints, 
Paek says: “I love Korea and I want to 
make it better. You must understand 
that what I am saying about the company 
and the country is because I care about 
them, not because I want to tear them 
down." Yet, as the escalating violence 
shows, there are many labourers whose 
anger, or ideology, may lead them to try to 
tear the system down. 

The challenge for South Korea is to bring 
these workers into the mainstream of 
politics and society. Ironically, it may be 
a Korean sense of national identity that will 
provide the glue that liberal democracy can- 
not. L2 
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Rest in peace, Karl Marx 


The Grand Failure: The Birth and Death 
of Communism in the 20th Century by 
Zbigniew Brzezinski. Scribner's, New York. 
US$19.95. 

Capitalism, Communism and 
Coexistence by J. K. Galbraith and Stanislav 
Menshikov. Hamish Hamilton, London. £14.95 
(US$24.80). 





Former US national security adviser 


Zbigniew Brzezinski has always played the 


role of intellectual provocateur, and the part 


he assumes in The Grand Failure is no excep- 
tion. While it concentrates on the Soviet 
Union, his book is a thoughtful, analytical 
survey of the entire communist world, and 
ite decay and efforts at renewal. 

It is difficult to take issue with his view 

t communism is in a "terminal crisis" or 
that we are moving towards a post-com- 
munist world. Marxism-Leninism is in deep 
trouble as an ideology and as a political and 
economic system. 

Will reform save it? Here all pundits are 
in equally uncharted waters. There is no 
precedent or paradigm for what is the most 
intriguing political development of our time, 
one that will shape the world of the 21st cen- 


Brzezinski's characterisation of Mikhail 
Gorbachov as a classic revisionist, the sort 
reviled by Lenin, is compelling. The sub- 
stance of Gorbachov's reforms is an aban- 
donment of traditional Soviet tenets. How 
else can one explain his insistence that he is 


repudiating class conflict as the basis of 


Soviet foreign policy? Similarly, his eco- 
nomic reforms, if fully implemented, would 
end any notion of a socialist economic bloc, 
' ") integrate Moscow's economic future 

' the world trade and financial system 
and diminish central planning to a level not 
much greater than that of Japan or many 
European countries. 

In the Soviet Union as in China, glasnost 
has put the party on the defensive, remov- 
ing its ability to serve as the sole repository 
of truth and fostering a more participatory 
political culture. Gorbachov's political re- 


forms are premised on diluting the role of 


the party, making it more accountable, and 


placing the Soviet Union under the rule of 


law. Indeed, as Brzezinski correctly ob- 
serves, the trajectory of these reforms un- 
dermines the very legitimacy of the com- 
munist party's monopoly of power. Gor- 


bachov has rejected a multi-party future, but 


it is difficult to see how he could sustain in- 
stitutionalised pluralism in a one-party state. 
While few now dispute Gorbachov's ob- 


jectives or his seriousness, Brzezinski is 
leading the pack of sceptics who see in Gor- 


bachov's reforms contradictions which 
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doom them to failure. For Brzezinski, the 
economic and political reforms under way 
have unleashed forces which will almost 
certainly preclude their success. Decentrali- 
sation, he argues, is undermining the legiti- 
macy of both the party's role and the Soviet 
state. Perhaps even more ominously, the 
rise of ethnic nationalism is another cen- 


trifugal force comprising what Brzezinski. 


calls the "dynamics of disunion." His fore- 
cast is of protracted turmoil, an eventually 
slowing down of reform and a bout of re- 
pression and social disintegration. 
Brzezinski’s conclusions may be over- 
hasty. The unparalleled social experiment, 
still in its embryonic stages, will take a gen- 
eration or more to sort itself out. At the end 
of the day, the Soviet Union may settle on 
more modest reforms, or come undone. But 
given what has already transpired, it is dif- 
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Dead, or merely dormant? 


ficult to see how any Soviet leadership could 
put the toothpaste back in the tube. It is 
likely that some measure of openness and 
market-oriented practices will endure pre- 
cisely because the past has become so 
thoroughly discredited. 

As for the nationalist ferment spreading 
like wildfire across the Soviet Union, 
Brzezinski correctly argues that Gorbachov 
must move from a Moscow-dominated fed- 
eration towards a more confederal system. 
The most daunting challenges in this regard 
are the cases of the Baltic republics where 
the specious Soviet claim to legitimacy has 
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been exposed; and of Soviet Central Asia, 
where the resurgence of Islam is a potent 
force. But thus far, Moscow's response to 
the national question has been periodic re- 
pression and a vague commitment to re- 
structure inter-ethnic relations, not the vi- 
sion or hard political choices required to 
fashion a viable alternative to the status 
uo. 

3 Brzezinski’s chapters on China are re- 
spectable for a non-specialist. But he dis- 
plays two flaws that tarnish his analysis: the 
peculiarly American mystification of China, 
and a lack of understanding of its regional 
dynamics. Some of his points are simply 
wrong, and others a bit naive. 

For example, he devotes a section to exa- 
mining the Chinese ideological premise that 
they are at “the primary stage of socialism” 
as if it were a deliberate attempt at ideolog- 
ical flexiblity. In fact, itis a rather transparent 
device to paper over the ideological ban- 
kruptcy of the Chinese Communist Party 
which has thus far failed to erect a serious 
ideological framework for its reforms. 
Brzezinski also credits Peking with political 
reforms that have as yet not progressed 
beyond vague notions of intent. 

Brzezinski has failed to perceive the cur- 
rent crisis of legitimacy in Peking, the unpre- 
cedented discrediting of the party, and the 
lack of direction that has led to putting re- 
forms on hold. The zones of potential 
danger he cites — succession struggles, 
leadership conflict over the strategy of de- 
veloping the coast ahead of the hinterland, 
“commercial communism” degenerating 
into corruption, and runaway inflation — 
are not matters of the future but are all ele- 
ments of the present crisis. 

Oddly, while Brzezinski is acutely aware 
of Soviet ethnic and regional pulls, he great- 
ly underestimates the centrifugal forces in 
China pulling not on the basis of ethnic 
nationalism, but traditional regionalism. Re- 
lative ethnic homogeneity, Peking's ability 
to fuse nationalism with communism, a cul- 
ture more entrepreneurial in nature, are the 
rationale behind Brzezinski's prediction of 
success for China's reforms. 

In the unusual recorded dialogue format, 
the book by the eminent US economist 
John Kenneth Galbraith and his slightly 
more official Soviet counterpart Stanislav 
Menshikov sheds light on the more univer- 
sal problems generated by Leninist systems 
to which not even China is immune. The 
vested interests of the "new class," for in- 
stance, are one of the principal reasons why 
China's reforms have begun to founder. 
China may well gain new momentum, em- 
bark on political reform that will endow the 
leadership with new credibility, and begin 
to make the hard decisions on price and 
other urban reforms. And while China has 
only one generation impeding the reform 
process rather than 70 years of Bolshevism, 
the systemic problems are common to both 
Moscow and Peking. m Robert Manning 
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Hunting the Gugu by Benedict Allen. 
Macmillan, London. £12.95 (LIS$21.50). 
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What is the nature of human evolution? 
What are the qualities that distinguish 
people from animals? Do so-called primitive 





. people who live close to nature think on a 
< higher philosophical plane than materialistic 
= City people? What function do myths and 


dreams serve, and what can fairy tales teach 
us about ourselves? 

Benedict Allen dabbles with these big 
ideas in Hunting the Gugu. But the big ideas 


> remain as elusive as the Gugu themselves. 


The what? The Gugu are ape-men, repu- 


3 ted to live in the isolated corners of Sumatra. 


Similar creatures have been reported 
throughout Southeast Asia and go by many 
names — uyan in Peninsular Malaysia; 
sedapa in parts of Sumatra; yeren in Sichuan, 
China; batutut in Sabah and tua yeua in Thai- 
land. They are the tropical Asian equivalents 
of the abominable snowman. 

Allen is led to the Gugu by a character he 


-= implies is probably fictional, a Mr Theodore 
-> Hull of Penang. Hull was a Japanese PoW 
.. and, while rotting in a Sumatran prison 
_ awaiting his possible execution, he heard of 
-> the Gugu and contemplated the meaning of 
. v life. This, to him, involved the writing of a 


Missing the link in Sumatra 


book which proposes a new theory of 
evolution and man’s future development. 

This is a fine device — a character who 
may or not be real spurring a search for an 
ape-man which also might exist only in the 
imagination. But what follows is disappoint- 
ing, almost as if Allen knows very well the 
questions but wants to see if we are clever 
enough to read between the lines of his em- 
bellished adventures and decipher the mys- 
teries independently. Allen has no interest 
in Peter Matthiessen's up-front use of the 
search for the Himalayan snow leopard as a 
metaphor for a pilgrimage of the soul. The 
metaphysics in Hunting the Gugu is camou- 
flaged out of the story. 

So do the tropical rain forests of Sumatra 
hold a relict ape that may be one of man's 
ancestors? Perhaps the sightings are of 
bipedal orangutans with skin diseases, or 
shaven gibbons, or bears. Are the Gugu iso- 
lated primitive homo sapiens or are they 
simply the result of too much arak? Allen 
realises that the answer will never be suffi- 
ciently empirical to satisfy a scientist. 

The answers, rather, lie within ourse- 
Ives. Referring to Theodore Hull's isolation 
as a PoW, Allen writes: “Could humans 
who felt lonely and confined among nature, 
not create a Gugu? Call it Pan, or a yeti, an 
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It will seem very familiar to Westerners: 


C the Mendelssohn march, the bride's or- 
|. gandy veil, the groom's white tie and tails, 

















. andatthe reception a four-tier wedding cake 
. topped by miniature figures of a bridal 
o couple in Western dress. 


But don't plan on eating the wedding 


cake. It will be made of moulded rubber. Far 


more than a mere decoration, however, this 
inedible confection is the essential prop in an 
elaborate ritual that is now observed at 
early all weddings in Japan. Cutting the er- 
satz cake has all but replaced the Shinto cus- 
tom of exchanging nine sips of sake as the 





ceremonial apex of the marriage rite. The 
- Shinto practice is still observed but cannot 
; match the cake-cutting for melodrama. ` 


Here is how anthropologist Walter Ed- 


. wards describes the moment after the knife is 
~ inserted into a slot in the "cake": “As the di- 


rector steps back he turns a switch releasing 
hot water onto a piece of dry ice concealed in- 
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. Tarted up for the occasion 


side the cylindrical cake stand, causing a 
thick cloud of vapour to envelop the cake's 
base as the emcee makes his announcement. 
The bride and groom remain standing, 
sometimes frozen and sometimes managing 
a smile, with vapour flowing, cameras flash- 
ing, guests applauding, and the music con- 
tinuing to play for a full minute." 

It has not always been this glitzy of 
course. Traditional weddings were com- 
monly held in the home and ceremonies fo- 
cused on the bride's transfer to the groom's 
household. It has only been since the mid- 
1950s, coincidental with the onset of the 
post-war economic boom, that ceremonies 
have been relocated in large wedding halls. 
With that development commercial wed- 
ding specialists began to take ever increasing 
control of the form of the service. And now, 
according to Edward's statistics, only 12% of 
wedding ceremonies (and an even smaller 
percentage of receptions) are held in homes, 
churches or shrines. 

Virtually all of the commercially orches- 
trated affairs now include the cake-cutting as 
well as candle-lighting and flower presenta- 
tion services. There are variations of course. 








elf, a leprec haun, a centaur, that symbolic 
link and go-between with the free, natural 
world, his eF 

After a few months of haphazard search- 
ing, Allen finds himself in the Kerinci 
Mountain region of Sumatra, which he 
might have told us is so rich in unidentified 
creatures, strange plants and animals that it 
has been termed "the attic of Southeast 
Asia" by British naturalist Ivan Sanderson. 

Accompanying Allen is a man known as 
"Telee," the implication being that he took 
his name from the word "television." The 
irony is compounded because Telee is a 
Kubu, a diminutive and isolated people 
from southern Sumatra who are considered 
little better than animals by town-folk. Yet 
the Kubu are said to be able to find the 
Gugu. Here then is a metaphor on which 
the reader can chew — the conflict between 
traditional cultures and modern civilisation, 
the desire by people to deny their close-to- 
nature roots once they get proper clothine 
and a religion which is written down. 

Telee is supposed to show Allen uw 
Gugu. As they get closer to Gugu-land, 
Telee becomes both increasingly nervous 
and philosophically articulate to a point 
which strains our credulity. He disapppears 
in a flash. Allen is wounded while escaping 
the forest. Months later, in repose, he 
realises that "the shadows were saying we 
are only caged by the limits of our percep- 
tion." And what are the Gugu? "Hairy 
angels," Allen concludes. 

E Paul Spencer Wachtel 


At the White Crane Palace where Edwards 
was interned for 10 months of field-work, the 
bride and groom stood with their cake atop a 
raised circular platform powered by an elec- 
tric motor which rotated the couple slowly 
140 degrees in one direction and then back 
the other way. In addition to providing 
photographers with a variety of angles, " 
device helps to prolong the dramatic c; 
cutting moment. Edwards compares the 
technique to the mie, the dramatic pose 
struck by a Kabuki actor and maintained to | 
intensify the emotion. 

None of this comes cheap. The average 
cost of a wedding ceremony and reception in 
1982 was US$8,392. Honeymoon and “prep- 
arations for married life” raised the tab to 
over US$28,000. Little wonder, the author 
comments, that the preferred wedding giftis 
cash: congratulatory gifts (shugi) typically de- 
fray about three-fourths of the cost of the 
ceremony and reception — which, confus- 
ingly, include expensive souvenir gifts pre- 
sented to the guests. 

Modern Japan through its Weddings is a fas- 
cinating backstage look at the wedding in- 
dustry, one which the author views as a win- 
dow on contemporary values. While the 
book is written to rigorous academic stand- 
ards, its lucid and witty style makes it appeal- 





ing to the general reader. m John H. Boyle 
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Ethnicity and the Economy: The State, 
Chinese Business and Multinationals in 
Malaysia by James Jesudason. Oxford 
University Press, Singapore. S$50 (LIS$25.60). 
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Malaysian officialdom seems bent on 
countering public dismay over the economy 
with optimism. The heavily controlled mass 
media have regularly trotted out govern- 
ment statistics showing improved growth 
and increased investment. Yet Malaysians 
will probably remember the 1980s as a period 
of economic decline, dogged by failures and 
remarkable only for its huge scandals. Alter- 
natively, they could see it, as James Jesuda- 
son does, as a time when economic rational- 
ity was sacrificed to political interests. 

His study, though, begins with an ac- 
count of how a form of economic rationality 
ended in political disaster. The violence of 13 
May 1969 put paid to the formula applied to 
the economy by the multi-ethnic coalition 
party (the Alliance) in 1957-69: that of main- 
taining fiscal solvency while leaving it to mar- 
ket forces to direct the economy. 

Anew United Malays National Organisa- 
tion (Umno) élite dominated post-1969 
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Malaysia and substituted an "enlarged" eco- 
nomic role for the discredited "restrained" 
role. They sought to consolidate Umno's po- 
litical powerand realise "the deep cultural as- 
pirations of elevating the relative economic 
power of their ethnic group." The "en- 
larged" state evidently attained these 
goals. 

Its élite’s road to political legitimacy was 
paved with a peculiar brand of economic de- 
velopment having little to do with efficiency 
or rationality, driven instead by "politico-cul- 
tural goals." With the New Economic Policy 

NEP) vastly expanding Malay "group eco- 
nomic capacity,” providing both tangible 
benefit and an enhanced sense of "group 
worth" to the Malay community, Umno 
reaped the political fruits, winning all the 
post-1969 elections. Jesudason shows con- 
vincingly how the NEP was so powerful an in- 
strument of Umno's consolidation of politi- 
cal power that its basic premises were un- 
questioned even in instances of Umno in- 
fighting. 

The state enlarged its economic role by es- 
tablishing numerous state enterprises which 
rapidly became inefficient, mismanaged and 
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which failed. Even atits best, the state’s hasty 


effort to expand Malay corporate equity was 
mostly an enormous “buying of assets for 
cash” rather than “finding avenues to in- 
crease the competitiveness of the economy 
and to develop new niches for future 
growth.” The economic toll this took was ap- 
palling. By 1985-86, the “enlarged” state had 
been transformed into an “overburdened” 
state, saddled with mounting foreign debt 
and a fiscal crisis. 

How did local Chinese capital and the 
multinational companies fit into all this? In- 
tegral to the state’s heavy reliance on the NEP 
was the formidable battery of legislation and 
bureaucratic regulation employed to restrict 
Chinese capital. The state had no intention of 
forging an alliance with the politically much 
weaker local Chinese capital because of es- 
sentially ethnic calculations. Even at the 
height of the economic crisis in 1985-86, the 
state amended the much opposed Industrial 
Coordination Act of 1975 not, until mug 
later, toencouragelocal Chineseinvestm 
but to attract foreign money. 

Under the circumstances, Chinese capital 
could reluctantly form joint ventures with 
Malay partners, refrain from expansion or 
even disinvest. Jesudason reasons, not un- 
like the way Yoshihara Kunio does in his 
study of "ersatz capitalism" in Southeast 
Asia (REVIEW, 22 Sept. '88), that Chinese en- 
trepreneurship was lost as a potential con- 
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tributor to a strong Malaysian economy. 

But Jesudason is not himself enamoured 
of Chinese capital. He shows how, in a farci- 
calimitation of Umno, the Malaysian Chinese 
Association attempted to expand Chinese 
“group economic capacity” by establishing 
the Multi-Purpose Holdings to pool Chinese 
resources and compete with Malay com- 
panies, only to see this enterprise and its 
own political fortunes come to grief in 1986. 

Finally, the state invited the multination- 
als into Malaysia, not as part of a well-plan- 
ned industrial deepening strategy, but be- 
cause they offset any shortfall in Chinese 
capital investment, they created employ- 
ment and provided ad hoc opportunities to 
expand Malay equity through partnerships. 

Jesudason’s overall argument is valid, 
though it could surely have been considera- 
bly strengthened by close attention to Malay- 
language sources. Valuable insights into sev- 
eral contentious issues emerge. Inasense, he 
suggests, it matters little that different classes 
of Malays benefited unequally from the NEP. 
Even those left behind “might be willing to 
tolerate some degree of inequality because 
they take the increase of living standards of 
their peers as a predictor of their future situa- 
tion.” 

For that matter, the ascendancy of Malay 
parvenus, largely through political patron- 
age, served to enhance the Malay sense of 
"group worth” in a business world once vir- 


tually beyond the reach of their community. 
This provides an entirely plausible explana- 
tion (one which Jesudason oddly ignores) of 
why Umno’s enormous intrusion into busi- 
ness, as a matter of principle, never aroused 
serious disaffection in its Malay consti- 
tuency. 

Jesudason’s analysis and criticisms are 





National day parade in Kuala Lumpur: ‘group worth.’ 


neither inaccurate nor intemperate. In con- 
trast to mute statistics, they amount to a 
timely warning against the political instinct 
for horsetrading and the ethnic quota fixa- 
tion that will sadly but almost certainly afflict 
the most urgent debate in Malaysia today: 
what will the NEP be succeeded by? 

u B. T. Khoo 
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Tre Far Eastern Economic Review is 
widely read and has been used by us 
for some years as an effective means of 
communication across the region. 99 
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uc | in billion Lire 
| i Capital and Reserves ,570.4 
p Total Loans and Advances 25,628.9 
C Total Deposits 31,671.9 
s Total Assets (excluding Contra Accounts 38,979.3 





et Profit* 30.5 


* After allowing 55.9 billion Lire for depreciation and 386 billion Lire for provisions. 
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INDUSTRY 


One more effort to save Malaysia s debt-ridden Perwaja steel plant 


Into the melting pot 





By Nick Seaward in Kuala Trengganu 





alaysia’s loss-making state- 
owned steel company, Perwaja 
Trengganu, is making a last bid 
for survival. Its new managing 
director, Datuk Eric Chia, is chancing every- 
thing on an ambitious restructuring pro- 
posal he will put before an increasingly 
hard-nosed government in July. The plan 
entails new investment of some M$700 mil- 
" ı (US$260 million) to install additional 
lting and rolling plant. 

Perwaja already had debts totalling some 
M$1.35 billion as of March 1988 and is ex- 
pected to announce accumulated losses and 
provisions totalling a further M$1.3 billion 
for its most recent financial year. A special 
task force, set up by the Treasury to look at 
the problem of ailing government-owned 
companies, now has to decide whether the 
plant can succeed with the injection of the 
additional investment or whether it would 
simply be a case of throwing good 
money after bad. 

Much will depend on Perwaja's 
performance since the government 
allowed a 26% increase in the 
price of Malaysian steel billets in 
April. Until then, Perwaja was selling 
these semi-finished products at 
below variable cost: now it claims it 
can break even before financing 
charges. 

-hia's gamble involves the revival 
~- .ialled efforts to produce directly 
reduced iron (DRI) at the plant, and 
the installation of a hot rolling mill for 
the production of special grade wire 
rod and bar from Perwaja's own bil- 
lets. In short, he intends to pursue 
the government's original intention 
10 years ago of establishing a fully in- 
tegrated operation making use of the abun- 
dant supplies of natural gas from nearby 
offshore fields. 

The proposal to create an integrated mill 
on the isolated 80 ha site is intended to be 
implemented alongside a financial restruc- 
turing of the company, which is currently 
under consideration by the Ministry of Fi- 
nance. The restructuring involves a write- 
down of the existing capital of M$250 million 
to a nominal few dollars and pumping in 
new shareholders' funds. 

The first stage of the financial restructur- 
ing was completed in March with the trans- 
fer of the 51% stake held by the Heavy In- 
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dustries Corp. of Malaysia to the Minister of 
Finance Inc. This stake is expected to in- 
crease to 81% some time in June as the eight- 
member Japanese consortium, which took 
up 3076 of the equity in the company in 
1982, has indicated its unwillingness to in- 
ject new capital into the project. The Japan- 
ese shares will be transferred at the nominal 
price of M$1, leaving the office of the chief 
minister of Trengganu as the only other 
shareholder, with 19%. 

The second stage involves writing-off 
substantial capitalised  foreign-exchange 
losses and provisions for the diminution in 
value of the plant and stocks. Approval of 
the 1989 accounts has not yet been obtained 
but it is believed that Perwaja intends to take 
a loss of more than M$300 million on cur- 
rency fluctuations involving its M$1.35 bil- 
lion foreign debt, some 58% of which is de- 
nominated in yen and the remainder in US 
dollars. 

Accumulated operating losses to March 
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Perwaja steel plant: survival bid. 


1989 totalled M$175 million and further 
write-downs of plant and stocks are ex- 
pected to result in a total loss of between 
M$700 million and M$1.3 billion — depend- 
ing on how much the government is pre- 
pared to tolerate. 

With Finance Minister Datuk Paduka 
Daim Zainuddin anxious to stop the 
haemorrhage of government funds prior to 
an impending election, this might not be 
very much. Clearly the Japanese have had 
enough. The sale of their stake marks the 
end of an involvement with the plant that 
has never been happy. The leader of the 
consortium, Nippon Steel Corp., was the 
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supplier of the DRI furnace and briquetting 
plant that Perwaja had to close down in Feb- 
ruary 1987, after it failed to achieve guaran- 
teed specifications for metallisation of the 
hot briquetted iron (REVIEW, 30 Apr. '87). 

Nippon Steel subsequently paid Perwaja 
compensation of ¥25 billion (US$179.2) and 
M$47 million (to account for the local com- 
ponent cost of the plant), in April 1987. The 
huge furnace has remained silent ever since 
as a rare monument to Japanese industrial 
incompetence. 

Perwaja's general manager for opera- 
tions, Abu Talib Mohamed, told reporters at 
the site recently that Perwaja is awaiting 
final proposals from two European com- 
panies on the conversion of the DRI furnace 
to use either of two proven reduction pro- 
cesses: the HYL process, or the Midrex pro- 
cess which is being used successfully by 
Malaysia's only other DRI plant at Sabah Gas 
Industries (SGI), in Labuan. 

Abu Talib said that only about 30% of the 
original DRI plant can be salvaged and 
the cost to become operational is ex- 
pected to be M$250-400 million. “The 
moment we are satisfied with the 
technical details, we will talk about 
price,” he said. “We need to go for 
state-of-the-art equipment to remain 
competitive.” 

At present, Perwaja uses scrap 
for 95% of the feedstock for its 
steel melt shop, the remaining 5% 
being hot briquetted iron (HBI) 
imported from Labuan. Originally, 
scrap was supposed to form only 
20% of the charge, as a high propor- 
tion of HBI allows the production 
of purer steel. Perwaja is keen to 
increase its use of HBI so it can pro- 
duce billets of better quality than pos- 
sible at the moment. Until the new 
DRI plant is commissioned, therefore, the 
company hopes to take 250-300,000 tonnes 
of HBI a year from Labuan, for three 
years. 

The current international price of HBI is 
around US$185 a tonne. Perwaja revealed 
that SGI is considering a long-term contract 
price of US$140-150 a tonne and that further 
reductions of US$10-15 a tonne might be 
possible if Perwaja opts to buy pellets of un- 
briquetted DRI. Normally, unbriquetted, or 
"sponge" DRI is too unstable to be shipped, 
but the short distance between Labuan and 
Trengganu should make this feasible. 

Ultimately, however, Perwaja's mana- 
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gers believe integrated production of DRI on 
site is essential to achieve competitiveness 
for the company's billets, which currently 
cost Perwaja M$780 a tonne (including 
transportation), to produce, compared with 
its rivals’ production costs of around M$450 
a tonne and the fixed selling price of M$815. 

The restructuring plan envisages a DRI 
production cost of US$110-120 a tonne, 
which would then provide 4076 of the raw 
material for the four electric arc furnaces. 
The current price of scrap — 70% of which is 
imported — is around US$195 a tonne, so 
the cost savings would be immediate and 
substantial. 

An interim aim of the company is to in- 
crease production of billets from the current 
40,000 tonnes a month to 60,000 tonnes by 
January next year, using the existing plant. 
"We want to go to the government and say: 
look, we can make steel: now we want 
cheaper feedstock’,” Abu Talib said. 

If this impresses the task force and the ex- 
pansion plans are implemented, the aim is 
to invest a further M$150 million in the melt 
shop, to boost production of molten steel to 
80,000 tonnes a month, and a further M$20 
million in a new casting machine capable of 
handling top-grade billets. Only then will 
the commissioning of the new DRI furnace 
be attempted, followed by the rolling mill, 
with completion after five years. 

The rolling mill, costing an estimated 

M$300 million, is planned to have an annual 
capacity of 300-350,000 tonnes of high-grade 
wires and rods — a market that Perwaja be- 
lieves has not been tapped fully in Malaysia. 
Most of the putative production will be ex- 
ported. 
The old — but hardly used — briquetting 
line, meanwhile, will be sold off, as all the 
DRI will be used in Perwaja’s furnaces and 
none exported as intended in Hicom's day. 
In addition to a number of foreign steel pro- 
ducers, SGI has expressed some interest in 
acquiring the line, which cost Perwaja some 
M$30 million. 

This sale to SGI may prove unnecessary, 
however, as the government is still consi- 


. dering the benefits of a possible merger be- 


tween the two companies. However, Abu 
Talib said that such a tie-up would still not 
make Perwaja competitive as SGI's iron 
feedstock would still have to be shipped to 
the Trengganu plant. 

An alternative approach, said general 
manager for corporate affairs, Lawrence 
Lim, would be for the government to merge 
all three steel plants that it owns — Perwaja, 
publicly listed Malayawata Steel and Antara 
Steel. Malayawata's blast furnace was get- 
ting old, said Lim, and it might be better to 
close it down completely and use Perwaja 
billets for its rolling mill. In any case, Lim 
added, "if they want to revive Perwaja, they 
have to rationalise the whole steel industry." 
With domestic billet supply of 1.1 million 
tonnes a year currently exceeding domestic 
demand by 100%, Lim may be right. w 
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Indonesia foresees special assistance continuing 


The soft option 
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By Michael Vatikiotis in Jakarta 


he massive foreign aid that has un- 

: derwritten the Indonesian economy 

since the disastrous crash in oil prices 

in the mid-1980s is to continue — and even 
grow — in the immediate future. 

That was the clear message coming from 
Japan and other multilateral donors of the 
Inter-Governmental Group on Indonesia 
(IGGI), on the eve of their June meeting to 
finalise this year's aid package. 

Despite their various concerns about the 
level of Indonesia's debt (more than US$50 
billion), the use made of the aid and that re- 
cent recoveries in oil price foreshadow im- 
proved foreign-exchange earnings for the 
country, donors seem to have few qualms 
about extending aid still further to the coun- 
try. Indonesia, in fact, has a reputation 
among donors and international lenders as 
an exemplary debtor. 

Foreign aid to Indonesia totalled US$6.1 
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Takeshita in Jakarta: wish list. 


billion last year, according to World Bank es- 
timates. "All developing countries face a 
heavy borrowing strategy," says a senior 
representative of the World Bank in Jakarta. 
"Indonesia is handling it better than most." 

Praise for Indonesia's handling of its debt 
hinges on Jakarta's successful management 
of a debt-service ratio around 39%. The ratio 
is a measure of repayments on foreign debts 
as a percentage of export earnings. 

The IMF currently estimates the total debt 
(including private debt) at US$51.8 billion; 
the World Bank, using broader definitions, 
put it at US$63.3 billion; the Indonesian 
Government says the figure is US$40 billion 
(it includes only public debts). In its 1989 
country report, the IMF warned: "The pre- 
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sent debt-service burden weighs heavily on 
future growth prospects and amplifies the 
vulnerability of the balance of payments to 
external shocks.” 

Indonesia is Asia’s largest debtor nation. 
The country is anxious to avoid borrowing at 
commercial rates that have largely been re- 
sponsible for raising the level of the debt-ser- 
vice burden, especially for yen-denomi- 
nated loans from Japan. The IMF study 
showed that two-thirds of total debt is at 
commercial rates, which contrasts sharply 
with Indonesia’s general eagerness to take 
concessional or soft loans whenever p 
ble, and underscores the government’: 
sire to raise the level of soft loans. There does 
appear to be an upward trend. 

Increased use of more flexible, but costly, 
import-related credits and untied commer- 
cial credits is seen as a long way off. The 
growing concessional component of the 
debt is a result of IGGI, the unique body of aid 
donors chaired by the Netherlands, that has 
consistently granted Jakarta more aid each 
year since the oil crisis. This year’s figure is 
likely to follow the World Bank's recommen- 
dation fora total aid pledge of US$4.2 billion, 
up from US$4.01 billion last year. 

At the heart of the IGGI pledge is the fast- 
disbursing "special assistance" loans. Spe- 
cial assistance was born in the wake of the oil 
crisis when the collapse in oil revenues — 
then the mainstay of domestic revenues — 
almost completely crippled the country's de- 
velopment budget. It is currently a major 
prop of the development budget. For exam- 
ple, in the 1988-89 budget, Japan. > 
provided a third of development fun. 
with aid worth almost Rps 3 trillion (US$1.8 
billion at 1988 exchange rates). Japan's aid 
was equal to about 10% of the total state 
budget. 

Special assistance was never envisaged 
as permanent. Donors agreed after last 
year's record pledge of US$2.4 billion in spe- 
cial assistance that, with good indications of 
economic recovery, the amount should de- 
cline to US$1.5 billion for 1989-90, dwindling 
to US$700 million by 1990-91. The World 
Bank has in its country report actually re- 
vised these figures upwards, showing spe- 
cial assistance this year at US$1.8 billion. 

The Japanese, who bear the brunt of 
the cheap loan burden, want special 
assistance ended sooner if possible. "It 
is not very healthy for a country to be 
needing budgetary support on a regular 
basis," said a Japanese diplomat. They were 
astonished earlier this year when Jakarta ini- 
tially asked for the same amount of special 
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assistance this year as they received in 1988. 

Japan would like more aid tied to pro- 
jects, which is easier to monitor. Project aid 
also tends to allow more investment oppor- 
tunities for the donor country. Why then 
has Japan signalled it will commit US$1.4 bil- 
lion in special assistance and only US$600 
million in project aid at this year's IGGI meet- 
ing? 

According to aid sources, it has been im- 

possible to reduce substantially 
special assistance because 
of obstacles to aid disburse- 
ment. “The level of project 
aid has levelled off in recent 
years, because of the limit- 
ed scope for starting new 
projects," says the World 
Bank. Project aid often falters 
on the lack of local funds to : 
provide counterpart funding. 
The rupiah component of the 1989-90 
€ lopment budget is merely Rps 3.6 
t n (US$2.05 billion) of the Rps 13.13 
trillion total. Moreover, a large part of this 
rupiah counterpart-fund component is 
already provided by foreign aid — a fact 
that raises problems for the Japanese since 
their aid is legally not supposed to be used 
for the purchase of land by the Indonesian 
partners. 

Special assistance is also seen by some as 


Total 


a disruptive factor in development financ- 
ing. Because it is tied directly to the state 
budget, the financing of individual projects 
over several budgetary periods becomes un- 
even and unpredictable. Many donors now 
see the need to untie the development 
budget from special assistance pledges, or as 
one foreign aid official put it, "from the 
whim of the foreigner." 

The alternatives are limited. President 
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Suharto's government has shied away from 
deficit spending and there is no tradition of 
using domestic capital to finance develop- 
ment. The present 90-day limit on long-term 
borrowing also makes it difficult for the gov- 
ernment to borrow from the local market. 
An underdeveloped capital market limits 
the scope for government bond issues. 
Despite signs of a growing — and some 
would say — dangerous dependence on 
aid, Indonesia is happy to carry on borrow- 





BORROWING 2 


World Bank calls for more reform 


Repeat prescription 


IGGI will have firmed up their aid 

pledges before the group's annual 
n...ngin The Hague in June. The tone of 
the talks are an important measure of confi- 
dence in Jakarta's economic policies, and 
donors' attitudes will be influenced by the 
recent annual country reports of the World 
Bank and the IMF. 

The World Bank's report this year again 
reflects the bank's continuing confidence in 
the government's policies. Prudent fiscal 
and monetary management combined with 
regulatory reforms, the report says, has re- 
sulted in "good progress . . . towards restor- 
ing financial stability and stimulating the re- 
covery of economic growth." 

But the bank says more fundamental 
changes in the the legal system and 
the civil service are needed to further 
economic reform, to encourage the private 
sector and investment. The criticism was 
harsher than in previous reports. "To en- 
sure that the legal system does not become a 
major constraint on the deregulation pro- 
cess, it is critical that reform of the legal 


!T ost of Indonesia's aid donors from 
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system is revitalised," the report said. 

The standards and performance of the 
country's 3.6 million civil servants, of whom 
it is said only 15% had had a university edu- 
cation, left much to be desired. "The vast 
majority of civil servants are thus not equip- 
ped to play the new roles expected for the 
civil service," the bank said. Echoing com- 
plaints widely heard from among aid 
donors and foreign investors, the bank de- 
cried the level of corruption in the civil ser- 
vice, which it said was caused by inadequate 
salaries. 

The public sector — including state 
manufacturing, trading, banks and public 
utilities — was also criticised for inefficiency 
and corruption. Over-staffing and manage- 
ment difficulties, the report says, has re- 
duced current capacity utilisation rates to as 
low as 50%. Plans to reform the ownership 
and management structure of state enter- 
prises are in the pipeline. 

Despite the toughest words seen in a 
bank country report for some time, they still 
regard as “realistic and achievable" a 5% a 
year GDP growth rate over the next five 
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ing vast sums at soft rates. Special assist- 
ance, in fact, has become the key to restruc- 
turing Indonesia's debt, improving its aver- 
age maturity and term structure. With the 
peak of the current debt-servicing burden 
due in 1991, Indonesia and its aid donors are 
confident that the debt-service ratio can be 
reduced to 25% by 1993-94. Some calcula- 
tions, however, suggest that expiring grace 
periods on concessionary loans granted 
under special assistance will 
lead to another debt-servicing 
peak after 1995. 

Not all the special assistance 
is so special, argues one local 
17 economist, who points out that 
a significant part of Japan’s con- 
7.8 tribution is handled by the Ja- 
panese Exim Bank at near-com- 
mercial interest rates. During 
the recent Asean tour of Japan- 
ese Prime Minister Noboru Takeshita, pleas 
to lower interest rates on yen-denominated 
loans came close to the top of Indonesia's 
wish list. 

Short of massive injections of domestic 
capital, which would mean resorting to def- 
icit spending, Indonesia has little option 
other than to depend on foreign aid. For this 
reason, the government privately projects 
special assistance continuing throughout 
Repelita 5. * 
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years. This is the target growth rate for the 
government's five-year plan, Repelita 5, 
starting this year. 

The report says that maintaining growth 
in non-oil exports at a constant 10% a year is 
a key factor in realising this target. Emphasis 
is also placed on the need to accelerate in- 
vestment and mobilise domestic resources. 
To this end, the bank recommends that 
trade and investment reforms be continued; 
that real lending rates, currently hovering 
around 17%, be reduced; and that further 
encouragement be given to raising public 
savings. 

Signs of a shift in the bank's lending po- 
licy are detectable in its stress on the non-rice 
agricultural sector. The bank singles out em- 
ployment creation as crucial for "the social 
objectives of providing higher earning jobs 
to a growing labour force and of reducing 
the incidence of poverty [which] have be- 
come more pressing." Sources say the 
bank's forthcoming proposals for tree crops 
and smallholder farming are designed to 
generate better income opportunities for 
farmers and stimulate off-farm employ- 
ment. 

Supporting these developments, the 
bank will be asking for deregulation of In- 
donesia' s important agricultural sector. 
Most likely this will involve measures to re- 
move cumbersome price controls and regu- 
lations that in the bank's view inhibit ag- 
ricultural diversification. 

m Michael Vatikiotis 
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POLICIES 


Thailand's finance ministry, central bank disagree 


| Political interest 


row between Finance Minister 
A Pramual Sabhavasu and technocrats 

at the Bank of Thailand (BOT, the 
central bank) over interest rate adjust- 
ments has raised fears of growing political 
interference in Thailand's economic man- 
agement. 

While Pramual and the bank appear 
to have resolved their differences for the 
time being, some in the banking industry 
believe that BOT governor Kamchorn 
Sathirakul could finally be forced to resign 
because of the clashes, though others 
say the row was simply a matter of poor 
communication. 

However, the incident has revealed the 
deep enmity between Pramual and Thai- 
land’s commercial banks. The minister has 
implied that the banks are getting too fat and 
should have their margins cut for the good 
of the general public. 

The dispute between the minister and 
the bank was over setting new interest rate 
parameters to help increase savings in the 
economy (REVIEW, 2 Feb.). On 10 May, 
Pramual announced a package of measures 
that included increasing ceilings on savings 
and time deposits, removing ceilings on cer- 
tain long-term deposits, and raising tax in- 
centives for certain savings instruments. De- 
posit rates have already hit their ceiling. Asa 


result, money is flowing into unorganised 
credit markets and fuelling higher consumer 
spending. 

Pramual had said that certain rates 
would be floated. It is unclear whether he 
stated the details incorrectly or they were re- 
ported wrongly. But afterwards Kamchorn 
took issue with the ministers statement 
about floating rates, adding that the 15% 
lending-rate ceiling should also be raised. It 
seems that Pramual refused to raise lending 
rates because he wanted to please business 
interests. 

The liquidity of the financial system has 
kept average lending rates well below the 15% 
ceiling. But the BOT wants to adjust the rate 
now in case of a tightening of liquidity in the 
near future or a surge in lending by commer- 
cial banks. 

Pramual and his advisers insist there 
is no need for a change at the moment. If 
and when the economy needs it, adjust- 
ments will be made, they say. An aide said 
that BOT predictions of tighter liquidity were 
too conservative and that, even if there was 
some tightening, the problem could be 
handled as and when it arose. 

A week of meetings between the two 
sides appears to have resolved the impasse. 
A 1-1.5% rise in the one-year fixed deposit 
ceiling is thought to be likely soon. So is a 
one-point increase in the 7.25% savings rate 
offered by commercial banks. A floating rate 
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Rift with India threatens Nepal's forests 


Fuel to the fire 
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“By Kedar Man Singh i in n Kathmandu 0 
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he fuel crisis in | Nepal caused by 
India's suspension of supplies of pet- 
JM rol products for the past eight weeks 
has resulted in massive forestry destruction 
as the Kathmandu government has substi- 
-tuted wood for the kerosene normally used 
to cook food. The long-term damage could 
affect up to 55 million people, government 
Sources claim. 
. Despite the emergency supply of 300 
tonnes of petroleum products from China 
via Tibet, and 100 tonnes of diesel airlifted 
from Bangladesh, Nepal faces a serious oil 
crisis. Most of Kathmandu's buses and taxis 
“have been off the road. Those buses still in 


service have been operating at double capa- 
city. 

Apart from transport problems, about a 
million people in the Kathmandu valley and 
outlying villages are facing acute energy 
shortages. In particular, they lack kerosene 
for cookin 

The s mA has supplied an aver- 
age 100 truck loads of fuel wood to 
Kathmandu valley, and fixed fuel rations for 
a family of five at an average 100 kg of fuel 
wood, or three litres of kerosene, a week. 
Because no more kerosene, diesel or pet- 
roleum is coming into the country, the gov- 
ernment has started felling trees to meet the 
demand for fuel. At least 240 ha of forest is 
lost every day, the secretary for the Ministry 


regime for fixed deposits of one year or mow 
might also be established. 

Meanwhile, Pramuals attack on th 
commercial banks has struck a chord witl 
many Thais. The minister accused commes 
cial banks of maintaining big spreads ane 
making large profits. He cited the 5.5% 
i spe between the one-year deposit ceiling 
of 9.5% and the 15% loan ceiling. | 

The banks say that the actual spread be 
tween average funding costs and lending in 
come is 2.9%, with a net spread of just 0.4% 
after taking into account operating costs 
Nevertheless, Pakorn Thavisin, head of the 
Thai Bankers Association, agreed that there 
was "some benefit [to the ministers po 
licy] . . . the banks have to find more fee in 
come." 

But if Pramual’s statements have im 
pressed the general public, they have 
worried bankers, economists and foreigr 
businessmen. "The Ministry of Finance is 
now 100% political, and the BOT is -x 
weaker," said one banker. 

Concern appears to have been prompted 
by the minister's decision to announce the 
change in interest-rate policy on his own. ir 
the past, interest-rate adjustments have ab 
ways been the prerogative of the BOT. Earlier 
indication of the growing friction was 
Pramual’s decision to begin negotiations 
with foreign banks on new branch licences 
BOT has traditionally been in charge of such 
talks, and had maintained for years thal 
there was no need for more competition in 
the industry. 

BOT is also known to have been upset by 
the government's declaration that the baht 
could be used as the official currency for 
trade with Indochina, a policy which it for- 
mulated without input from the central 
bank. g 


of Forests, Birendra Nath Khunjali, told the 
REVIEW. 

“If we have to prolong this, it Wound 
cause a serious environmental and ecologi- 
cal impact in Nepal, the Indogangetic 
plain of India and Bangladesh,” Khunjali 
said, 

He warned that the current rate of de- 
forestation may lead to serious landslides 
and floods this summer which could affect 
55 million people: 35 million in northern 
India, including Bihar, Uttar Pradesh; 15 
million in Bangladesh, and 5 million in 


- Nepal's alpine regions. 


Nor is the problem confined to cutting 
down fully grown trees. The crisis has also 
set back Nepal's US$1 7 billion, 25-year reaf- 
forestation programme by at least five years, 
with more than two-and-a-half million sapl- 
ings dying because of lack of water. In most 
of the affected districts, saplings depended 
for their water on dieseldriven water 


pumps. For the past eight weeks, the 


pumps have been shut down, and thus the 
saplings have died. a 
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Japan's high priest of PCs 


S Trade Representative Carla Hills’ 

litany of 54 Japanese trade barriers 

was largely predictable. But there 

was one unfamiliar name — TRON. 
The reason for the unfamiliarity is that TRON 
is not a product. Rather, the initials refer to a 
set of specifications, on the basis of which 
many of the biggest names in Japanese elec- 
tronics are hoping to build their domestic 
personal computer business. 

The focus of US concern about TRON is 
the Centre for Educational Computing, an 
organisation set up in 1986 by an unholy al- 
liance between the Japanese trade and edu- 
| n ministries. The centre is currently 
ı ating several TRON-based prototype 
machines with the aim of choosing one to be 
used in Japanese schools. This is a poten- 
tially huge market — some estimates put the 
figure as high as ¥1 trillion (US$7.15 billion) 
— and one the US fears it could be excluded 
from, unless it acts now. 

TRON is the brainchild of Ken Sakamura, 
a 37-year-old associate professor at the Uni- 
versity of Tokyo. His idea was to take advan- 
tage of advances in chip technology to build 
a new stable of ultra-fast microprocessors. 
These, because not constrained by the need 
to maintain compatibility with previous gen- 
erations of software, would process in "real 
time" (hence TRON's initials, which stand for 
The Real-time Operating-system Nucleus) 
— without any finger-drumming pauses for 
the user. 

TRON chips would run software flexible 
enough to handle Japanese kanji characters 
as well as Roman script, something which 
| aims conventional American-designed 
1 processors and software are not good 
at. 

The potential for performing fast Japan- 
ese language processing is a major reason 
why Japan's nothing-if-not-nationalistic Edu- 
cation Ministry favours Sakamura (who 
happens to be one of its employees) and his 
proposal. But it is doubtful if TRON would 
ever have got off the ground had it not been 
for the decision back in 1983 of US micropro- 
cessor makers Intel and Motorola to deny 
. production licences for their latest genera- 
tion, 32-bit, chips. That decision left former 
licensees like Fujitsu and Hitachi with no 
way to upgrade their products. 

Suddenly — miraculously, as it must 


_ have seemed then — up popped Sakamura 


proposing, like some latter-day Moses, to 
lead the companies out of the 32-bit-less wil- 
derness. Biblical comparisons come readily 
in reference to TRON, because in Japan the 
project has taken on many of the trappings 
of a religion, with Sakamura its visionary 
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and high priest, and literally thousands of 
Japanese engineers his disciples. 

A TRON association was formed, initially 
under the wing of the Japan Electronic In- 
dustry Development Association. The as- 
sociation now boasts a membership of 126 
companies, including a handful of foreign 
firms (most notably Intel and Motorola, 
which understandably want to keep an eye 
on what the association is up to). 

A core of enthusiasts — Fujitsu, Hitachi, 
Mitsubishi Electric and, most recently, Oki 
— are collaborating on developing micro- 
processor chips based on TRON specifica- 
tions. Marketing of the first of these chips 
(under the name Gmicro) has just begun. 
With them, the group hopes to capture a 
quarter of the market for 32-bit microproces- 
sors. US firms currently have about 95% of 
this market. 

But while TRON has been gaining 
momentum inside Japan, a potentially signi- 
ficant development has been taking place 
outside. This is the advent of the so-called 





Reduced-Instruction-Set-Computing (RISC) 
microprocessors. 

Compared with the huge, million-tran- 
sistor-plus TRON chips, RISC microprocessors 
are small and fast. They are used to power 
the new workstations — powerful desktop 


computers featuring high-resolution 
graphics — that constitute one of the fastest- 
growing sectors of the computer market. 
Most significantly, the companies that came 
up with RISC chips have been happy to 
license their designs to the Japanese. Fujitsu 
is making the new microprocessors under li- 
cence from Sun Microsystems; NEC, from 
MIPS Computer Systems. 

Gmicro chips will have to compete not 
only against established designs from Intel 
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and Motorola, but also against these RISC 
chips. Without securing a high-volume ap- 
plication to drive down their price, it is dif- 
ficult to see how the Japanese chips are 
going to compete. 

This is why Gmicro makers need the po- 
tentially huge procurement orders for TRON- 
based computers from the Education Minis- 
try. Hence also US fears of trade barriers in 
the making. 

The Americans want to know why there 
is any need to develop a new personal com- 
puter for Japanese schools anyway. What is 
wrong, they ask, with existing machines? If 
ease of use was the ministry's criterion, then 
surely Apple's friendly Macintosh computer 
should have been considered. Especially 
since Apple has placed a great deal of em- 
phasis on developing products for the edu- 
cation market. But Apple is not included on 
the list of 14 makers whose prototypes are 
being evaluated by the government's 
centre. (IBM Japan and Nihon Unisys are 
the only non-Japanese-owned companies 
involved.) 

The ministry's insistence on a special- 
purpose machine seems particularly per- 
verse, indeed explicable only in terms of 
nationalism or the promotion of domestic 
industrial interests, in the light of the fact 
that one brand — NEC's 9800 series — al- 
ready dominates the Japanese market for 
personal computers. (Significantly, the 
reason NEC came to dominate was better 
graphics — the resolution on the original IBM 
personal computers was not good enough 
to display kanji.) 

Although based on a unique standard, 
NEC's machines run MS-DOS, the main 
operating system used by personal compu- 
ters. worldwide, for which there are hun- 
dreds of software packages available, many 
of them available in Japanese. Access to a 
wide range of existing software is always a 
key factor in choosing a computer. 

Everywhere, it would seem, except 
Japan, where the Education Ministry seems 
blithely unaware of the consequences of cut- 
ting off its charges from the rest of the 
world's software base. 

What happens next? Several firms al- 
ready have TRON-based personal computers 
more or less ready to go. Matsushita, for 
example, was demonstrating one at a 
technology fair in Tokyo at the end of 
March. But the giant Osaka-based company 
says it has no plan to market the machine 
until the education authorities have made 
up their minds. Given the US pressure, that 
decision could take a long time to arrive. 

m Bob Johnstone 


i — —— a a — M — P M — — — ——— ———————————————————————————————— 


DU S LN-E- 8-8 —A F E AAR S 





FINANCE 1 


Overseas profits elude Japan's financial institutions 








By Nigel Holloway in Tokyo 





apan's banks, securities firms and in- 
surance companies have made deep in- 
roads into the financial markets of 
urope and the US in the past three years. 
As the yen soared, Japan's car makers and 
electrical goods manufacturers invested 
US$4 billion abroad in the three years to 
end-March 1988. Over the same period, 
Tokyo's financial institutions have poured 
more than US$17 billion overseas. 

But unlike their innovative industrial 
counterparts, Japan's financial institutions, 
though now the world's largest, have been 
unable to dominate their markets. They ap- 
pear to lack the dogged perseverance out- 
side Japan of the likes of Sony and Canon. 
Far from taking over the world, they are 
seen by many as technological also-rans, 
cosseted at home and lumbering hulks 
abroad, only good at grabbing market share 
at any price. 

As a result, the banks and brokers, fol- 
lowed by the insurance firms, have found 
their overseas sorties a costly, and in many 
cases unprofitable, exercise. Of the Big Four 
Japanese brokers, for instance, 
Nomura and Nikko admit that 
their US operations have yet to 
pay their way. 

Despite the setbacks, Ja- 
pan's financial institutions are 
pressing on with their three- 
pronged international strategy: 
to follow Japan's industry over- 
seas, to buy foreign skills, and 
to make the most of the mas- 
sive capital outflow from Japan. 
In all three respects, they are 
making headway. 

They are also increasingly 
turning their attention away 
from the US and Europe and 
concentrating their expansion 
in the rest of Asia, where 
profits may prove easier to 
come by. Their penetration of neighbouring 
markets has come through bigger loans, 
joint ventures, new branch networks and 
strategic stakes in key institutions. Such 
moves are likely to transform the face of 
Asian finance. 

Japan's banks, brokers and insurance 
firms must also decide whether to become 
truly global financial institutions. That 
means competing against strong institutions 
on their own turf, and providing a wide 
array of financial services not only to Japan- 
ese multinationals like Nissan and Hitachi, 
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but to foreign ones like Merck and Shell. The 
resources required, of capital, skills and 
people, are beyond all but the strongest in- 
stitutions. 

So far, the Japanese banks seem to be 
making better headway than the brokers, 
while the insurers are late through the start- 
ing gate. When Japanese banks first climbed 
to the top of the world league tables in 1986, 
they felt uncomfortable with their new 
prominence. But they have steadily gained 
in self-confidence as their international ex- 
perience grew. According to the Bank for In- 
ternational Settlements (BIS), 85% of all new 
international banking claims in various cur- 
rencies in 1988 involved funds flowing to or 
from Japan. 

The banks have made their share of mis- 
takes. The most notable was Sumitomo 
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Bank's swap of US$500 million in capital for 
12.5% of Goldman Sachs’ profits in August 
1986 — the US Federal Reserve kept the two 
firms too far apart for Sumitomo to learn 
anything from the US company. Brokers as 
well as banks lost millions when the float- 
ing-rate note Euromarket dried up in 1987. 
Britain s municipal swaps market could 
also prove to be a source of embarrassment. 

On the other hand, there have been no 
whopping blunders. Japan's banks were 
slow to lend to Latin America, and with the 
exception of the Bank of Tokyo, have 
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emerged from the debt crisis far stronger 
than the US' money-centre banks. 

Japan's money men still lack the exper- 
tise of their foreign rivals, but the banks and 
brokers are closing the gap ever more 
quickly — partly by hiring foreign talent. 

For the banks at least, their international 
strategy shifted emphasis from brawn to 
brains in July last year when the BIS agreed 
on the minimum capital commercial banks 
should have for a given amount of risk- 
weighted assets. This deal was seen as an at- 
tempt to slow down the overseas expansion 
of the "dastardly" Japanese banks, which 
had enjoyed looser capital rules than their 
competitors. 

If the intention was to weaken the Japan- 
ese challenge, it has failed miserably. The 
new regulations gave the banks the ideal 
excuse to strengthen their balance-sheets 
through cheap equity-related financing and 
forced them to focus their overseas opera- 
tions more on profit than market share. ' | 
result, Japanese banks have become 1 
formidable competitors. 

Penetration of foreign financial markets 
has followed a familiar course, with Japan- 
ese banks exploiting low costs and selling in 
bulk. Their cost advantage stems from the 
same source as Japan's capital surplus — the 
excess of domestic savings over domestic in- 
vestment. This has driven down Japanese 
interest rates, now the lowest in the indus- 
trialised world. At the same time, Japanese 
financial markets are more protected than 
those in, say, the US and Britain. Even 
today, Japanese city banks pay 
artificially cheap rates for al- 
most half their funds. In addi- 
tion, their top credit ratings 
have given them a sharper 
edge in raising money interna- 
tionally. 

The rule-bound domestic 
market has protected them, but 
also forced the institutions > 
overseas to learn the skills — ; 
expect eventually to use at 
home. Article 65 of Japan's Sec- 
urities and Exchange Law pre- 
vents banks from underwriting 
corporate bonds. Similarly, 
brokers are unable to engage in 
banking. In Europe, where 
these rules do not apply, Japan- 
ese banks and brokers have 
been fighting it out on each other's turf — re- 
hearsing for the day they can attack each 
other directly back home possibly within the 
next couple of years. 

Japanese institutions first went abroad 
to service their Japanese clients and 
this is still the driving force behind the 
huge direct investment by the banks and 
brokers. Around 10,000 Japanese firms have 
offices and factories overseas, 3,000 of them 
in the US alone, all of which need financial 
services. 

To break out of this ghetto, Japanese 
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banks first lent on low margins to blue- 
chip foreign firms and municipalities. 
Similarly, the brokers sold huge amounts 
of US Treasury issues, corporate bonds 
and mortgage-backed securities to institu- 
tions in the US and Europe. In the past 
couple of years, the banks have begun to 
focus on higher-margin business in the mid- 
dle market of medium-sized companies in 
the US. 

The most costly bank acquisition in the 
US by a Japanese firm was in February 1988, 
when Bank of Tokyo paid US$750 million 
for Union Bank of California, making it the 
fifth-largest bank in the US' wealthiest state. 
Dai-Ichi Kangyo Bank, the world’s largest, 
bought US Trust's US$200 million portfolio 
of loans to small- and medium-sized Ameri- 
can businesses. 

Profits overseas are still hard to come by. 
The 12 city banks do not disclose what share 
of their assets are booked abroad, but the 
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share of gross profits from international 
business totalled X635 billion (US$4.66 bil- 
lion) in the year to March 1988 or only 14.5% 
of overall profits, against 16% two years ear- 
lier. 


apan's securities companies have had 
considerably less success in penetrating 
deeper in the US market, where the Big 
our — Nomura, Daiwa, Nikko and 
Yamaichi — are all losing money. They have 
fared much better in the Euromarkets where 
Japanese investors and issuers are so much 
more prominent. But their US travails throw 
their operations in Asia outside Japan into a 
more favourable light. 

This has great potential significance for 
the development of the capital markets in 
such countries. Southeast Asian stock- 
markets are tiny compared with those in 
Japan and the West. So the brokers intend to 
widen and deepen them to make more 





Securities houses eye Asia 's emerging markets 


Easier pickings 


By Anthony Rowley in Tokyo 


apan's leading securities houses — 

Nomura, Daiwa, Nikko and Yamaichi 
J — are finding the road towards 
“globalisation” heavy going. Bruised by last 
year's substantial losses in the US and disap- 
pointments in Europe, the Big Four are eye- 
ing anew their backyard in East and South- 
east Asia. 

The extraordinary strength of the Tokyo 
stockmarket has been the mainstay of their 
« seas expansion, providing profits with 

. .h to finance expensive incursions into 
US and European bond and equities mar- 
kets. And it has boosted their market 
capitalisation, the yardstick by which Japan- 
ese ascendancy over Western securities 
houses is measured. 

Yet only in Eurobond underwriting have 
the Japanese houses achieved true supre- 
macy. That largely reflects the popularity of 
attached equity warrants that are an option 
on the Tokyo stockmarket. In trading big 
volumes of US Treasury bonds and Euro- 
pean domestic bonds, the Japanese have 
had to make do with very thin margins. Pro- 
fits will only come in the long term. 

Selling Japanese equities in New York 
has proved hard, too, because of US invest- 
ors’ bearish attitude towards the Tokyo mar- 
ket. Even in London, the job is not easy. The 
Big Four also have not been able to sell the 
amount of European stocks they had hoped 
at home because Japanese equity investors 
have been too dazzled by Tokyo. Bright 
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spots, however, include the growth of fee- 
based business such as mergers and acquisi- 
tions and real estate in the US, and the po- 
tential for European equities with the ap- 
proach of 1992. 

But it is the East and Southeast Asian 
stockmarkets that brighten the Japanese 
houses' immediate horizon. They provide a 
"very interesting opportunity," said Kat- 


How the Big Four fared 
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room for themselves and for Japan's institu- 
tional investors, which up until now have 
placed only a sliver of their funds in the rest 
of Asia. 

Expanding overseas has been a bit 
like painting by numbers. First came 
offices in London and New York, often es- 
tablished decades ago, then Hongkong and 
Singapore. Filling the spaces in between 
began in the 1970s. Of Japan's financial in- 
stitutions, the banks have the most de- 
veloped international strategy, having set 
up branches in the US first, then in Europe 
and last in Asia. 

The brokers followed. The insurance 
firms were the last to enter the international 
arena. They hardly thought about establish- 
ing fund-management offices in the Asian 
time zone outside Japan until 1987. Now six 
of them have set up subsidiaries or rep- 
resentative offices in Sydney, Hon 
and Singapore. 


suya Takanashi, who recently became chair- 
man of Nomura Securities International 
Inc., New York. 

The view is shared by Jiro Yamana, dep- 
uty president of Daiwa in Tokyo. "We think 
opportunities in Asian equities outside of 
Japan are very promising," he said. At 
Nikko in Tokyo, an executive added: "We 
hope to see a significantly large proportion 
of our profits coming from Asia in future 
and from now on the focus of our capital in- 
vestment will be in Asia." 

This marks a shift in the focus of the Big 
Four — the lion's share of capital they have 
committed previously overseas had gone 
into the European (largely British) and the 
US markets. 

Daiwa has ¥97 billion (US$712.2 million) 








US 
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*Including banking subsidiaries in Britain and futures transaction subsidiaries in Singapore ‘Year ending 30 Sept. 1988 — Source: Nikkei Newsletter 
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of capital employed outside Japan or around 
10% of total capital employed. That is 
roughly typical of the other Japanese 
houses, as are Daiwa's other ratios. Of the 
capital employed overseas, some 38% is in 
Britain (weighted mainly towards banking) 
and around 27% in the US (securities and 
banking). The rest is Spread around the 
world. 


À sian capital market centres such as 
A Hongkong account for only a tiny 
i fraction of capital employed by the Ja- 
 panese securities houses, yet their contribu- 
tion to overseas profits is handsome by com- 
parison — especially in the financial year to 
30 September 1988, when US profits were 
depressed for the Big Four. 

Similar ratios apply to personnel employ- 
ed. The Big Four altogether employ some 
5,000 foreigners in their overseas opera- 
tions. More than half of these are in Britain 
and other European countries like Switzer- 
land; the next largest group is in the US. 
Asia-Pacific — mainly Hongkong and Sin- 
gapore — is lightly staffed. 

Although the Big Four have in the 


- past argued that Asian stockmarkets are 


too small and too closed to be worthy of 
serious consideration compared with Wall 
Street and London, such attitudes are now 
changing — Asia-Pacific’s star is definitely 
rising. 

"There is a liquidity problem in Asia but 


= our first job is to assist the growth of the 


Asian markets," said Kazuhiko Nii, deputy 
general manager of Nikko's business plan- 
ning division in Tokyo. "We must transfer 


|n investment technology to Asian markets." 


" This will be welcome in emerging markets 
such as Bangkok where officials often com- 
plain that, compared with London and New 
York brokers, Tokyo's houses give little help 


~~ with market development. 


Nikko will soon open a Bangkok office 
and hopes before long to operate something 
other than a representative office in Jakarta 
. as the stockmarket there is liberalised. "We 

want to assist with the development of [In- 
 donesian] financial and capital markets and 
-with the listing of further companies on the 
- Jakarta stock exchange," says Nii. He notes 
» particularly the presence of wealthy Chinese 
. in Jakarta. 
In Hongkong, too, Nikko sees “the name 
Xf the game being in managing investments 
or wealthy Chinese," though underwriting 
of equities and bonds will figure larger in fu- 
ture. Involving mainly brokerage, Asian 
business is currently less capital-intensive 
than the business the Big Four does in 
-Europe and the US, giving higher returns on 
` assets. 
- . Daiwa's Yamana says that “we are 
in an expansive mood. We opened an office 
in Bangkok this year and we plan to open of- 
fices in Jakarta and Kuala Lumpur as well as 
increasing staff in Hongkong and Singa- 
pore.’ * (Currently, Daiwa has 94 people in 


| Hongkong and 56 in Singapore — their total 


Asian establishment outside Japan apart from 
a handful in Seoul, Shanghai and Peking.) 

Daiwa also sees the main source of non- 
Japanese profits in Asia coming from the 
sales of Japanese equities to wealthy 
Chinese individuals or companies in Hong- 
kong. Both Daiwa and Nikko hope to do 
much more of this business in Singapore, 
Malaysia and Indonesia too. "The Overseas 
Chinese prefer to contact Japanese brokers 
[than Westerners],” said one of the Big Four 
executives, 

This optimistic view of Southeast Asian 
prospects helps to bolster their bullish senti- 
ments about the stockmarkets in South 
Korea and Taiwan, even though these still 
remain closed to foreigners. 

Repeated attempts by the Big Four to set 
up South Korea funds for Japanese investors 
— along the lines of the various South Ko- 
rean unit and investment trusts launched in 


London and New York — have failed, de- 
spite approaches from high-level govem- - 
ment figures in Seoul. They acknowledge 
the continuing South Korean fear of Japan- 
ese economic domination. 

Likewise the Big Four find Taiwan "very 
delicate" because they have offices in China 
and are continuing to research prospects 
there, though Daiwa, for one, says it is "too 
soon" to look for meaningful stockmarket 
developments in China. They feel much the 
same way about India. 

The Japanese houses admit that they 
only really "discovered" Asian markets after 
the October 1987 crash wrought havocin the 
US and Europe. They rationalise this new 
strategic direction in terms of Asia's superior 
economic growth prospects, political stabil- 
ity and near lack of regional hostilities, as 
well as the "renewed emphasis on private- 
sector activities instead of a socialistic ap- 
proach." E 





FIN ANCE 3 


Dig Four's invasion stumbles in New York 


Mean streets 


big four Japanese securities. houses 

ought to be doing stunningly well in 
New York. Japan is, after all, financing a 
very big chunk of the huge US budget deficit 
with its buying of government bonds and 
Treasury Bills. By far the largest share of that 
business goes through the Big Four. 

Yet they are doing far from well, as the 
earnings for last year show only too clearly. 
The current financial year (starting 1 April) 
will be better but still the Big Four have been 
badly wrong-footed in bond trading by the 
continuing rise in US interest rates, and that 
the initial placement of US bills in Japan is 
yielding only modest retums. 

In addition, the import-export business 
which the Japanese securities houses con- 
duct from New York — marketing Japanese 
equities to the US and US equities to Japan 
— has been disappointing. 

Things are better in London where Nom- 
ura Securities has carved itself the top slot in 
Eurobond dealing, and where only Credit 
Suisse-First Boston and Deutsche Bank rank 
above the rest of the Big Four. Even there, 
the Japanese houses worry that they are still 
too dependent upon  Japan-originated 
(Euroyen) issues and have not yet achieved 
a sufficiently diversified business base to 
withstand any big downturn in the Tokyo 
stockmarket. 

But it is in New York where the real trou- 
bles lie, especially for Nomura, the biggest of 
the four. Top man, Katsuya Takanashi, re- 
calls how when Nomura became a primary 


I: turnover were anything to go by, the 


dealer in US Government bonds in 1986, in 
the last phase of the bull market, "everyone 
was making money." Then, interest rates 
began to rise and everything changed. 

Broker-dealers, such as the Japanese sec- 
urities houses in New York, found them- 
selves suffering a "conflict of interest" with 
clients, because with the market going only 
one way — down — someone had to lose 
most of the time. As often as not, it had to be 
the broker-dealer. 

He denies, though, that Nomura's oper- 
ations in the US fixed-income market | 
been a loss-leader. “It is not terribly pri 
ble but it is not losing money, and that is the 
best we can hope for in the US Treasury debt 
market for the time being.” Nomura will 
stay in the market, adds Takanashi, because 
“once interest rates go the other way 
[down], we shall see a profitable situation 
back again.” 

At Nikko Securities’ office in New York’s 
World Financial Centre, chairman Toshio 
Mori tells a similar story. Nikko has invested 
heavily in the US fixed-interest market, both 
in terms of capital and personnel yet, says 
Moni, the investment “has not yet paid for it- 
self and is not profitable.” 

These sobering assessments contrast 
with the US news-magazine cover stories 
about the Big Fours "invasion" of Wall 
Street. Much is made of the fact that they 
now account for 20% of all long-term US 
Government vond trading in New York and 
that they take 30-40% of all new Treasury is- 
sues at auction. 
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But when it comes to placing those new 
issues in Japan — mainly with institutional 
investors — the Big Four find themselves 
badly squeezed. Clients expect to pay only a 
tiny mark-up over the price paid at auction 
because competition is so fierce. It is only 
when the bonds are subsequently re-sold in 
the secondary market that the Japanese 
houses can hope to earn worthwhile com- 
mission. 

According to Yamaichi Securities, Japan- 
ese investors now have cumulative net hold- 
ings of US Government bonds worth some 
US$150 billion. Their gross purchases (net of 
sales) run at more than US$300 billion a 
month — Nikko alone sometimes handles 
US$5 billion worth in a day — showing how 
active Japanese investors have become as 
traders. 

The other side of the business, selling Ja- 
panese Government bonds to US investors 
that was for many years the staple of the Ja- 

iese securities houses in New York, is 

v a "rather minor" part of their business. 

Likewise, the other traditional staple of 
selling Japanese equities to Americans has 
remained relatively tiny, says Takanashi. US 
institutions in particular have remained 
highly sceptical of Japanese equities. 


has also been disappointing. If, as 

several of the Japanese houses be- 
lieve, the fixed-interest market turns up to- 
wards the end of this year, then most Japan- 
ese investors will revert to their traditional 
liking for US bonds where real returns are 
more attractive to them than the yields on 
US equities. 

Although the fund-absorption capacity 
of Wall Street is greater than elsewhere — an 
important factor for the surplus-rich Japan- 
ese financial system — Wall Street's rela- 
tively mediocre performance will probably 
dictate that a higher proportion of Japanese 

ty investment overseas goes into 
ype, where the prospect of 1992 is seen 
as bullish. 

Nikko's Mori says that equities business 
in general has not been profitable in the US 
over the past two years. “In 1988 we lost a lot 
and barely broke even in the last six 
months,” says Mori. “This has largely been 
caused by inactive market conditions and re- 
flects the appetite of Japanese investors for 
US equities. Our commission generated in 
handling US equities has declined by one- 
quarter to one-third since the market crash 
[in 1987]." 

Between them, the Big Four are esti- 
mated to have lost some US$55 million on 
Wall Street in the year to last September — a 
poor reward for the US$350 million or so 
they have put into expanding their US busi- 
ness base since 1984. As a result, all four 
have been cutting costs and trimming staff. 

The problems in bonds and equities ex- 
plain why the Big Four are so eager to diver- 
sify into new areas of activity. Nomura, for 


T he growth of equity trading business 
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instance, paid US$100 million for 20% of 
mergers and acquisitions specialist Wasser- 
stein, Perella and US$50 million for a 50% 
stake in Eastdale Realty Inc., both in New 
York. These were in addition to Nomura's 
link with US investment bank Babcock & 
Brown Inc. 

"We are quickly diversifying into non- 
traditional areas like real estate and securiti- 
sation of real estate," says Takanashi. Asset- 
backed securitisation transactions and lever- 
aged leasing are further areas of diversifica- 
tion for Nomura. 

Nikko, likewise, has become very active 
in futures and options markets in Chicago 
and expects this, along with US mergers and 
acquisitions, money-management services 
and mutual fund operations, to become a 
bigger contributor to overall US profits in fu- 
ture. 

Mergers and acquisitions business will 
become bigger in Europe, too, with the ap- 
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within the Japanese securities houses. 

Bond underwriting accounts for about 
one-third of Nomura's London profits and 
trading for a further portion, after which 
selling Japanese equities to (primarily cor- 
porate) investors in Europe is the next 
biggest contributor. Dealing in British Gov- 
ernment bonds (gilts) and in Euro-equities 
still accounts for only a "tiny fraction" of 
Nomura's profits. 

Although the Big Four are steadily build- 
ing up their capability for analysis of Euro- 
pean companies, they admit that sales of 
European equities into Japan have been 
"slow" since the October 1987 crash. 

At least, though, this appears to have 
spared the Japanese houses the scale of loss- 
es in the British equity market-making that 
many of their London (including US- 
owned) counterparts have suffered since 
the 1987 crash. 

Selling Japanese equities to European in- 
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proach of 1992, the Japanese houses believe. 
Diversifying now into such areas in both the 
US and Europe provides a hedge against the 
inevitable day when the Tokyo market runs 
out of steam. 

Meanwhile, Europe provides the biggest 
single source of overseas profits for the Big 
Four — chiefly from London — though 
earnings there were also sharply down in 
the last financial year. 

What sustained the Big Four's European 
profits last year was the performance of the 
Japanese warrant-bond market in London 
(REVIEW, 23 Mar.). The contribution of this 
booming business to the profits of the Big 
Four in London is difficult to quantify be- 
cause most of the Euroyen bonds involved 
originate from Japanese issuers and part of 
the profits from their origination, distribu- 
tion and trading has to be shared with 
Tokyo. So too do the overheads. How both 
are apportioned can be source of friction 
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vestors has been better business because of 
Tokyo's strength and the international out- 
look of London in particular. As a result, the 
Japanese houses in London have been able 
to avoid the sort of redundancies inflicted on 
their New York operations. Yamaichi has in- 
creased its London staff from 240 to 350 
since the crash. 

Nevertheless, the Big Four in London 
feel vulnerable about their heavy reliance 
upon the Euromarkets rather than upon 
domestic European securities markets — 
and about the high proportion of business 
which is generated from Japan. 

For the moment, they can rely on Japan 
to provide not only huge equity-broking 
profits in Tokyo but also to sustain their suc- 
cess in the London warrant market. Even 
so, the drive to be successful beyond that 
backyard is proving harder and longer than 
the Big Four had expected. 

= Anthony Rowley 
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Fuji Bank learns the hard way in US 


The confidence factor 


banks — Dai-Ichi Kangyo, Sumitomo, 

Fuji, Mitsubishi and Sanwa — are start- 
ing to get used to being the top dogs. Take 
the number three, Fuji Bank, for instance. Its 
US$425 million acquisition of the commer- 
cial-finance operations of Chicago-based 
Walter E. Heller in January 1984, was an ex- 
pensive gamble, with several worrisome 
features. For example, Fuji brought in an 
American, Norman Blake, from General 
Electric Credit to run the show. His starting 
salary was US$500,000 a year — rather more 
than Fuji's president was earning. 

Fuji got more than it bargained for when 
Heller's real-estate loans went sour and it 
made a net loss of US$183 million in 1985-86. 
Fuji pumped in US$300 million in March 
1986 and then US$100 million more in Janu- 
ary 1987. 

But Heller has turned the corner. Its US 
operations made a US$73 million net profit 
in 1988 and the Heller group as a whole is ex- 
pected to be about US$6 million in the black 
for the year. 

The experience has given Fuji more con- 
fidence in its overseas strategy. Having 
closed a quarter of its 20 branches in the US, 
Heller is now growing. Last month, it ac- 
quired the whole of the factoring (debt 
discounting and collecting) business of 
US$600 million a year belonging to National 
Westminster Bank USA. Heller was already 
the second-largest factoring firm in the US. 

The success of the so-called "Heller pro- 
ject” has been vital to Fuji's international 
strategy. The bank says that the interest-rate 


Jes (and the world’s) five biggest 


spreads on blue-chip business in the US, its 
most important market, are too narrow. The 
Heller group opened up the more profitable 
middle market of medium-sized companies 
— a clientele Fuji is pursuing elsewhere be- 
cause the new international rules on capital 
adequacy are forcing banks to sweat more 
profits out of their assets. Masashi 
Yamamoto, deputy general manager of 
Fuji's international department, says asset 
growth will average 15% a year (though in- 
ternational assets may rise faster), compared 
with 20-30% before the new rules were in- 
troduced. 

There is little sign of a slowdown over- 
seas. Last May it acquired 24.9% of a 
Chicago-based primary bond dealer owned 
by Britain's Kleinwort Benson. A bigger 
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stake might have upset the US Congress. It 
joined the Chicago Mercantile Exchange six 
months later and in March formed a mer- 
gers-and-acquisitions joint venture with a 
New York investment bank, James D. Wol- 
fensohn, which is chaired by Paul Volcker, 
former chairman of the Federal Reserve 
Board. 

In the year to March 1988, Fuji Bank de- 
rived 67% of its total revenues of ¥ 2.3 trillion 
from Japan, 14% from the Americas, 12% 
from Europe and 7% from Australasia and 
the rest of Asia. Yamamoto says the last 
category is small but very profitable, simply 
because it is less liberalised than the US or 
most of Europe. 

It has branches in Seoul, Singapore, 
Hongkong and Shenzhen and "will need 
one soon" in Bangkok and Kuala Lumpur, 
he adds. China is a very tough place in 
which to make profits, but Hongkong is a 
good market for Fuji (it controls Kwong On 
Bank there). Fuji is one of the five Japan 
banks to have a joint venture in Indon 
"Ties between Japan and the rest of Asia will 
grow bigger by the year," Yamamoto says. 

u Nigel Holloway 
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Fuji Bank headquarters in Tokyo: more confidence. 
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Foreign policies 


In his book Kaisha, James Abegglen says that foreign firms should 
beware when their low-cost Japanese counterparts begin to face a 
slow-growing domestic market, for this is often the signal for an 
export offensive. If so, foreign life insurance firms should be feel- 
ing distinctly worried. 

Japan’s life-assurance market is maturing rapidly: there are 
about 100 million individual life policies in a country with a popu- 
lation of 122 million and the sum insured per person is roughly 
double that of the US and five times that of West Germany. 

Life assurance is two distinct businesses — selling policies and 
investing the proceeds. As fund managers, Japan’s life insurers 
have been forced to go overseas in search of good investments. 
Total assets have doubled to ¥94 trillion in the past five years and 
the institutions have scrambled to keep up with the cash inflow, 
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buying stakes in foreign financial concerns to learn fund-man- 
agement skills. Now they are poised to enter the international 
market for direct sales of insurance. 

So far, overseas insurance sales of Nippon Life (NLI), the 
world’s largest non-government assurance company, have been 
indirect and made only with Japanese firms abroad. It has sales 
agreements with 17 counterparts covering 60 countries, notably 
with the Travellers Insurance Companies of the US. As Japanese 
firms set up overseas, they wish to provide employee benefits 
similar to those given to their workers at home. NLI has made 
700 contracts in this way, 450 of them in the US, through Travel- 
lers. 

NLI therefore faces the same kind of situation which Japanese 


banks faced 10 years ago, when they ventured abroad to service 


their domestic clients’ international forays. But it is only a matter 
of time before NLI sells insurance to non-Japanese. 

Yoshinobu Imamura, a manager in the international insur- 
ance marketing department, says that they are beginning to 
think more seriously about doing business overseas without the 
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FINANCE 5 


Industrial Bank of Japan extends its reach 


Global ambitions 


he blue-chip Industrial Bank of Japan 

(IBJ) is seen as the Japanese bank most 

likely to succeed internationally. It is 
said to have the country's best bankers who 
have been extending its reach overseas more 
methodically than any other Japanese finan- 
cial institution. 

The 1973 oil shock forced the restructur- 
ing of heavy industry, its main customers, 
and IB) — the world's sixth-largest bank (by 
assets) — followed many of it clients as they 
shifted factories overseas. The bank then 
made a move into the securities business, 

<ing to become a global investment 

k. 

The two main obstacles in its way are Ar- 
ticle 65 of Japan's Securities and Exchange 
Law and the American Glass-Steagall Act, 
on which the Japanese law was mod- 
elled. This legislation forbids a bank 
from directly entering the securities 
field in its two main markets, the US 
and Japan. 

For that reason, only Europe 
allows a glimpse of how significant 
IB} is when there are hardly any 
rules to separate banks from stock- 
brokers. 

Last year, IB) was the ninth-biggest 
lead manager in underwriting 
Eurobonds (49 issues worth a total of 
US$5.5 billion), far ahead of the next 
Japanese bank (Long-Term Credit, 
ranked 22nd), though still behind the 
Big Four securities houses. 

mj won that position by doing 

ness the same way as in Japan — 


cultivating close ties with customers. 
The bank says that 90% of Japan’s top 200 
firms bank with it, in part because it is in- 
dependent of any big domestic business 
group. 

IBJ International, its European vehicle, in 
London recently became the first Japanese 
bank to make a market in Japanese equities, 
and it also has underwriting subsidiaries in 
Frankfurt (25% owned by Deutsche Bank), 
Zurich and Luxembourg. 

London is the most important capital 
market centre for IB}, though the US has a 
higher priority for international activities 
and some 800 Japanese factories have set up 
there, twice the number in Europe. Its 
American operations comprise branches in 
New York and Chicago; an agency in one 
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Industrial Bank of Japan: best bankers. 


city and representative offices in four others; 
a discount broker; 98.3%-owned IBJ 
Schroder Bank, acquired in December 
1985. 

Purchase of a stake in the then J. Henry 
Schroder Bank brought with it a wealth of 
top-drawer US contacts and enabled IBJ to 
buy Aubrey G. Lanston, a primary dealer in 
Treasury bonds, in December 1986. 

IB/s excellent contacts with Japan's Fi- 
nance Ministry helped Lanston to set up an 
office selling Treasury bonds in Tokyo in 
July 1987, an unprecedented step for a Ja- 
panese bank’s subsidiary. 

Schroder’s good connections in the US 
gave Nippon Mining the chance to acquire 
Gould, an electronics company, for US$1.1 
billion last August, for which IBJ acted as the 
former's adviser. IBJ ranked top in Japan last 
year for the number of mergers and acquisi- 
tions it brokered, and second for Japanese 
firms in the US. 

IB/'s operations in Asia outside Japan are 
small but growing. A bank deputy presi- 
dent, Yoh Kurosawa, said they were “put- 
ting more and more emphasis” on Asia with 
merchant-banking subsidiaries in Hong- 
kong and in Singapore, where it also 
has a futures brokerage. 

In March 1989, it set up a bank in 
Jakarta, 85% owned by IBJ and 15% 
by Bank Duta. The Thai Finance 
Ministry is considering an applica- 
tion to set up a branch in Bangkok. 
The bank's A$100 million (US$74.9 
million) capitalised Australian sub- 
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sidiary opened in December 
1985. 
The bank has begun to sell Japan- 


ese equities to rich Southeast Asians, 
but China has been a disappoint- 
ment, though it has four representa- 
tive offices. Taiwan is a sensitive 
issue lest IB] offend Peking, and 
South Korea is too xenophobic. 

u Nigel Holloway 
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help of what are, after all, rival assurers like Travellers, “but they 
are still cautious.” | 

One possibility is to buy a medium-sized insurance company 
in, say, the US, in order to learn the ropes in a market very differ- 
ent from Japan's. By doing this, NLI would thus be acquiring 
liabilities as well as assets in a foreign currency — a perpetual 
problem for a huge overseas asset holder like NLI which is not 
allowed to borrow in foreign currencies to match its non-Japan- 
ese assets. | 

One sign of the company's growing international confidence 
is that NLI is already looking beyond its US$538 million, 13% ac- 
quisition in March 1987 of Shearson I Hutton, the second 
largest broker in the US. It is considering equity ties with other in- 
stitutions outside the US, including Asia, among them Credit 
Lyonnais and Deutsche Bank in Europe. Joint ventures are one 
possibility, sending trainees abroad to learn new businesses 
another. 


One interesting tie-up is a small stock-lending joint venture 
with Nomura Securities in Hongkong. In May, NLI bought a 1 3% 


JUNE 1989 


stake costing Fm 157 million (US$37 million) in Kansallis-Osake- 
Pankki, Finland’s top commercial bank. 

NLI thinks that its local rivals’ overseas strategy is focused on 
improving fund-management skills. NLI, meanwhile, wants to 
become “a multi-faceted” financial institution. The ambition 
seems reflected in the rapid promotion of Josei Itoh, a man with 
wide experience, to become the next president of NLI in July 1989, 
and from its apparent desire eventually to gain a foothold in in- 
vestment banking, if the authorities allow it. 

One embryo is NLI Shearson Lehman Hutton in London, 
which will aim to provide financial consultancy as well as man- 
age assets. 

NLI's interest in the rest of Asia is confined to the Hongkong 
joint venture with Nomura, a US$100 million fund-management 
office in Singapore and a desire to take a stake in the Asian Deve- 
lopment Bank’s putative pa ip with the private sector, the 
Asian Finance and Investment Corp. In April, NLI opened a 
representative office in Hongkong. Nippon Life’s involvement in 
Asia can only grow. u Nigel Holloway 
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Indian entrepreneur findsa winning soap formula 


When small is better 





By Lincoln Kaye in Ahmedabad, Gujarat 

hat draws multinational house- 
W hold product firms such as Lever 

Bros, Colgate-Palmolive or Proc- 
tor & Gamble to India is the sheer size of the 
potential market. Big Indian industrial 
houses like Tatas or Godrej also hope to sup- 
ply humble, everyday necessities to the 
country's 800 million people. 

Yet, so far, these companies have found 
their market limited to the urban middle 
class. The rest of the country is cut off from 
them by government restrictions, poor com- 
munications and transport, and the tiny 
spending power of the rural millions. 

To be sure, the richest 10% of India's 
population would add up to a market bigger 
than any West European country. But major 
manufacturers still dream of hitting upon a 
consumer product affordable and attractive 
enough to penetrate the mass market of the 
rural hinterland. 

Karsanbhai K. Patel, from Gujarat, has 
beaten them all to it. His Nirma Chemical 
Works, based in the provincial city of 
Ahmedabad 400 km north of Bombay, has 
emerged in just two decades to capture 30% 
— the largest single share — of the national 
market for laundry soap. Structured as a 
loose agglomeration of small-scale units, 
Nirma nevertheless turns over Rs 10 billion 
(US$628.9 million) a year from an annual 
production of 750,000 tonnes of detergent. 

Patel did not win his market dominance 
by swiping customers from more estab- 
lished competitors. Rather, he opened up 
new territories, an envious multinational 
executive admits: "He is truly the bringer of 
laundry soap powder to India's unwashed 
millions. We should all learn from him." 

One big-time Indian industrialist who 
has learned Patel’s methods well is 
Dhirubhai Ambani, the wily chairman of 
Reliance Industries, India's biggest business 
firm (by capitalisation) in the Indian private 
sector and the world's most widely held 
public company (by number of sharehold- 
ers). Ambani's planned back-door entry into 
the detergent business is designed to dupli- 
cate Nirma's success formula. 

That formula is simplicity itself: a wide 
and dense distribution network, and cost- 
. plus pricing. Low prices, in turn, depend on 
rock-bottom overheads achieved by scale 
economies and ingenious manipulation of 
government subsidies. 

Pate's approach has remained un- 
changed since 1969, when he started his op- 
eration from a one-room shed. He named 





the company after his daughter, whose gir- 
lish likeness still adorns the crudely printed 
pouches in which the detergent is sold. 
Moonlighting from his government job as a 
Geology Department chemist, Patel in the 
early days used to peddle the soap powder 
from door to door. 

- There is still nothing fancy about Nirma's 
marketing. Neither the package nor the tele- 
vision advertising jingle have changed in 
years. The annual advertising budget still 
amounts to less than Rs 20 million. The two 
dozen marketing staff at Nirma's low-rise 
headquarters in Ahmedabad work more 
like dispatch clerks, overwhelmingly con- 
cerned with getting supplies in time to the 
thousands of tiny independent dry goods 
stores through which the detergent is sold. 
"The stuff practically sells itself," says the 
multinational executive. 

No wonder, considering its price. A 1 kg 
pouch of Nirma sells for Rs 9.25, 50% less 


MA XIMUM RETAIL PRICE RS. 9.25 
UNIT SALE PRICE RS 9,25 PER kg 
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Patel’s market-making detergent. f: 


than an equivalent volume of Hindustan 
Lever's Surf laundry powder and a fraction 
of Godrejs Key brand powder. In fact, 
Nirma is barely more expensive than crude 
cottage-made soap cakes or loose detergent 
ingredients (which are sold in neighbour- 
hood bazaars to be hand-mixed by house- 
wives at home). 

Patel undercuts his up-market com- 
petitors by scrimping on some of the costlier 
ingredients such as whiteners and scents, 
which poor customers regard as frills, any- 
way. The multinationals and big Indian 
business houses have responded with occa- 
sionally strident advertising campaigns 
stressing their “superior” quality. They also 
claim that their products can wash twice as 
many clothes, per unit volume, as Nirma. 
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But Bombay washerwoman Godavari 
Bundele remains unconvinced: “That may 
be true for mem-sahib’s clothes, but Nirma 
will do for my own family’s wash. I just 
scrub a little harder, is all.” 

The leading edge of Nirma’s market 
penetration, though, is its cost-competitive- 
ness against alternatives. A glimpse at a 
small-scale Gujarat detergent factory offers a 
clue to how Nirma brings it off. 

Multi-coloured powders — soap, soda 
ash, phosphates, emulsifiers — are piled on 
the cement floor of a hangar-like factory unit 
in a government-run industrial estate. 
Scores of women in cotton saris shovel the 
ingredients into smaller piles, measure them 
out with scoops, mix the powders by hand, 
funnel the mixture into plastic pouches, 
weigh the packages and staple them shut. 

"It's that simple,” marvels a competitor. 
“Patel has given a new meaning to the 
phrase ‘economies of scale’.” He has studi- 
ously kept his production units “sn 
scale,” according to the official definit 
(capitalisation of Rs 3.5 million or less). 
Nirma's manufacturing empire is actually 
an agglomeration of such units registered 
under the names of various relatives, friends 
and business associates. 

This has entitled Patel to the full panoply 
of concessions and subsidies that the na- 
tional and state governments shower upon 
small-scale industries: tax holidays, cheap 
credit, priority hook-ups for water and elec- 
tricity, official help with sales and procure- 
ment, privileged access to reserved markets. 

For all his small-is-beautiful philosophy, 
though, Patel has diversified in recent years 
as enthusiastically as any corporate behe- 
moth. His line now includes soap cakes 
and toothpaste, all under the familiar Nirma 
label, despite their technically separate and 
small-scale provenance. 


ut Nirma's small-scale corporate shell 
B game began to strain credulity w 

Patel went in for backward inteza- 
tion. An industrialist who seeks a licence for 
Rs 2.5 billion soda ash plant and a Rs 1.5 bil- 
lion plant to produce linear alkyl benzene 
(LAB, a detergent intermediate) is by no 
stretch of the imagination small scale, offi- 
cials reasoned. 

The applications are still stalled in New 
Delhi. Meanwhile, Patel has been hit by a 
Ministry of Industry regulation apparently 
aimed at him, which holds that interlocking 
directorates must be taken into account 
when determining small-scale status. 

This ministry ruling was greeted by 
howls of protest from the chamber of com- 
merce in Gujarat, where Patel's imitators are 
legion. Aside from Nirma's 30% share, 
another 40% of India's detergent consump- 
tion is accounted for by 300 other so-called 
small-scale manufacturers in the state. 

But the political clout of all of Patel's ad- 
mirers is far outweighed by that of the mas- 
ter lobbyist, Ambani. In 1986, Reliance mus- 
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cled its way into a licence for more than 60% 
of India's authorised LAB capacity. Ambani 
also enjoys exclusive rights to import 
naphtha, a raw material for LAB, which gives 
him a 10% cost advantage over other pro- 
ducers. 

When Ambanis LAB plant came on 
stream early last year, the market for this 
crucial intermediary swung from shortage 
to glut. To bolster LAB prices, Reliance had to 
shut down its plant for several months and 
pursue exports. The glut persistec until a 
suspicious fire wiped out a public-sector 
plant in Gujarat that had accounted for 30% 
of India's LAB capacity. 


So Ambani would hardly welcome a 
new expansion of LAB capacity, least of all if 
it meant self-sufficiency for such a major LAB 
consumer as Nirma. Hindustan Lever, too, 
has an application pending for a LAB plant. 
“It could pend forever, if Ambani has his 
way,” said an industry observer. 

On the other hand, Reliance is not averse 
to a little forward integration of its own. It 
has fostered a Nirma-style detergent-mixing 
operation by a Gujarat-based women’s 
cooperative that has already set up a na- 
tional marketing network for papads (mung 
bean wafers, a food staple). 

With assured LAB supplies from Reliance 





CURRENCY 


US, South Korea disagree over value of the won 


ack of appreciation 


By Mark Clifford in Seoul 


ashington and Seoul are set to 
W renew their tussle over the value 

of the South Korean won now 
that they have reached agreement on most 
outstanding trade issues. The US is pressing 
for a further appreciation of the South Ko- 
rean currency, while policymakers in Seoul, 
worried about a sharp slowdown in export 
growth, have said that the won has gained 
enough. 

Following intensive negotiations in the 
first half of May, South Korean Deputy 
Prime Minister Cho Soon announced on 18 
May that the US had agreed not to name 
South Korea under the so-called Super 301 
provision of the 1988 US Trade Act, which 
allows the US president broad powers to re- 

ò: against countries which have erected 









iers to American exporters. The two 
es have in principle resolved most out- 
standing trade issues, including foreign in- 
vestment restrictions, local content regula- 
tions and agriculture. 

While trade negotiators were pleased 
with the wide-ranging agreements, the US 
has, however, signalled that it will keep up 
the pressure for currency appreciation. Al- 
though the value of the won did not form 
part of the recent round of trade talks, 
Washington's stance on further apprecia- 
tion will partly reflect South Korea's im- 
plementation of the new trade and invest- 
ment agreements. Half-hearted implemen- 
tation will spur Washington into taking an 
even tougher line on currency appreciation. 

The US Treasury Department issued a 
report in April which accused South Korea 
and Taiwan of continued "manipulation" of 
their currencies to preserve an artificial trade 
advantage. The report said that South 
Korea's currency appreciation "remains 
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insufficient and assurances of further 
appreciation that could be considered suffi- 
cient in the circumstances are lacking . . . 
Nor is Korea willing to engage in broader 
discussions on financial market liberalisa- 
tion." 

US officials have criticised South Korea 
for slowing currency appreciation almost as 
soon as the US trade deficit with South 
Korea began to improve. Under Secretary of 
Treasury-designate David Mulford told the 
US Senate on 12 May that "unfortunately, 
the response of the Korean authorities to 
[the falling surplus] has been to reduce sharp- 
ly the pace of the won's appreciation this 
year." 

South Korean business and economic or- 
ganisations have been complaining about 
the pace of the won appreciation since it 
began in earnest two years ago. But now 
they seem to be getting support from offi- 
cials concerned about slower economic 
growth. Two of South Korea’s most senior 
economic officials, Deputy Prime Minister 
Cho and Trade and Industry 
Minister Han Seung Soo, 
have both said recently that 
the won has risen far enough 
against the dollar. Han told 
the legislative national as- 
sembly that the won may in 
fact be overvalued against 
the dollar. 

The South Koreans have 
also won over an ally in C. 
Fred Bergsten, head of the 
Institute for International 
Economics (based in Wash- 
ington), who told the Senate 
that the US should not push 
for further won appreciation. 
The won will need to ap- 
preciate further only if South 
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and abundant cheap labour from the 
cooperative, the new venture could be able 
to give Nirma a run for its money. And gov- 
ernment patronage of cooperatives is even 
more generous — and less played-out — 
than the package of small-scale industry 
benefits. 

"That's the sort of quick-change artist 
you've got to be in a regulatory environment 
like this," notes the multinational executive. 
"You must be ready to switch your cor- 
porate spots according to the incentives and 
subsidies of the hour. But how can you ex- 
plain that to a head office in Europe or 
America?" E 


Korea's current-account surplus stops fall- 
ing, said Bergsten. 

The tug-of-war between Washington 
and Seoul reflects a debate about whether 
the recent weakness in exports is temporary 
or a permanent structural change. South 
Korea's current-account surplus declined to 
US$1.6 billion during the first four months 
of the year, less than half of the US$3.7 
billion recorded for the same period last 
year. 

The US says that the declining surplus is 


simply a temporary phenomenon caused by 


labour disputes, high exports during the 
fourth quarter of last year and a temporary 
surge of imports after tariffs were cut on 1 
January. On the other hand, South Korean 
officials say that the revaluation of the won is 
responsible for much of the decline. 

Officials in Seoul are concerned that by 
pegging the won too closely to the dollar, 
South Korea's competitiveness in relation to 
its Asian rivals is being eroded as the US unit 
strengthens. They are considering changing 
South Korea's arbitrary exchange-rate sys- 
tem so that exporters will not be hurt by 
jumps in the value of the dollar. 

At the moment, the currency is set by 
using two currency baskets (one based on 
special drawing rights and the other a trade- 
weighted one) and a so-called "alpha fac- 
tor." Officials are considering the elimina- 
tion of the "alpha factor," also known as the 
“policy factor," which allows 
financial authorities to peg 
the won wherever they like. 
Replacing it with a more 
mechanistic formula would 
allow the South Koreans to 
resist US pressure for ap- 
preciation, or so the thinking 
goes. 

There appears to be little 
prospect of dramatic liberali- 
sation of the foreign-ex- 
change market. The financial 
system remains one of the 
most backward sections of 
the South Korean economy 
and the incremental reforms 
made in recent years have 
done little to improve it. m 
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Analysts split over implications of Bond sale 


Saved by the Bell? 


By Michael Malik in Sydney 


he implications of a dead-pan an- 
i nouncement by Bell Resources (BR) 
on 19 May that it intends, subject to 
shareholder approval, to acquire all of Bond 
Corp.'s worldwide brewing operations for 
A$3.5 billion (US$2.59 billion), took a long 
time to emerge, and even after several days 
analysts were far from unanimous in their 
reaction. 

At its simplest, the question nobody is 
prepared to answer without hedging is: has 
Alan Bond found the formula to solve his 
debt problems and restructure his empire to 
improve its performance and market rating, 
or is this the start of what may amount to a 
liquidation sale? 

The major controversial elements of the 
moves, which will convert BR into a pure 
brewing operation, are the price being 
asked, and Bond's assigning of about A$2.3 
billion in debt to BR along with the brewing 
operations. At the same time, the manoe- 
uvre will cancel about A$1 billion borrowed 
by Bond Corp. from BR since Bond acquired 
a controlling interest in the cash-rich com- 
pany from Robert Holmes a Court last year. 

BR’s debt burden will be lightened by the 
sale of its non-brewing assets which include 
Weeks Petroleum — which owns 2.5% of 
the Bass Straits oil field royalty — and Cen- 
tral Queensland Coal Associates, valued at 
A$33 million. It also holds something like 
A$250 million worth of shares in Lonrho, 
the British trading group, for which there 
are no clear plans at the moment. 

While some feel that the asking price is 
about A$1 billion higher than the assets jus- 
tify, other market analysts, while conceding 
it is high, believe the price is justifiable, 
given that it buys the world's fifth largest 
world-wide brewing business, which has 
good potential for growth. The attraction for 
the market is the prospect of independent 
directors (all existing ones are Bond execu- 
tives) and independence from Bond — the 
very name still remains suspect. Analysts 
agree that performance must improve, par- 
ticularly on the part of the US arm, Pennsyl- 
vanian-based Heileman Brewing, but as 
long as market share is consolidated, there is 
every prospect of increased earnings. 

Attention is now is focused on two is- 
sues: will John Spalvins, of Adelaide Steam- 
ship, who owns 19.5% of BR, approve the 
deal; and how will Bond Corp. achieve its 
intention to sell down its BR stake from 
somewhere in excess of 50% to its intended 
level of 40% — a figure which will allow BR 


accounts to be de-consolidated from Bond 
Corp.? 

While Spalvins is keeping his intentions 
very close to his chest, there is a general as- 
sumption that Bond would not have an- 
nounced its plans without some indication 
from him that he will not try to block the 
sale. Bond Corp. cannot vote its shares in 
Bell on the issue, and therefore Spalvins is in 
a very strong position to decide the out- 
come. 

While the original announcement said 
that Bond Corp. had already received "ex- 
pressions of interest from overseas groups 
eager to participate in a pure brewing opera- 
tion," Alan Bond, chairman of both com- 
panies at the moment, casually added in a 
television interview that reducing Bond's 
holding to 40% would make BR "subject to a 
possible takeover." This has given rise to 
speculation that in fact, unless the share 
price picks up very well after the sale, Spal- 
vins himself may be prepared to make a bid. 

Spalvins bought his 
shares during Bond's 
takeover bid last year for 
A$1.70 and saw their value 
plummet to a low of 78 A 
cents. The price has picked 
up a little since the sale an- 
nouncement, but only to 
A$1.18. Analysts suggest 
that Bond’s statement that it 
would sell down its holding 
to 40% either suggests that it 
has a prior agreement with 
someone, or that it expects 
market demand to pick up 
when the sale is approved. It 
is not likely that the shares 
will be sold in a block to any- 
one not approved by Spal- 
vins. Bond Corp. shares picked up a little, to 
A$1.29 from around A$1 before the an- 
nouncement. 

Another question is how Bond Corp. will 
cope with its remaining debt — estimated at 
something like A$3.5 billion including con- 
vertible bonds, after disposing of its princi- 
pal cash flow — the A$220 million or more 
coming from the brewing operations. Bond 
himself has said asset sales will continue, 
and possible sales might be of more prop- 





But Bond Media, 53% controlled by 
Bond, the television and radio network ac- 
quired from Kerry Packer for A$1 billion, 
while subject to the now-postponed ruling 
on Bond's licence by the Australian Broad- 
casting Tribunal (REVIEW, 18 May), could 
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only be sold for a loss, possibly totalling 
A$500 million. A sale would also mean the 
repayment of A$200 million to Packer for re- 
deemable preference shares not due for re- 
payment until March 1990. 

The whole situation was far from 
clarified by Bond himself who, after admit- 
ting on television that he could understand 
why his continued acquisitions during an 
asset sale confused the market, proceeded 
to add that he was looking to acquire news- 
papers and publishing interests in Australia, 
Britain and possibly Europe. He did not say 
where the money was coming from. 


Jonathan Friedland writes from Hongkong: 
The Hongkong and Shanghai Banking 
Corp. (HSBC), which has strongly backed 
Bond's empire-building over the past dec- 
ade, is unlikely to see its publicly-stated 
earnings badly dented even if the Australian 
magnate's latest manoeuvring fails to pay 
off, Hongkong analysts believe. 

According to Baring Securities, HSBC': 
timated HK$8 billion (US$1.03 billion) e _ 
sure totals only 1% of the bank's assets and 
is well collateralised. Given estimated 1989 
net profits after transfers to inner reserves of 
HK$5.3 billion and an inner reserve position 
that already tallies as much as HK$30 billion, 
whatever losses HSBC might incur on its ex- 
posure to Bond would be painful, but not 
critical and undoubtedly 
would not be in any way re- 
flected in public accounts. 
An HSBC spokesman said 
only that the bank remained 
“comfortable” with its client, 
who has, at times, knocked 
up against single-borrower 
limits. 

Hongkong brokers say 
that HSBC's share price, 
which has lagged the Hang 
Seng index throughout 1989, 
has already discounted a 
tential slowdown in Bo: 
debt servicing. 

Former HSBC chairman Sir 
Michael  Sandberg's en- 
thusiasm for Bond has been 
crucial both to the growth of his brewing 
empire and to his ambitions to become a 
major gold producer. In 1982, HSBC pro- 
vided A$120 million for the purchase of 
Perth's Swan Brewery Co., while in 1985 
partial financing was arranged by HSBC sub- 
sidiary Wardley Australia (Holdings) Ltd for 
the A$1.2 billion purchase of Sydney brewer 
Castlemaine Tooheys. 

Even after Sandberg's replacement by 
the more cautious William Purves in 1986, 
Wardley Australia arranged credit for the 
purchase by Bond family holding company 
Dallhold Investments of US-based St Joe 
Gold Mines. Analysts say additional financ- 
ing has been provided to Bond International 
Gold, which now controls St Joe and two 
Australian mining concerns. E 
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Japan's policy paralysis 


apan has earned top marks for macro- 
economic policy management ever 
since the government turned the 
domestic economy around with its 
famous X6 trillion (US$42.85 billion) “recov- 
ery package" in the middle of 1987. Now it is 
beginning to look as if some of the praise 
may have been overdone. 

The Bank of Japan (BOJ) and the Ministry 
of Finance (MOF) have arguably managed to 
bungle a decision on when, and by how 
much, to raise the BOJ's discount rate, so as 
to slow down the yen's rapid decline against 
the dollar and prevent a return of inflation. 
The Boy's delayed announcement of a rate 

ease seems to have been a major factor in 

yen's rapid fall against the dollar during 
the second and third weeks of May, though 
worries about the leadership vacuum 
caused by the long-running Recruit share- 
peddling scandal may have helped to drive 
the rate down still further. 

The 0.5-0.75 of a point increase which the 
BOJ was said to be “contemplating” after the 
dollar hit a 22-month peak of US$1:1X 242 on 
23 May, could turn out to be too little and too 
late to impress foreign-exchange dealers — 
especially those outside Japan who seem 
more worried than their Japanese counter- 
parts about the government's ability to get 
its act together after the Recruit affair. 

The Boy's mistake in not raising interest 
rates earlier probably reflects a flaw in the 
way policy is decided, rather than a failure of 
judgment by the bank itself. Decisions on 
discount rate are nominally the responsibil- 
ity of the bank's policy board, which meets 
twice a week. But "guidance" of board deci- 

s by the MOF has become steadily 
suvnger since the September 1985 Plaza 
accord under which major Western 
economies agreed to reflate in return for a 
US commitment to devalue the dollar. 

This seems to mean that the bank now 
needs to spend at least two weeks preparing 
the ground for a policy switch which more 
fortunate Western central bankers can take 
overnight. The MOF's influence may also 
have had the effect of distorting the balance 
between monetary and fiscal policy. 

The MoF's known dislike of public works 
spending — justified by the need to elimi- 
nate dependence on “deficit-covering 
bond" issues — meant that the BOJ had to 
pursue ultra-easy money policies in 1987 
and 1988 in order to provide a suitably ex- 
pansionary overall policy mix. | 

Low interest rates (including a post-war 
low of 2.5% in discount rate) did not pro- 
duce inflation in 1987 and 1988 because the 
yen kept appreciating against the dollar, but 

| 
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they contributed heavily to stockmarket and 
land price booms. Now, the fear is that infla- 
tion could start rising, with or without a be- 
lated increase in interest rates. 

The national consumer price index (CPI) 
— which the MOF takes as its main pointer in 
deciding whether to raise interest rates — 
showed only a 2.7% rise in April from year- 
ago levels, not as much as had been feared 
considering that a controversial new 3% 
general sales tax had been introduced at the 
beginning of the month. But MOF figures on 
import prices (which feed through to the CPI 
after a few months) suggest that the inflation 
may be worse than the index indicates. 

The import-price index for January was 
0.296 below year-ago levels, but rose 3.6% in 
February, partly as result of higher oil prices 
and partly because of exchange-rate shifts. 
By April the index was running 11.976 
ahead of year-ago levels, mainly because of 
the exchange rate. The May figure for im- 
port prices seems likely to prove sharply 
worse given a decline during the month of 






The dollar's surge 
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nearly 7% in the yen's dollar-denominated | 


value. The yen’s fall of course also means 
that Japan’s bilateral trade surplus with the 
US, which began growing again in the last 
quarter of 1988, may increase more rapidly. 
Government economists have argued 
strongly against the view that the re- 
surgence in Japanese exports, which began 
in the second half of last year, had anything 
to do with prices or exchange-rate move- 
ments — let alone an “export drive” by Ja- 
panese industry. The “problem,” according 
to the Economic Planning Agency, is that 
Japan’s position as a machinery manufac- 
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turer is so strong that other industrial coun- 
tries have to buy certain types of equipment 
from Japan. 

But the slacker pace of imports — now 
running at around 10% over year-ago levels 
in volume terms as compared with a 20% 
rise in the first half of 1988 — is certainly due 
to price factors. To make imports attractive, 
the yen needs to return to at least the 
US$1:¥125-130 range, which ruled during 
the first six months of 1988, and even 
perhaps to ¥120 or below. 

To be fair to the MOF and the BOJ, the 
whole of the yen’s sharp fall against the dol- 
lar can hardly be explained in terms of in- 
terest-rate differentials. Political upheavals 
in China and related stockmarket upheavals 
in Hongkong are believed to have “rubbed 
off" on Japan. 

Tokyo dealers stress that the Deut- 
schemark has also weakened sharply 
against the dollar since early April despite a 
series of increases in key West German in- 
terest rates. But Deutschemark depreciation 
has not kept pace with the yen's fall. The 
West German currency lost a “mere” 6.1% 
of its value against the dollar between 31 
March and 22 May compared with a 7.1% 
fall for the yen. This is the more impressive, 
one analyst comments, given the Bundes- 
bank’s evident reluctance to provide sup- 
port to its currency. 

The West Germans are thought to have 
stayed out of the market mainly in order to 
avoid forcing the Deutschemark up against 
some of the weaker currencies in the Euro- 
pean Monetary System. The BOJ, which 
does not need to worry about anything 
apart from the yen exchange rate against the 
US dollar, has intervened heavily. 

The yen’s progress through the floor 
level of US$1:¥140 could well force the 
Group of Seven countries to rethink their 
current views on exchange rate “zones.” 
The US, in fact, may already be doing this, 
judging by press reports suggesting that 
Richard Darman, the Bush administration's 
budget director, favours a partial switch 
back to the “market oriented” regime which 
preceded the 1987 Louvre meeting. 

Before the Group of Seven meets to con- 
sider such questions, however, Japan — 
and perhaps the US too — needs to do 
something more than simply make up for 
lost time in adjusting interests rates. A 
simultaneous upward adjustment by at least 
1% in Japan's discount rate, coupled by a 
downward move, of perhaps 0.5%, in the 
Fed's discount rate might be enough to con- 
vince the market that things have gone too 
far. m Charles Smith 
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AUSTRALIA 


Cash squeeze threatened 


lush with having delivered his 
promised personal tax cuts, tied toa 
ceiling of 6.5% for wage rises in the 
1989-90 round, Treasurer Paul Keat- 
ing allowed himself to speculate that both 
inflation and the balance-of-trade deficit 
would soon start to come down. There was 
also speculation that interest rates had 
peaked. 

Unfortunately for him, the figures still 
defy Keating’s predictions, and after the 
April trade figures were released on 16 May, 
he made an abrupt about-face, admitting 
that if future indicators show that the mea- 
sures he has already taken are not enough to 
slow demand “we will have no hesitation 
but to tighten all arms of policy, including in- 
terest rates.” 

This was reinforced two days later by Re- 
serve Bank governor Bob Johnston, who 
warned that Australia was running out of 
time to solve its trade crisis before world 
growth slowed. Government must continue 
tight monetary policy, he said, to rein in de- 
mand and debt, or face a “brutal adjust- 
ment” forced on it by financial markets. 

On the face of it, the A$1.19 billion 
(US$891 million) trade deficit for April, com- 
pared with the A$1.6 billion March record, 
was an improvement. But analysis showed 
that imports rose by another 15% on season- 
ally adjusted figures, though this figure was 
slightly distorted by the Easter holiday fall- 
ing in March, giving it fewer working days 
than April. On a daily basis, imports in April 
rose to A$186 million a day, from A$174 mil- 
lion a day in March. 

Keating's interest rates warning was ac- 





companied by strong words about the dan- 
gers of Australia's growing foreign debt, 
now standing at A$10.4 billion and expected 
to continue- growing this year and next. 
Keating, forsaking his previously reassuring 
attitude, adopted a much harder line, saying 
that the A$2 billion interest payments on 
debt next year would mean no quick fall in 
the current-account deficit could be ex- 
pected during the next financial year, start- 
ing on 1 July. 

The 1988-89 current-account deficit is 


Deeper into deficit 
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now expected to total around A$16-17 bil- 
lion — compared with the forecast in Au- 
gust last year of A$9.5 billion. 

Many economists welcomed the tough 
talk, but felt it was overdue. Keating also 
clearly signalled that a political decision has 
been taken by the Labor government of 
Prime Minister Bob Hawke not to opt for an 
early election this year, but rather to take 
some tough decisions now and hang on 
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until possibly well into 1990 before facing the 
electorate. 

Conspicuous by its absence was Keat- 
ing/s previous claim that a breakdown of the 
import figures, showing large imports of 
machinery, supported his contention that 
the deficit reflected massive investment in 
new plant by industry, and was thus to be 
welcomed. This claim had been challenged 
in several quarters on the grounds that 
much of the “machinery” listed was compu- 
ter hardware being imported for many pur- 
poses, not necessarily indicating industrial 
retooling. In any case, while the April im- 
ports rose, machinery imports fell from the 
previous month. 

Having been gradually “walked” d 
after touching 90 US cents, the Australian 
dollar was standing at 78.7 US cents when 
the trade figures were announced on 16 
May. The currency has since dived to 
around 74 US cents. 

The other vital indicator, the Consumer 
Price Index (cP!) March quarter figures, re- 
leased on 4 May, while superficially better 
than the previous quarter's, offered comfort 
for neither economic planners nor consum- 
ers. After criticism from both Hawke and 
Keating that the December quarter figure, 
showing a 7.7% annual increase in CPI, was 
"distorted," the Australian Bureau of Statis- 
tics, while denying government pressure, 
has changed its method of reflecting hous- 
ing costs. 

Under the new method, the year's infla- 
tion figure was 6.8% — under the old 
method it would have been nearer 7.4%, so 
little has changed. m Michael Malik 
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Malaysia to float off 10% of Guthrie operations 
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t, Kumpu- 


(PNB), to sell off 10% of the company's 1 bil- 
lion M$1 shares at M$2.10 (78 US cents) each 
on 15 June. The previous biggest flotation 
was by another state-owned company, 
Malaysian International Shipping Corp. 
(MISC), in January 1987, with the sale of 84.9 
“on shares at M$2.40. 
o huge is the Guthrie offer — by Malay- 
sian standards — that PNB has been given a 
waiver on the listing precondition for the 
Kuala Lumpur Stock Exchange (KLSE), 
which requires at least 25% of share capital 
to be held by the public. PNB chairman 
Tun Ismail Ali said Guthrie had a year to 
comply with the ruling and would probably 
issue 150 million additional shares. 
Ismail said PNB had already received in- 
quiries from "merchant banking friends" in 
- Japan, Britain, Hongkong and the US on the 
-. placement of the second issue. If foreign re- 
~ sponse was good, Ismail said he would even 
consider listing Guthrie on foreign ex- 
changes — which would bring the history of 
Guthrie full circle since PNB's dawn raid on 
the London Stock Exchange in September 
1981 saw the group taken private and the 
plantation interests patriated to Malaysia. 

The non-plantation assets remained 

domiciled in Britain and were re-listed in 
don in 1986, prior to being sold at a pro- 
f £130 million (US$208 million) to BBA 
Group in 1988. 

This strong emphasis placed by the PNB 
chairman on foreign buyers for the addi- 
tional 150 million shares was clearly an at- 
tempt to counter the depressing effect that 
‘such an overhang will have on the sub- 
sequent market price. Ismail said he hoped 
. that the overhang would not affect the price. 

— At M$2.10, the Guthrie offer is certainly 
not cheap when compared with other plan- 
tation counters already traded on the KLSE. 
Guthrie is predicting a pre-tax profit of 
.M$182.4 million, after minorities, which 
^ works out at a net price-earnings (p/e) multi- 
- ple of 11.5 — the highest allowed by the 
o Capital Issues Committee for plantation 
companies coming to the market. 

The gross p/e for Guthrie would proba- 
bly work out at around 18, which is slightly 
higher than most analysts’ estimates for the 
other listed plantation majors. According to 
the research division of one of the four sec- 


giant seed 


urities firms underwriting the issue, Gu- 
thrie’s competitors Kuala Lumpur Kepong 
and Harrisons Malaysian Plantations 
(another PNB subsidiary) are trading on a 
prospective p/e of 17, while Consolidated 
Plantations is put at 21. 

Most analysts consider it unlikely, how- 
ever, that any of the underwriters will have 
anything to worry about. Fund managers 
have been screaming for more large, mar- 
ketable issues on the KLSE and Malaysia's 
army of small-time amateur stags are well 
aware of this. 

Guthrie is the largest plantation com- 
pany in Malaysia with 116,000 ha of land 
and owns controlling stakes in listed majors 
Highlands and Lowlands and Guthrie 
Ropel. It also has a useful diversification into 
manufacturing and services, which now ac- 
count for some 10% of revenue. Sharehold- 
ers’ funds at the time of listing will be 
M$1.402 billion, giving net tangible assets of 
M$1.40 a share. 

The last comparable issue, MISC, attracted 
M$300 million in applications and was over- 
subscribed 1.2 times — and this was when 
the KLsE's industrial index was 40% lower 
than itis today. 





In addition to the four stockbroking com- 
panies — Mayban Securities, PB Securities, - 
Rashid Hussain Securities and Seagroatt & . 
Campbell — all 12 merchant banks in 
Malaysia are underwriting the issue, 
gether with Malaysian Industrial Devel 
ment Finance and, for the first time ever 
an issue, Bank Islam Malaysia. The manag 
ing underwriter and adviser on the flotation: 
is Aseambankers Malaysia. 

Only 79.86 million of the 100 million 
share offer will be underwritten. PNB has re- - 
served 20.14 million of the shares for eligible 
directors and employees of Guthrie. Meam- .— . 
while, of the 79.86 million, atleast 30% will = 
be reserved for subscription by bumiputras, ^. 
the indigenous, mainly Malay, Malaysians, ^^. 
for which PNB is the main investment vehi- 
cle. B 








laining the offer, Tun Ismail said "it. — 
has always been the intention of PNB too 
realise its investment in the Guthrie group 
whenever it was considered commercially — 
prudent to do so.” He revealed thatthe cost — 
of PNB’s investment in Guthrie is M$1.362 
billion, following a capital expansion plan 
which took Guthrie's paid-up capital from | 
M$447.6 million in March to M$1 billion . 
now. ERES 
The expansion involved a M$100 million: 
rights issue, the M$100 million conversionof 
a July 1988 loan stock issue, and a bonus — - 
issue of M$353.35 million. Even if the price ^ 
remains static after listing, therefore, PNB — 
will have made a profit of M$73.8 million — - 
and an unrealised profit of nearly M$665. 
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Peking turmoil likely to erode Hongkong stock prices 


China rollercoaster 


By Christopher Marchand in Hongkong 








four days Hongkong experienced a ty- 

phoon, political upheaval in China and 
a stockmarket crash. The Hang Seng Index 
slid 14% to 2,806.57, before a 9% rebound on 
23 May pushed it comfortably back over 
3,000. 

The rally could continue if Chinese Pre- 
mier Li Peng is ousted, the students retum 
peacefully to their classes and a more effec- 
tive leadership is installed in China. 

However, the upheaval has forced the 
market to reappraise its ambiguous attitude 
to the Sino-British Joint Declaration under 
which Hongkong reverts to Chinese sover- 
eignty in 1997. The ambiguity was evident in 
the market's fragile recovery, which was cou- 
pled with incessant debate over the possibili- 
ty of adrastic pre-1997 collapse of confidence. 


I: was just like old times. In the space of 
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A tougher political realism is now likely — 
to feed through to market ratings. Barry. — 
Yates of brokers First Pacific Securities. 
suggests that recent property deals such . 
as the sale of the prestigious Bond Centre. 
commercial complex, which was priced. on 
a 4% yield, rising to 8% on an. 18-month 
view of rent reversions, “will not be sustain: 
able.” | 
The stockmarket could be downgraded . 
from its present multiple of 10-11 times for 
ward earnings. An eight times average mul 















Far from being “oversold,” the Hang Seng 
Index's 339-point slide to 2,806 on 22 À 
lowered the market to just such an. 
times rating — based on most analysts 
casts of 18-20% earnings growth 1 
Higher ratings in future would deper 
confidence in China. It was more optimisti 














news from China on 23 May that prompted 


the market's recovery. 

So far, fears that foreign investor confi- 
dence would be irretrievably broken by 
Hongkong's second major knock — just 18 
months after the stockmarket's four-day clo- 
sure and 33% one-day crash on 26 October 
1987 — have proved groundless. Foreign 
buyers were active in the 23 May rally, while 
local funds were net sellers in order to raise 
cash for possible unit trust redemptions. 
ae But most foreign institutions are still 
^. judging Hongkong by international stand- 
=u ards of value. Hongkong, which pegs its 
currency to the US dollar, has also gained 
from the current strength of the US unit. The 
danger is that foreign investors, tiring of re- 
curring volatility and uncertainty in Hong- 
kong, might seek better value elsewhere. 
Stocks could again slide. If Hongkong over- 
shoots to a rating of five times forward earn- 
ings, the Hang Seng Index could be headed 
for 2,000. The crucial variable is now politics 
and confidence in China. 

In two respects, the present situation is 
worse than in 1987. The real economy is 
weakening not growing this time round. 
China's political uncertainty will also prove 
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more durable than the Hongkong Govern- 


ment's 1987 quick-fix solution of setting up a 
committee of inquiry into securities market 
reform. 

A return in China to discredited or- 
thodoxy could erode property and stock 
prices. And even a quick restoration of poli- 
tical calm may leave behind heightened fear 
for the future and hence increase the out- 
flow of money and people. China already 
faces economic problems which are affect- 
ing trade and investment. A further politi- 
cally induced slowdown could reduce office 
demand in Hongkong for China-related 
business. 

For its part, the property market is now 
likely to come under strain. A looming glut 
of luxury residential flats — as more units 
come on stream in the second half of this 
year — and softening demand in the face of 
a more than doubling of residential prices 
and rents in the past two years has already 
led to a recent easing of prices. 

China's lems are likely to hasten that 
fall. This could be substantial if speculators, 
who property brokers estimate account for 
some 40% of pre-sale purchases in projects 
coming on stream, are forced into sell- 


Hongkong has paid little heed to previous storms 


Lessons of history 
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. | By Jonathan Friedland in Hongkong 


Saee PT mt tt ee vl ore dran aram Ae aar Peg PASA IA ek I RE ium remi o ——— 


E ver the past 25 years, domestic politi- 
O cal convulsions in China have had 
only a marginal direct impact on the 
Hongkong economy. 

Uu China's woes recently have taken on 
|. more immediate relevance as the two 
|... economies become increasingly interdepen- 
. dent and the 1997 return of Hongkong to 
Chinese sovereignty draws closer. Still, 
Hongkong's economic fate appears tied far 
more to world economic trends than the in- 

ternal dynamics of its big neighbour. 
. Even during the height of the Cultural 
“Revolution when China's civil strife spilled 
over into Hongkong in 1967, leading to 
strikes and rioting which left 47 people 
dead, the territory's foreign trade forged 
ahead, its banks remained steady and the 

outflow of capital remained minimal. 
While the stock and property markets 
declined sharply — they were already de- 
pressed owing to a 1965 banking crisis in the 
territory — the local economy remained fun- 
damentally sound. In fact, apart from sup- 
plying food, China was not all that impor- 
tant in the territory's trade mix until China 

began opening up its economy after 1978. 

^^ In subsequent periods of turmoil in 


















China, not even the territory's notoriously 
fickle stockmarkets were terribly disturbed. 
Hongkong businessmen paid little heed to 
the leadership struggle that followed Mao 
Zedong's death in 1976, nor were they 
much affected by the "Democracy Wall" 
movement in Peking in 1978-79. 

With Hongkong's overall economic per- 
formance tied to the buoyancy of North 
American and Japanese demand for manu- 
factured exports, it has been major global re- 
cessions that have stung the local economy 
the worst. The stagflation of the mid-1970s 
and the US Federal Reserve Board-induced 
economic recession of 1979-82 both had a 
strong impact on local fortunes. 

It was only in the early 1980s in the lead- 
up to the signing of the Sino-British Joint 
Declaration on the future of Hongkong — 
the treaty that provides for the return of 
Hongkong to China — that politics had a 
major impact on the territory's economy. 
The stockmarket plunge in October 1981 
was the result of a badly overheated local 
economy and a global interest rate spike, but 
it also reflected unease over the intention of 
Chinese authorities. In mid-1983, a stale- 
mate in Sino-British negotiations led to a 
plunge in the Hongkong dollar — the cur- 
rency crisis was only resolved with the 


Squeeze on t housing loans. 

Danny Wong, managing director of Cen- 
taline property brokers, says that strong 
support should emerge at HK$1,700/ft 
(U5$217.90) on new luxury space. Wong 
bases such support on low vacancy rates, 
gains in real purchasing power and the fact 
that most housing purchases in Hongkong's 
recent property boom took place in late 
1987 to early 1988 at around HK$1,500/ft?. 
Prices are currently quoted at HK$2,300- 
2,500/f£ on the latest luxury developments 
in Hongkong Island's Mid-Levels and south 
side. Price falls to Wong's support levels 
would amount to some 25-30%. 

Of course, pessimism can be a fashiona- 
ble error. The stockmarket has shown resili- 
ence, having rallied strongly after weather- 
ing the initial shock of martial law being de- 
dared in parts of Peking. Moreover, the 
business community sympathises with 
student demands for reform and greater 
democracy. Hongkong tycoons Li Ka-sł ` 
Sir Y. K. Pao and Stanley Ho have expre 
public support. 

The pressure for open policies could, 
some believe, be very positive for the future 
of capitalism in China. " 
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adoption of the US dollar link fixing the ex- 
change rate at US$1:HK$7.80, which re- 
mains in force. 

Following the 1984 signing of the Joint 
Declaration, which outlined Hongkong's fu- 
ture as a special administrative region of 
China with a high degree of autonomy, the 
stock and property markets rallied. Apart 
from world stockmarket crash of October 
1987, these two indicators have continued to 
rise unchecked by problems in the Chinese 
economy and harbingers of change on the 
political front. 5o too has Hongkong's ex- 
port performance: exports have doubled in 
value between 1985 and 1988. 

Even after the death of former 
munist party general secretary Hu Yao  ; 
on 15 April, Hongkong's markets remained 
stoic — the Hang Seng Index continued its 
upwards climb to a 1989 high of 3,309.64 on 
15 May. The continuing chaos in China 
brought at first unease and then a precipit- 
ous reversal. Analysts had been predicting 
good things for the property market after 
the 11 May sale by Alan Bond's BCIL of a 5096 
stake in a prestige office building at a pre- 
mium price. 

While the stock and property markets 
are likely to suffer further from uncertainty 
in China, there are few reasons why it will 
cause major fundamental setbacks. Rather, 
the impact of five years of strong expansion 
might combine with rising interest rates to 
slow a local economy still expected to grow 
by 6.5% this year, after a 7.5% increase in 
1989. And the US dollar link has maintained 
the local cur 






ncy, which has been 
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Haider rewrites the rules 


the Atlas Consolidated Mining 

Corp. takeover saga. In the two 
months ahead of the proxy fight at the Atlas 
annual meeting, the market's engines were 
revved up with an estimated P1 billion 
(US$46.4 million) in transactions in Atlas 
shares. 

Brokers' gains were not limited to com- 
missions on Atlas shares. The surge in the 
Atlas share price, from its year-end level of 
about P28 to a high of P65 in the run-up to 
the 26 April meeting — and the subsequent 

'" of A. Soriano Corp. (Anscor) issues 

n the group retained control of the cop- 

per-mining firm — had brought unpre- 
cedented interest in the stockmarket. 

Interest generated by the Atlas bid was 
the major factor that pushed the market 
index to break the 1,000 mark despite a 
rather bleak short-term economic forecast 
arising mainly from foreign-exchange prob- 
lems. 

More significantly, the Atlas episode 
marks the evolution of the Manila stock- 
market towards fulfilling one of its tasks 
under capitalism: to apply pressure to com- 
panies to maximise profits. Philippine 
capitalism has generally been a weird hybrid 
of Spanish family enterprise grafted onto a 
US-style corporate structure. The reason for- 
eign market players find price-earnings mul- 
tiples of many local stock issues so low is 
partly because after-tax profits are seldom 
the real source of revenues in Philippine 
capitalism. 

rofits are more often the gravy, while 
|! | real beef is corporate control, which 
(aside from yielding hefty directors' fees) al- 
lows the controlling party's family-run en- 
terprises and its allies to capture lucrative 
business deals with their public company: 
suppliers’ contracts, service fees, insurance 
coverage and, as in the case of Soriano-con- 
trolled firms, management contracts. 

Corruption in the government sector, 
which businessmen never tire of condemn- 
ing, simply reflects the dominant local vari- 
ant of capitalism, in which it is not uncom- 
mon to find even directors' groceries, over- 
seas personal travel costs, and housing ex- 
penses charged to company expenses. This 
has had a macroeconomic impact: reinvest- 
ment levels in the country have remained 
low, private savings have failed to catch up 
with consumption, and corporate tax rev- 
enues remain depressed even in a period of 
business boom. 

The bourses in the past two decades 
have been extensions of this peculiar form of 


he Philippine stockmarket has 
| 1 lined out to be the real winner in 
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local capitalism, at best providing very long- 
term savings for small investors hoping that 
the company controllers declare dividends 
occasionally, an avenue for changes in own- 
ership to avoid capital-gains tax, and at 
worst, a venue to make a quick profit 
through insider trading. 

The Atlas affair seems to be a major move 
towards changing that. The issues brought 
up in the takeover bid go to the very roots of 
business practice in the country: the Soriano 
family's management contracts, the volume 
of supplies family firms handle for Atlas 
(and for San Miguel Corp.), and even the 
use of company funds for the media cam- 
paign in support of their control. 

In contrast to the Sorianos' line of "time- 
tested Atlas-Anscor partnership," raider AI- 
fredo Ramos had a powerful message that 
drove straight to investors’ pocketbooks: 
“Since we started this bid, your shares’ 


Atlas carries the market 


Manila Composite Index 
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values have gone up; the issue is greater di- 
vidends for stockholders." 

Ramos may have over extended his re- 
sources, and his group is facing substantial 
losses as the Atlas share price has moved 
down since the challenge failed. 

Still, as Manila brokers are now pointing 
out: "After this, listed firms will be pres- 
sured to improve their bottom-lines and di- 
vidends or face takeover threats." Which, 
after all, is what capitalism is supposed to be 
all about. u Rigoberto Tiglao 


A new stock issue on the fledgling Jakarta 
exchange has set off a scramble for shares 
among local and foreign brokers eager to get 
a piece of the action. The free-for-all high- 
lights the major drawback of an exchange 
the government would like to see as the next 
Asian market to “emerge” — demand for 
shares far outstrips supply. 

A new issue by Sucaco, a well-regarded 
cable manufacturer already listed on the ex- 
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change, has brokers thinking another run- 
up in the market may be just around the 
corner. They remember an issue by Jakarta 
International Hotel in December which 
triggered a buying frenzy. 

Sucaco is offering 5.8 million shares for 
issue on 31 May. The shares, at an offer price 
of Rps 6,200 (US$3.53), will bring in gross pro- 
ceeds of about US$20 million. But hungry in- 
vestors, mostly from abroad, have applied 
for almost 51 million shares, causing the 
issue to be over-subscribed by an almost 
comic 780%. 

According to an official at Danareksa, 
the state investment trust company, one 
broker alone — T. C. Coombs — applied for 
14 million shares, or 2.4 times the number 
available. Other major buyers were said 
to include Baring Securities and Jardine 
Fleming (JF). 

The scarcity of shares on the Jakarta ex- 
change is proving particularly burdensome 
for the managers of two Indonesian funds 
— one run by JF and the other by Banque In- 
dosuez. They are committed to invest in the 
Jakarta exchange but there are simply not 
enough shares to satisfy them and local 
buyers. 

Danareksa, which holds about 35% of all 
issued shares in inventory, has been a par- 
tial saviour to foreign investors but not with- 
out straining relations with local brokers. 
From November to February, foreigners 
snapped up 4.8 million shares, with more 
than half being supplied by Danareksa. 

But, local brokers say, many of these 
shares changed hands in private deals be- 
tween Danareksa and foreign brokers. By 
not selling shares through the exchange, 
they say, share prices do not accurately re- 
flect market demand and individual buyers 
are nudged aside by institutional investors. 

In one trade that has raised the hackles of 
local brokers, Danareksa was reported to 
have sold JF up to US$11 million worth of 
stock directly out of inventory. In return, 
Danareksa is said to have an option to buy 
20% of the JF fund. The arrangement has 
also annoyed some Finance Ministry offi- 
cials who would rather see foreign fund 
managers investing in Danareksa, not the 
other way around. 

Help for frustrated investors may be on 
the way. According to figures from 
Bapepam, the capital market regulatory 
agency, 16 non-listed firms have indicated 
their interest in issuing shares by filing a let- 
ter of intent with the agency. Brokers esti- 
mate that five or six of these will obtain 
Bapepam approval and come to the market 
this year. = Adam Schwarz 
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BANKING 


Filipino investors rush to buy privatisation stock 


A national asset 


By Rigoberto Tiglao in Manila 


anila’s largest bank, the govern- 
M ment-owned Philippine National 

Bank (PNB) is finally out of the in- 
tensive-care unit, and ready for the market. 
The government is selling 30% of the bank, 
and investors are rushing to snap up the 
10.8 million shares of nominal P100 
(US$4.84) value, at the offer price of P170. 

PNB (1988 first quarter assets: P43 billion) 
seems to be the government's most success- 
ful demonstration to date of its ability to 
revive an institution ravaged by Marcos 
cronies. The success of its share offering — 
which was oversubscribed within three 
days — could also make it the much hoped- 
for model for the government's lacklustre 
privatisation programme. 

The offering, which is confined to PNB 
depositors, its underwriters, and stock ex- 
change brokers, is expected to be listed on 26 
June on both exchanges, and should give 
Manila's capital market a welcome boost. 
The exchanges have a combined annual 
turnover of about P36 billion — the PNB flo- 
tation alone adds nominal capitalisation of 
P1.08 billion. 

More significantly, the Aquino gover- 
ment seems to have broken with the time- 
honoured tradition of presidents exploiting 
the bank to finance favoured groups. 

Joker Arroyo, PNB chairman and for- 
merly the powerful presidential executive 
secretary, stresses that much of the business 
community's confidence in PNB rests on its 
ability to resist what he alleges have been at- 
tempts by "influential groups" to control 
and use PNB's resources. “My big contribu- 
tion is that I’ve been able to insulate the bank 
from these groups," he told the REVIEW. 

Manila bank analysts also suspect Ar- 
royo's continuing influence in government 
and business circles may have helped the 
bank to secure plum transactions — for 
example the US$150 million remittance 
through PNB by tycoon Tan Yu for property 
purchases — as well as cut through red- 
tape. 

PNP's turnaround is not merely Arroyo's 
doing. It owes much to the combination of 
Arroyo's powerful political connections, 
and the banking experience of PNP's presi- 
dent, Edgardo Espiritu. Espiritu used to 
head Metropolitan Bank and Trust Co., one 
of the three largest local banks, and is tipped 
as a possible replacement for Central Bank 
governor Jose Fernandez. 

PNP's rehabilitation was a specific condi- 
tion imposed by the World Bank and the 


IMF on the Philippine Government in return 
for their loan facilities. Scepticism over PNB's 
turnaround centres on the fact that its books 
have been cleaned at the government's ex- 
pense. Some P47 billion of its non-perform- 
ing loans were transferred to the govern- 
ment's Asset Privatisation Trust. The carry- 
ing cost of those loans — approximately P3 
billion — is now borne by the national 
budget. In addition, PNB got a capital infu- 
sion of P2.5 billion from the 1987 budget. 
Arroyo explained that the government 
had no choice but to carry the costs, since if 
the non-performing loans pushed PNB into 
bankruptcy, the government, as owner, 
would ultimately have to cover for losses. By 
giving it a fresh start, PNB would be able to 
generate profits for the government. This 
expectation has already been partly fulfilled 
by the cash dividend of P500 million in 1988. 
In addition, the expected P1.8 billion to be 
raised by the flotation will go straight into 
the National Treasury's coffers. The bank's 
1988 dividend, being seen as establishing 
policy of distributing half its net profits in 


Philippine National Bank in figures 
Selected financial statistics (P billion) 
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cash dividends, explains much of the mar- 
ket's enthusiasm for the share offering. 

There are other reasons, however. Net 
profits this year are forecast at P1.5 billion, 
though some banking analysts think they 
could be as high as P2 billion. Dividends are 
expected to total P55 a share. And the flota- 
tion price of P170 reflects a price/earnings 
(p/e) ratio of only three — well below the 
banking sector's average of about five. At a 
p/e of four, the share could trade as high as 
P222 this year. 

However, not all is entirely rosy. The 
government's assumption of some huge 
non-performing loans has not completely 
solved the bank's problems. It still has some 
P1 billion in troublesome loans. 

The overhaul meant tackling some 
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characteristic features of an institution fet- 
tered by corruption and patronage. Like 
much of Manila's bureaucracy, PNB had pro- 
vided "jobs for the boys" since its establish- 
ment in 1916. Espiritu quickly dealt with this 
problem, pruning annual overheads by 
about P120 million — retiring about 3,000 
direct and indirect employees. 

Nine overseas offices were closed. In the 
past these were maintained less for the 
money they earned, but rather to justify top 
PNB officials' trips abroad, and to syphon the 
Marcos officials’ dollar expenses abroad. 
The politically influential former adminis- 
trator of the Social Security System (sss) dur- 
ing the Marcos years deposited a chunk of 
its funds with the PNB at a high interest rate. 
The new PNB management returned some 
P10 billion in sss deposits which were being 
paid 23% interest. 

Relieved of the need to cater to cronies, 
the bank has concentrated on attracting 
deposits by more accepted marke*-- 
techniques — moving bank branches to 
ter locations, speeding up overseas remit- 
tances through computerisation, and even 
refurbishing its run-down offices. 

The bank was quick to seize on a profita- 
ble activity that has generated substantial 
revenues — trading Philippine Government 
debt instruments. This, however, has led 
other banks to question whether PNB is play- 
ing by the rules. As a government bank, it 
has priviledged access to Philippine Govern- 
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ment debt instruments, yet is technically 
prohibited from buying them under the 
terms of the debt-restructuring agreement it 
reached with foreign banks. 

The bank has fully exploited its edge in 
terms of overseas branches — as well as a 
perception among Filipino overseas work- 
ers that they have to use a government bank 
to remit their earnings — to handle more for- 
eign exchange remittances than any other 
Philippine bank. ` 

Ultimately however, PNB’s turnaround 
reflects the surge in the Philippine economy. 
A substantial part of its profits come from 
the revaluation of assets — especially real es- 
tate. It has also profited from investing in 
Treasury bills, whose rates have risen partly 
in response to heightened activity. Li 
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Australian market watchdog 
arrested on way to Malaysia. 


> A Malaysian national employed by the 
Australian National Companies and 
Securities Commission (NCSC), Teh Kian 
Lang, was arrested on 20 May as he was 
leaving for Kuala Lumpur and charged with 
27 insider trading offences. Teh, who joined 
the NCSC in 1988, was employed in the 
market surveillance division which alerts 
the commission to suspected irregularities. 


South Korea's foreign 
trade showing worsens 


> South Korea's trade figures continue to 
weaken as a result of continuing labour 
disturbances, currency appreciation and 
` "er wages. The Korea Foreign Traders 
xiation says that the country ran a trade 
deficit of US$591 million during the first 20 
days of May, the worst performance this 
year. Exports declined 0.876 while imports 
rose 10.195, in US dollar terms. The trade 
deficit was US$34 million in April, according 
to the Ministry of Trade and Industry. 


Japan studies opening up 

of trust management industry 
> A Japanese Finance Ministry study 
group has recommended opening the X55 
trillion (US$393.4 billion) investment trust 
management industry to more securities 
firms, including foreign, to lift competition. 
Only 14 firms, affiliated to Japanese 
securities houses, are currently licensed to 
manage investment trusts. Finance officials 
are expected to set entry guidelines and 
receive applications by the start of 1990. 


IC unloads part of 
its Sime Darby stake 
> Malaysia Mining Corp. (MMC) has 
announced a M$100 million (US$37.2 
million) expansion using the proceeds from 
the sale of 20 million of its 127 million shares 
in Sime Darby to the national equity 
corporation, PNB. The sale at M$5 a share 
will reduce MMC’s stake in Sime to 11.5% 
but enable it to subscribe to a rights issue of 
its 46%-owned associate, Ashton Mining. 


Plastic resins plant 
planned for Johor 


> Himont Inc., a leading worldwide 
producer and marketer of polypropylene 
resins, has announced plans for a 100,000 
tonnes a year polypropylene plant in Johor, 
Malaysia. Himont said it would take a 35% 
interest in the project, with the rest held by 
China General Petrochemicals Co. of 
Taiwan. The plant, which is scheduled to 
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begin production in 1991, would be 
Himont's second Southeast Asian venture. 
Another Himont subsidiary, HMC 
Polymers, a joint venture with Thailand's 
Bangkok Bank, is building a polypropylene 
plant on Thailand's eastern seaboard as part 
of the giant NPC-1 petrochemical complex. 
Industry sources estimate the Johor project 
to be worth about US$200 million. 


New head for Thailand's 

top planning agency 

> Phisit Pakkasem has been appointed 
secretary-general of Thailand's planning 
agency, the National Economic and Social 
Development Board. The board has the 
power to vet large capital projects. Phisit 
was previously deputy secretary-general 
under Snoh Unakul, who has brought 
forward his departure which was originally 
scheduled for September. 


Business indicators 


Kuala Lumpur stockmarket 
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Philippine suit against 
Westinghouse to be arbitrated 
> The Philippine Government has 
welcomed the ruling of a New Jersey 
District Court to refer to arbitration part of 
its suit against Westinghouse Electric Corp. 
The suit centres on alleged fraud involving a 
nuclear power plant built by Westinghouse 
which has been mothballed since 
completion in 1986. The suit is to be heard 
by the Geneva-based International 
Chamber of Commerce. Although the 
government said this would mean that the 
case would be resolved faster, US lawyers 
for the Philippines had opposed arbitration 
on the grounds that this provision in the 
Westinghouse contract was itself a result of 
improper dealings with the former Marcos 
regime. The US court ruled that it will still 
hear one of the 15 counts, that involving 
bribery and corruption charges, brought 
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against Westinghouse and the US firm 
Burns and Roe Enterprises. 


India to allow foreign miners 

to prospect for gold 

> Foreign companies will be invited to 
prospect for gold in India on much the same 
production-sharing terms already offered 
for oil exploration. In exchange, the foreign 
prospectors will have to bear the full 
exploration risk. Applications are already in 
hand from Australian and Canadian gold- 
mining firms. With its prinicipal gold field, 
Kolar, nearly exhausted, India's gold 
output is now barely one tonne a year. 


Taiwan and the US agree to 
protect video copyright 

> Taiwan and the US on 19 May signed an 
agreement on protection for movie and 
video copyrights that will require unlicensed 
video parlours to be registered. The 
agreement, reached in Washington, 
prescribes stiff penalties for violations. The 
US film industry loses US$30-60 million a 
year from illegal movie showings in some 
1,000 Taiwan video parlours. 


Bougainville copper mine 
closes after civil strife 

»> After sabotage, protest strikes and the 
shooting of an Australian mine company 
official, the giant copper mine on 
Bougainville island in Papua New Guinea 
(PNG) has closed indefinitely until security 
improves. The closure means a production 
loss worth about A$1.5 million (US$1.1 
million) a day, one-third of which would 
have gone to the PNG Government in 
royalties, comprising a fifth of government 
revenue. Prime Minister Rabbie Namaliu, 
visiting Australia for talks with government 
and business leaders, is reported to be 
seeking a dialogue with the Bougainville 
rebel land owners who have resorted to 
violence to press their demands for 
increased compensation from the mine 
owners and the island's secession from PNG. 


New plan for privatising 

Thai International 

»> Thai Airways International is to put 
forward a compromise plan which it hopes 
will break the impasse between the finance 
and communications ministries over plans 
to privatise the national carrier. The idea, 
proposed by Banque Indosuez, is to issue 
non-voting preference shares called 
"perpetual certificates." The issue could 
involve raising a total of Baht 10 billion 
(US$388.3 million), according to Thai 
finance official Thamnoon Wanglee. 


Gi 


VAS X I3 TC. 2 =y " "v M. E « ) gee , 


DOCBU STNESS AFFAIRS | PA pi i Ea eiu 


PRICES AND TRENDS 


Last sale to 22 May Latest Previous week — 3 months ago Year ago Average of representative high-grade issues 





Economic indicators, selected Asian countries 
2d Australia China Hongkong India Indonesia 
Economic Growth 94 (real) (1) 
JOK eee F— SSS 






Japan 





Malaysia 





J 


latsi .....  . .... USSi2B0blMar) . . iiS BR Dans) an) — —na — — — ———US$A90b(Dec) .. . USSA7Zibían) |. .  ilSgRAdhiMar)| | RRR (Oh IEah | 
i) Leeroy C — EN TS ee Hei eg eS o 6 1 
rade Balance (total merchandise) 





fr Latest 3 mo U991.04b van-Mar) —UesiBso(Jan-Mar) =US$0:90b (Jan.-Mar.) —US$1.39b (Nov.-Jan.) —--US$3.15b (9) (Sept.-Nov.) + US$19.44b (6) (Nov.-Jan:) +US$0.48b(4) (July-Sept. 
dou Smo — — —  —USSLOI c Mar) tae a i (an-Mar) -—USST39b (Now stan) FUSS. 150 9) (Sent-Nor] ts $2037b- . .  -USSD 61b 


ware 65^—  — *U9JI0 X .  —US$69! LB L— S A RMA S —— —SHRLU M —LFIBGSIr o i  -Fitsarar 
Exports | 7. 





f cates US$8:52b U99900b —  US$157800 ^ — — —wBüS$346 — — — — US$479b(9) —- —  —US$6803b(6) —— — — US$473b(4) 
e/a UM X ET DIESER TINIRA, K is 


/0 NANYE Yea 
mpor ts (5j 





Lates US$9:36b SIEI — — —US$16.67b X — US$4Bb ^ — 3—  US$t64b(9) ——  —  US$4859b(6) -- — — — US$4:25b(4) 
p change pois smo — -22 a — 8b —  — -19 —  -3 C ENTE OA LILI (9 










pt.85 — 100(2) Jet Li Apr. / / -Mar. /8— 100 J85 = 10C J80— 100 


GL mo IE — IL Decl  -— a T — $5 8(Jan-Mar) -.. 81967(Nov.-Jan) . 317.87 (Nov.-Jan.) .  1022í(0d-Dec] 1a Llulv-Sent | 
v oU M reu A Eg eT He RE E — HX 


)ney Supply (3 
Les . ... ...... A$149.56b(10)Jan.) .. Rmb955.96b(0cL-Dec.) HK$366 58b (Mar) Re 1OONUD\ Mar) Bne dt anal ware Ai (Dec) SCAB 1fh (Gent | 


CORE eet  — ME — 2H 


"m Or carie 










U Ymca ana oter estimates of GUP (GNP in Jaj 





pan) (2) Vonsumer Price Index A~ (3) M? or currency plus ban ^ UcUSIIS [^J "ETIITISUIdT Malaysia 0 





Hy (2) VIT UGIITHUOR Ot TESETVES minus gold except for Singapore (6) Customs basis 


70 FAR EASTERN ECONOMIC REVIEW (01 JUNE 1989. 


ae oo 


22 May US$1 Worth Banknote rate* Official rate Spotratet Previousweekt 3monthsagot Year agot Five Year Currency 


200- 
180- 





1985 1986 1987 1988 1989 _ 
(end year) 





interest rates (%) 


Prime 1-yeartreasury Interbank Interbank Interbank = Eurocurrency and Asian currency 
22May lending bills/bondst —1montht 3monthst Gmonthst unit deposit ratest 





1988 (end month) (weekly values) 1989 





ao —1846— — —1200——— 311343/8 —17,40400-—-17.4.3438-——____—_—_—-4--__3-____§___t2__—_— 
p : : Five Year Currency 
2a dis : c Sterling 12.625 13.0625 13.1875 13.0625 
i OU 0:00 D 3.18/* .10 2 R} 1207 ue an SERES aa 
New Zealand 1575 1304 I^ 335 — 1350 Singapore 
y : 4€ B AR pi 4 | 4 562 SS ba ,O0 0 A 110- Malaysia 
: — — Om | . 68125 7.125 73125 174375 “~a 





\ilippines Singapore South Korea Taiwan Thailand 20 


1985 1986 1987 1988 1989- 


(end year) 
Monthly/Weekly Summary 
J590. e ei — USS 110- Singapore 
A^ 90- 
80- Thailand | 
])-aruE m m um e Ua E uim 
60- - Malaysia 


40- Philippines 


20 Indonesia $ 

-A aAA 

sa eee PA EE, COE, J 
1988 (end month) (weekly values) 1989 


` Weighted for 1987 trade with the countries shown plus the US 
and Canada and 14 European countries 
Figures are for the week ended 19 May 


Source; UBS—Phillips & Drew 





1 JUNE 1989 | | FAR EASTERN ECONOMIC REVIEW 71 


BUSINESS AFFAIRS 


CREE E SORE TTE SS AC BLESS BTR EL i Hau one «RELL SET BS ARTO EY PAA EDN NTE OSES Qu 29 re CARATS TRAC RII 


STOCKMARKETS 


a a a Wild swings in Hongkong uuu Luphoria in Taipei unuu 


Manila starts Marcos deathwatch u ua a the bears arrive in 


in Australia in period ending 23 May uuu 





After a week of interest rate worries, a 
drop in the yen against the dollar sent 
prices plummeting on the last morning of 
the period. They later recovered to leave 
the index only slightly down on the | 
period. Export-related shares fared well, 
but power companies fell. Canon rose 
¥100 to x 1,800. Turnover was a low 701m | 
shares a day worth ¥1.1t (Us$7.9b). 


Tokyo 








The China crisis found expression in the 
Hang Seng Index. As tension mounted, 
the index fell. Martial law triggered a 

vertiginous 10.8% plunge on 22 May. As | 
it became clear that martial law was easier : 
to announce than impose, the index | 
rocketed back with a 9.3% rise the next — | 
day. Turnover was a hectic 928.9m shares _ 
a day worth HK$2.36b (Us$302.4m). | 
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All Shares Index, 346.61 
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After gains early in the period, prices fell 

as unit trust managers sold blue chips to | 
cover for the falling market in Hongkong. | 
However, short-covering prompted a | 
recovery on the last day. SIA closed 30s 
cents down at $$14 but SPH Foreign put 
on 10S cents to $7.80. Average daily 
volume was 91.8m shares, valued at 
5$190.8m (US$97m). 





Prices rose strongly in the first half of the 
period only to fall sharply after the long 
holiday weekend. The reverse was a 
response to losses in New York and 
Tokyo. Genting lost 5 M cents to M$8.20 
while MISC fell back 25 M cents to M$9.75. 
Volume also dropped to an average of 
42.1m shares a day, valued at M$78.1m 
(Us$29m). 





Profit-taking set in on the last day of a | 
week of record turnover, with average 
daily volume topping 13m shares, worth 
Baht 1.56b (US$60.6m). Local investors 
moved into blue-chip industrials, but still 
avoided banks. Siam Cement gained Baht 
130 to Baht 4,021; Padaeng Industry 
soared Baht 150 to Baht 1,592. Asia Fibre 
rose Baht 13 to Baht 123. 


After a three-week surge, the market 
consolidated mildly. It was jolted on 19 
May by reports of the impending death of | 
ex-president Marcos and the possibility of 
political instability should his body be 
returned to Manila. Average turnover 
was 2.6b shares worth P145.6m 
(US$6.7m). PLDT lost P5 to P340, but San 
Miguel inched up P5 to P249. 
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Toky Oman bulls 


The market had another choppy week 
with volume falling and liquidity staying 
tight. Struggles within the ruling political 
party made investors edgy and reluctant 
to get involved. Securities shares fell 3.5% 
and pharmaceuticals dropped 2.8%. 
Trade and autos gained. Volume 
averaged 7.2m shares a day, worth Won 
170.8b (US$258.8m). 


The market set price and turnover records 
as investor euphoria was augmented by 
news that Taiwan's conservative prir-^ 
minister, Yu Kuo-hwa would resign. 
Average daily turnover was NT$108.1b 
(Us$4.17b), and had a single-day high of 
NT$127.8b. Nan Yang Dyeing & Finishing 
rose 14.8% to NT$159, and Pacific Electric 
Wire gained NT$28 to NT$145. 


The market rose to seven-month highs as 
overseas investors piled in after a 2 Us cent 
fall in the Australian currency. Local 
institutions were deterred by interest rate 
worries. Turnover eased to 573.42m 
shares worth A$1.24b (Us$928.8m). 
Companies with large Us earnings fared 
best — News Corp. soared A$1.35 to 
A$14.80 and BHP 76 A cents to A$8.90. 


Prices slid in light trading, with little 
overseas interest. Volume totalled a slim 
37.6m shares worth NZ$74.8m 
(US$44.7m). Speculative holdings in 
Goodman Fielder Wattie were sold, 
which helped push the index down. 
When Goodman bottomed at NZ$2.S 

the index firmed. Fletcher Challenge fell 5 
NZ cents to NZ$4.90. 


Shares prices continued to move lower 
generally, but the BSE index ended 0.88 
points higher. Institutional buying on 23 
May propped up the market. Volume 
continued to be low at Rs 300m 
(US$18.8m), and investors remained 
reluctant to take positions. Tisco lost Rs 70 
to close at Rs 1,270. Reliance was steady at 
Rs 121. Colgate rose Rs 15 to Rs 345. 


The market had trouble weighing the 
effects of a strong dollar. At first, a firm 
dollar and bond market took the Dow 
Jones Industrial Average to post-crash 
highs. But on 23 May, investors decided 
the dollar’s strength would hit exports, 
and prices fell. Turnover totalled 983.8m 
shares. The Morgan Stanley Capital 
International Index fell. 
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The organization behind the figures: 


Powerful international network Long tradition of customer support 


Nearly 120 years of experience in Triple-A rating 
domestic and international business 


Leading international reputation 


Swiss Bank 
orporation 


Schweizerischer Bankverein 
société de Banque Suisse 





General Management in CH-4002 Basel, Aeschenplatz 6, - 
and in CH-8022 Zurich, Paradeplatz 6. The key Swiss bank 


Specialized precision. Globa 
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Trade finance. Treasury services. Merchant 
banking. Stockbroking. Insurance. Years of 
experience in different departments and offices 
of the HongkongBank group have given our staff 
specialized financial skills. 


That's why the HongkongBank group's member 
companies have gained a formidable reputation 
for their specialized financial services. Wardley 
in project and corporate finance. James Capel in 
securities. Carlingford and Gibbs in insurance. 
To name a few. 


Advanced technology links these independently 
successful companies into a global network: over 
1,300 offices in more than 50 countries. The 
result: a unique mix of knowledge and 
experience worldwide. 


For more information, contact your nearest office 
of the HongkongBank group. 


Specialized skills providing fast local decisions, 
backed by global resources. That's our strength. 


HongkongBank 


The Hongkong and ses aug Corporation 


anes ER 434 7425 OES A Os RES 
arina Mna iak o a GRO 
The British Bank of the Middle East * HongkongBank 
of Australia * Hongkong Bank of Canada 
Wardley * James Capel * CM&M 
Equator Bank 


dade uen Gm Doras Groups 
Fast dieciqiofs "Worldwide. 


CONSOLIDATED ASSETS AT 31 DECEMBER 1988 
EXCEED US$113 BILLION. 








If you are considering, or are now, investing in one 
or more of Asia's fast paced stockmarkets, a trial 
of ASIAN MARKETS MONITOR may prove to 
be your wisest investment in 1989. As everyone 
knows a major key to successful investing is having 
the right information at the right time, and that's 
what each issue of AMM delivers to its many read- 
ers each and every week. 


A no nonsense, straight from the shoulder weekly 
newsletter AMM will provide you with detailed 
market commentary, objective reports on sectoral 
developments and the reasons behind them, high- 
lights of results of large and medium sized com- 
panies, informed analysis and opinion and much, 
much more. 


Normally available for longer terms for a limited 
time only we are offering a trial to . . . 

ASIAN MARKETS MONITOR so that you can 
discover for yourself how very helpful AMM can 
be to you when it comes to making the right invest- 
ment decisions. 


— AMM is written, complied and edited by 
specialists throughout the Asian region and pub- 

lished by a wholly owned subsidiary of Review 
Publishing Company Ltd., publisher of the Far 
Eastern Economic Review, Asia’s most authorita- 
tive business/news publication. 


- Because we are so confident that once you've 
sampled AMM for yourself, you will discover 
- how valuable it can be to you in making invest- 
ment decisions, we are offering a 13 issue 
: trial-period for only US$150. That amounts to 
US$11.54 per week, lessthan the price of a moder- 
ate lunch. 


Why not begin 1989 with your best investment foot 
forward by placing your trial order to AMM today. 
We firmly believe that you will begin benefitting 
from the very first issue. 


If for any reason after ordering AMM you wish to 
stop your trial subscription, you may do so at any 
time and receive a full refund of the unused por- 
tion of your payment. 


Order now while you are thinking about it and 
start receiving the kind of timely news and infor- 
mation you need to have about the Hong Kong, 
Singapore, Malaysian, Philippine, Thai and Ko- 
rean stockmarkets. You have everything to gain 
and nothing to lose. | 


To order simply complete the coupon and send it 
along with the appropriate payment or completed 
charge card information. 


To: Publications Div., Dept. AMM, Review Publishing 
Company, Ltd., GPO Box 160, Hong Kong. 


D) Yes! Please enter my 13 issue trial order to Asian Markets 
Monitor immediately so that I can begin to benefit from the 
investment intelligence I will receive each week. 13issues — 
US$150/£91/HK$1,170. 


t3 I perfer to order for 52 issues — US$599/£363/HK $4,670. 

You may forward equivalent payment in any convertible cur- 

rency. 

£i f enclose in payment thereof (cheque payable to 
Review Publishing Company Ltd.) Or, please charge my 
credit card (tick one): 


i] American Express C Diners Club 
. [3 MasterCard C) Visa 


Exp. Date 
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. . FELLOW/SENIOR FELLOW, 

..—— DEPARTMENT OF ECONOMICS 
ESEARCH SCHOOL OF PACIFIC STUDIES 

IE AUSTRALIAN NATIONAL UNIVERSITY 










Post: Tenurable; 

y retiring age. S 

etin of Indonesian Economic 

_ | disseminate knowledge of the Indonesian economy through 

.j Beations, stimulating and co-ordinating research by other 

| and seminars, supervising students, and consulti 

| appointment is to provide continuity to work on 
reference will be given to a person with a deep commitment to the subject. 

ifications: . PhD or equivalent experience, with some years of work in a 


years initially, with 


tudies. 













] of leadership capacity in research is im 
economy and Southeast Asian trade an 


are essential. A statement of research interests and 


©. Secretary, Research School of Pacific Studies (062) 49 2678. 
I, -.B9. Ref: PA 11.5.1. SALARY: Senior Fellow A$47,564-A$55, 29? 


"make an appointment or to appoint by invitation at any time. 
THE UNIVERSITY IS AN EQUAL OPPORTUNITY EMPLOYER 


| Readers are recommended 
| to make appropriate enquiries and take appropriate advice before 
|. sending any money, incurring any expense or entering into a binding 
{| commitment in relation to an advertisement. The Far Eastern Eco- 
M nomic Review shall not be liable to any person for loss or damage in- 
| curred or suffered as a result of his/her accepting or offering to ac- 
M cept an invitation contained in any advertisement published in the 
] Review. 





Theoretical and phe studies of Indonesia’s economic development and 
possibility after review of reappoint- 

ial responsibility: research on the Indonesian economy, 
managing the work of the Indonesia Project and editing the 
The appointee with also be expected to 

rsonal research pub- 
olars, giving lectures 
with government officials. This 
donesia over a long period, so 


lied 
economics and a demonstrated ability to conduct independent research. Evidence 
rtant. Previous work on the Indonesian 
development, and a knowledge of the In- 
donesian language would be advantages. Publications in well recognised journals 
sible research proposals will 
| t. aired. Further Particulars: Please obtain these before applying from the 
Gong date: 7 

.à.; Fellow 
.4$35,683-A347,503 p.a. APPLICATIONS should be submitted in duplicate to the 
Registrar, The Australian National University, GPO Box 4, Canberra, ACT 2601, 
Australia, quoting reference number and including curriculum vitae, list of publica- 
tions and nàmes of at least three referees, The University reserves the right not to 











REVIEW INDEX 


The Review Publishing Company Limited is now publish- 
ing a quarterly index which details by country, subject and 
date everything that has appeared in the Review. 
- The index is available on SE rep basis. Subscribe now 
| and each quarterly index will be sent to you automatically 
. às soon as it becomes available. A vital research tool, the 
| Review index will save hours of needless searching for in- 
. formation. ORDER YOURS TODAY! Only HK$290 
|. (US$37.50) for 4 quarterly issues. Just complete the coupon 


below and send with your payment. 





-.:.. The Circulation Department, 
. .. Review Publishing Company Limited, 
m GPO BOX 160, Hongkong. 
Please send my order for the Review Publishing Company 
1 Limited QUARTERLY INDEX. | enclose HK$290/US$37.50 
+ (orits equivalent in local currency) in payment. 
"5 (Please print in block letters) 
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Property 


The BEST corner in : 
KINGS CROS 


Sydney, Australia. 
Cnr. Darlinghurst Rd & Bayswater Rd 








# Prime Location @ Redevelopment potential 

$ Opposite Kings Cross station — € Best retail location 

+ Three Street Frontages + Prime pedestrian/tourist area 
@ Existing Income 


Surrounded by major Hotels 
(inc Hyatt, Crest, Sebel Town House) 


Auct: 14/6/89, St. Andrews House 


Scott Gray-Spencer Doug Laing 
0011 612 2338833 0011 612 3581733 g 
2 Castlereagh St, Sydney 10 Ward Avenue, Sydney 3 


WEALDEN HOUSE 
FREE RELOCATION SERVICE 
For properties in the U.K. We have a 
comprehensive rice) of properties 





throughout the U.K. Full property man- COPYRIGHT 
Birdbrook, Stonegate Wadhurst, East REPRINTS 


Sussex, England. TNS7EU 
Tel: 0435 517, Fax: 0892 515789, 
Teiex: 9312102325 TWG 


The combined efforts of the Far E 
Eastern Economie Heview's large ] 
and highly skilled editorial team o 
have made it the premier source of ogo 
information for those who do busie i 
ness, or have an interest, in or with; 
Asia. E 
Ag a testimony to the publication's. 
editorial quality, many Review arti- 
cles have, over the years, been re- 
printed in newspapers, magazines; 
educational textbooks, newsletters 
etc throughout the world. Wie 
Should you as an editor, publisher or = 
on behalf of an organisation, educ 
tional establishment ete wish to € 

quire about our reprint a 
copyright charges, please ad 





Business Opportunity 


No. 1 Golf View Corner Lot; 
TOURNAMENT PLAYERS 
CHAMPIONSHIP COURSE, 
Scottsdale, Ariz (Phoenix Open). 
Privileges in all U.S.A. T.P.C. Courses. 
US$329,000. Contact TED TOBIAS, 





455 Martin Lane, Beverly Hills, CA 90210 een ene 
U.S.A. Phone 213-271-9839. Managing Director ———— 
Review Publishing Company Limit: 
GPO Box 160, Hong Kong - 
Tel: 5-8328300  Fáx:5-83459. 


Telex: 62497 REVAD HX 


If you have something a ETE ees Te 
to say... sayit | our prompt, individual atter 


in the Classifieds! 
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Billionaire steps into limelight 
After a lifetime determinedly maintaining a 
low profile, Van Chansue, 66, moved in to 
the limelight in early May when he was 
elected speaker of the Thai Senate, just a few 
weeks after being appointed to that body by 
Prime Minister Chatichai Choonhavan. The 
speaker's post carries with it the presidency 
mcwwu Of the parliament. 
i Many feel that 
Van, a Thai Chinese 
who is the country's 
top taxpayer, owes his 

|. elevation to a formida- 
: ble range of contacts 
within the business 
and political com- 
munities and, most 
importantly, the mili- 
tary. He had strong 
business ties with Chatichai's father, while 
his nephew is married to the daughter of 
army chief Gen. Chaovalit Yongchaiyut. In 
typically unobtrusive fashion, he has helped 
keep the balance between military, political 
and business interests for the government. 

For years he ran a highly successful law 

office, the government-controlled Thai Oil 
Co. and Isuzu Motor (Thailand). He also car- 
ried out the politically charged reorganisa- 
tion of the Thai whisky business in 1986-87, 
which owed US$1 billion to banks and the 
government. His ability as a mediator is un- 
derscored by a fairness that has earned him 
grumbles but no dedicated enemies. Van 
says he will resign from his business posts to 
concentrate on acting as a troubleshooter in- 
side and outside parliament. With the cur- 
rent feverish competition for the spoils of the 
economic boom, he should stay occupied 
for a long time. 





Magnate's profitable links 
Taking advantage of the boom in Bangkok is 
Hongkong magnate Lui Che-woo, 59, 
whose friendship with Thailand's Sophon- 
panich family appears to be paying off in a 
big way. As chairman and managing direc- 
tor of construction materials and property 
firm K. Wah Stones (Holdings), he has cho- 
sen to diversify out of Hongkong by invest- 
ing in two prime Bangkok real-estate deve- 
lopments. These are a condominium-office 
complex on Ratchadapisek Road and an am- 
bitious hotel-convention centre on pricey 
Wireless Road. 

Lui's partner and financier in the projects 
is Chatri Sophonpanich, chairman of the 
Bangkok Bank, who already owns a part 
share in Lui's Holiday Inn Harbour View in 
Hongkong. Chatri's elder brother, Robin 
Chan — chairman of the Commercial Bank 
of Hongkong — also sits on K. Wah's board. 
The Wireless Road property was acquired 
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cheaply when the owner failed to make 
good on debts to the Bangkok Bank. 

Lui, who was born in Guangdong pro- 
vince in southern China is already a bil- 
lionaire from K. Wah's initial public offer- 
ing in 1987. He was awarded an MBE by Bri- 
tain's Queen Elizabeth in 1983 for his work 
on hospital boards. 


Air marshal’s stacked airline 


Pakistani air marshal Mohammed Azim 
Daudpota, 56, probably feels that being the 
top man of the nation's flag carrier, PIA, is a 
burdensome role. Soon after he was pro- 
moted from managing director to chairman 
of the airline in April, pilots and cabin crew 
went on a go-slow, and scandals broke over 
four-year-old deals. 

Cigar-smoking Daudpota, a member of a 
distinguished Sindhi family, has been with 
the Pakistan Air Force since he was 18 
but has little experience in running a com- 
mercial airline. He was appointed managing 
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director of PIA in January 1986 after success- 
fully reorganising the Zimbabwe Air Force 
(ZAF) into a fully operational service. 

Daudpota had been seconded to be chief 
of the ZAF, which was in shambles after it 
had lost most of its aircraft in a raid by South 
Africa. The air marshal, who was trained 
by the Royal Australian Air Force and who 
later commanded two bomber squadrons, 
was awarded the Zimbabwe Order of Merit 
in recognition of his performance. 

As chief of PIA, however, he must decide 
how the airline can absorb an estimated 
US$1.5 million loss in revenue which the 
14-day go-slow has cost plus the addi- 
tional burden of US$8.4 million a year con- 
stituting the 20% wage increase promised to 
pilots and crew to end the industrial action. 

The scandals — involving purchases of 
computers and used Boeing 747s from 
Canadian Pacific Airways — may prove 
even more of a headache than the havoc 
wreaked by his unhappy crews. A bumpy 
ride is forecast for the chairman. 
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Banker in hot seat 


After a lengthy diplomatic tango, the Worlc 
Bank has managed to put a senior Japanese 
banker, Koji Kashiwaya, into a key role for 
mulating the institution's policy on Thirc 
World debt. Kashiwaya, 50, a former direc 
tor of the bank's Tokyo office, has beer 
named vice-president, cofinancing and fi 
nancial advisory services. 

An affable law graduate of Tokyo Uni 
versity and Harvard, he will be figuring ou* 
the bank's role in the Brady Plan debt reduc 
tion scheme, named after US Treasury Sec 
retary Nicholas Brady. The task was origi 
nally to go to former World Bank treasures 
Eugene Rotberg, and later — at a more ele- 
vated level — to Toyoo Gyohten, the top in- 
ternationalist at Tokyo's Ministry of Finance 
(MoF). Both turned it down. 

Kashiwaya has already had some 
aration for the post he will take up in june; 
for the past two years, he has served as the 
deputy director-general of the international 
finance bureau of the MoF, responsible for 
mobilising funds for needy countries. Prior 
to being the bank's resident representative 
in Tokyo from 1984-87, he was head of the 
capital markets division of the MoF's sec- 
urities bureau. 


PAP's loss is HP’s gain 
Singapore's ruling People's Action Party 
(PAP) invited Koh Boon Hwee, 38, to stand 
in the 1988 general election. Koh refused. 
His career, meanwhile, has shot ahead. Koh 
was promoted to be the chief of American 
computer maker Hewlett-Packard's Asia 
Pacific division on 11 May, which puts himi 
in charge of the company's operations in 
more than 20 countries of the region, includ- 
ing Japan. Having been with Hewle ~ ™ ic- 
kard for 12 years, first as its cash and st- 
ment manager, he is the first Singaporean 
to rise to this level in a multinational cor- 
poration. 

The high regard in which the Singapore 
Government holds 
him is shown by the 
fact that he is the non- 
executive chairman of 
Singapore Telecom. 
He is also on theboard |% 
of the Institute of Po- 
licy Studies, a new 
think-tank that is 
more liberal than most 
officially sanctioned 
research organisations. 

Koh, who studied to be a mechanical en- 
gineer, also holds a master's degree from the 
Harvard Business School. With credentials 
like these, it is not clear how much longer he 
will be able to resist the embraces of the 
PAP. a 
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THE FINE ART OF FLYING 
by Bradley. 
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Joyride by Martin Bradley. In capturing the spirit of our nonstop flights to Bangkok, Tokyo, Rio and Los 
Angeles, the painting by British born Bradley, projects not only a sense of happiness, but also feelings of 
certitude and pride in his technique. And at Air France we have the same feelings every time you fly with us. 


Technically speaking, I care nonstop. 
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INTERVIEW: CHATICHA!I 


Thailand Reaches Out 


Triumph of À 





senility 
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Todi merchant banking can often accomplish 
what conventional banking cannot. 


Today s corporate financial problems often seem to resist the 
efforts of conventional banking. 

Why? Because conventional banking tends to emphasize 
either strong relationships or sophisticated services. 

Yesterday, either may have been adequate. Today, you 
need and deserve both. 

Merchant banking — the Bankers Trust brand — gives equal 
weight to both sides of the equation. We are constantly developing 
sophisticated financial services and our skill at executing them. 
While at the same time developing broad and deep relationships 
with our clients. 

Such relationships allow us to help you most effectively. 
Most effectively because we can attack each individual problem 
in the light of your overall financial needs. 

Thus today's complex problems often yield most easily to 


merchant banking. And sometimes only to merchant banking. 
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"Bankers Trust Company 


Because today isn’t yesterday. 
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Holiday Inn are taking 
Asia-Pacific by storm. 


Since we arrived in Asia in 1973, we've caused quite a stir. With 36 perfectly 
positioned hotels in twelve countries, we've recorded the fastest growth of any hotel chain 
in this region. It perfectly matches our profile of being The World's First Choice. 

Last year, for instance, more people stayed with us worldwide than any other hotel 
chain (we sold over 69 million roomnights). And they all enjoyed our consistently high 
standards of comfort, value and service. 

This year we've got a whole lot more in the wind, with seven new hotels opening 
around the region. Seven more reasons to 
choose Holiday Inn first. 


DIF. BODKA 
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eA Lond. ri cala id 


For further information and reservations: 
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Contact your travel agent, any Holiday Inn (worldwide) or our Regional Sales Office, 20/F, Tower 3, China Hong Kong City, 
33 Canton Road, Tsimshatsui, Kowloon, Hong Kong. Tel: 3-7366955, Tlx: 44004 HIIAP HX, Fax: 3-7 352005. 

Holiday Inn hotels in Asia-Pacific: Bangalore + Beijing « Bombay + Chongqing + Colombo + Dalian « Damai Beach » Guangzhou + 
Guilin « Hong Kong * Islamabad + Johor Bahru + deere + Karachi + Kuala Lumpur + Kuching » Kyoto + Lhasa + Manila + 
Nagasaki « Narita « New Delhi + Osaka + Penang + Phuket « Queenstown + Singapore + Sydney * Tokyo * Toyohashi + Xian * 
Yokohama « Opening Soon: Bangkok « Cairns « Shah Alam 
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Kuching Malaysia 
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technology 
IS now 
within easy 
reach. 








If you expect your computers to do a lot more 


tomorrow than they do today, you probably 
already know that 386 technology is the 
way to go. And if you’ve been planning for 
effective networking, graphical environments, 


OS/2™ and powerful new software applications 


you probably also realize that IBM Micro 
Channel" technology is the right investment 


for today. 


Now there's the new IBM Personal 
System/2™ Model 55 SX. It combines 
Intel's advanced 32-bit processor, the 80386 
SX, with IBM's Micro Channel architecture 
and built-in VGA graphics. Yet it costs 
about what you'd expect to pay for many 
286 machines. With the Model 55 SX, you 
get 80386 capabilities like high-speed 
calculation, built-in support for multi- 
tasking and improved memory management. 
And you also get Micro Channel technology 
— to make the most of these advances. 


What does it mean for you? It means you 
can now invest in tomorrow’s opportunities, 
without sacrificing today's budget considerations. 
It also means that if the cost was a problem, 
it’s no longer a problem. 


Personal System/2, OS/2 and Micro Channel are trademarks of IBM Corp 


We'rein the results business 


Wa be happy to send 
you more information 
about the new IBM PS/2 
Model 55 SX. Tear off 
this panel, clip your 
business card and send 
it to: 


IBM World Trade Asia Corporation 
idvertising/Promotion Centre 

Level 32, One Pacific Place 

88 Queensway 

Hong Kong 


We'll do the rest. 





REFLECTION OF 
PERFECTION 


At the heart of 
Hong Kong's tourist centre, 
Hotel Miramar is just a 
step away from the 
subway station, business 
district and opposite to the 
beautiful and scenic 
Kowloon Park. 

All of our 542 rooms and 
suites are tastefully 
appointed and fully 
equipped for your comfort 
and convenience. 
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Our seven restaurants. and 
bars will serve you with 
authentic Chinese, 
Continental and 
Vietnamese cuisines in the 
most charming and 
comfortable surroundings. 
You will also be delighted 
to shop in our 36s 
arcade with an array of 
specialty shops. And for 
those who prefer some 
relaxation, there is a 
health club with swimming 
pool, sauna and 
gymnasium. 

Hotel Miramar — where 
genuine Oriental 
hospitality flourishes. 
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contact your travel agents, 
or Milford International 
Marketing Services, Inc. 
567 Pine Street, Suite 202, 
San Francisco, CA94108. 
SFO (415) 981-8337, 
National (800) 227-4320, 
California (800) 622-0847. 
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LETTERS 


Conspiracy theory is absurd 

Do your editors ever try to sift facts from 
fiction in your articles? I bet not. How can 
you tolerate such a sloppy quality of work? 
No wonder the Singapore Government re- 
voked your press credentials. 

It is absurd that your reporter, in Hong- 
kong, hints that there is a conspiracy of Sin- 
gapore Armed Forces (SAF) servicemen infil- 
trating other branches of the Singapore Gov- 
ernment. May I remind you that every able- 
bodied male Singapore citizen is obligated to 
serve in the SAF. Appointing a male to any 
government position is extending the SAF 
connection to that service, in a way. 

If you bother to check, I bet you will 
find there are more "ex-sAF" personnel 
at every level of the government, top to 
bottom, than you have reported. Should the 
Singapore Government stop accepting all 
male applicants to curb the “SAF infiltra- 
tion?" So what is the big fuss about appoint- 
ing ex-army officers to top government posi- 
tions? 

Do you believe in the "may-the-best-per- 
son-win" concept? Are you suggesting that 
the "best person" should not win just be- 
cause he/she has military training or a mili- 
tary background? I am proud of my military 
training, and I hope I will not be denied the 
opportunity of serving my country in other 
capacities, should I be needed, just because 
of my formal "military connection." 

Ann Arbor, Michigan WANG SHIH CHEN 


> Most of those mentioned in the article were at 
one time or another full-time SAF officers or Minis- 
try of Defence officers. There is a crucial difference 
between such people and the rest of the male popu- 
lation who are conscripted. 


The hounding of Seow 

You should not print offensive, slanderous 
letters. No wonder, your magazine has been 
accused of irresponsible journalism and 
been penalised. 

I am referring to publication of the recent 
letter of Doris Lai [LETTERS, 4 May] from the 
Singapore Law Ministry. Her attempts to 
justify the dirty tricks used and expenses in- 
curred in keeping track of Francis Seow con- 
vince no one. This government's efforts to 
get Seow is motivated by the same gutter- 
vindictiveness shown in its dealings with 
Tan Wah Piow, Francis Khoo and his wife 
Ang Swee Chai, J. B. Jeyaretnam and Devan 
Nair, among others. 

If Seow returns, he will suffer the same 
kind of "justice" meted out to Tan and 
Jeyaretnam. But unlike Jeyaretnam, Seow 
cannot appeal to the Privy Council. Doesn't 
Lai think the government should concen- 
trate its efforts on Phey Yew Kok and the 
S$300,000 he embezzled? By the way, has 
Phey submitted his tax returns? 
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Seow can better serve the interests of 
Singapore by remaining in the US and 
lobbying for action against the Singa- 
pore Government for its abuses of human 
rights as documented by Amnesty Interna- 
tional. 


Singapore 'EX-NATIONAL SERVICEMAN' 


Untrue claims in article 

In your article Man with a past [27 Apr.] you 
claim that I have had close connections with 
Yap Chor Kian. This is untrue. 

It follows that your other claim that "the 
two fell out last year" is also untrue as we 
never "fell in." Moreover, no "Yap com- 
panies” to my knowledge have any 
shareholdings in my companies. The only 
connection Yap has with any of my com- 
panies is as a normal, arm's length borrower 
with one of my finance companies. 

I would appreciate a correction of 1 
inaccuracies in your publication. 

LEE MING TEE 
Chairman, Allied Overseas 


Hongkong Investments Ltd 


Author's sentimental imperialism 

I am disappointed with your recent review 
of Stanley Karnow’s book, In Our Image 
[BOOKS, 13 Apr.] about the Philippine- 
American relationship. Your reviewer, Alan 
Moores, is quite correct in describing Philip- 
pine-American relations as "by turns con- 
tentious, loving, awkward, brutal, full of 
trust, full of suspicion — but always close to 
the point of being filial." I would maintain, 
however, that he, along with Karnow, fails 
to provide a satisfying explanation of this re- 
markable schizophrenia. As I see it, the 
overriding problem in the “Fil-Am” relation- 
ship is that both sides still reflexively adhere 
to the view first advanced by president Will- 
iam McKinley in 1898: that Am p 
intentions in the Philippines are "be... . > 
lent." 

After identifying dozens of errors Ameri- 
cans have made in the Philippines over nine 
decades, Karnow offers only the timid con- 
clusion that American colonialists tried and 
failed to remould the Filipinos in America's 
idealised self-image. Indeed, he charac- 
terises their Philippine "experiment" in “so- 
cial engineering" as a "noble dream." Thus, 
I believe Karnow has to be regarded as one 
of America's sentimental imperialists. That 
is to say, he laments the errors but not the 
act of intervention itself. 

As Karnow acknowledges, the American 
conquest of the Philippines was "as cruel as 
any conflict in the annals of imperialism." 
But by suggesting that through colonial 
good. works (improved sanitation and 
health care, construction of roads, bridges 
and schools, and establishment of an osten- 
sibly "democratic" political system), 
America managed in large measure to 
“atone” for its brutality, the author tends to 
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The world’s a big place. 27,459,880 square 
miles to be exact. 

And if you're an international business buying 
insurance country by country, it can seem even 
bigger. 

Dealing with other customs, policies and pecu- 
liarities can be more than just complicated. 

It can leave you unsure of your coverage. If not 
completely uncovered. 

Thus the need for comprehensive global cov- 
erage. The kind of coverage that the CIGNA 
companies can provide. 

As a truly global organization, CIGNA companies 
offer a wide range of property and casualty 
insurance all around the world. On both land and 
water. With local operations in nearly 80 countries, 
led by experienced representatives who know 
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local customs inside and out. 

Our global coverage can also help eliminate 
overlapping policies and gaps in protection. 

What's more, we have a network of loss control 
specialists to help you prevent accidents. 

As well as a worldwide claims-handling system 
that can process claims quickly should any 
accidents occur. 

And with over 48,000 employees worldwide 
and almost 200 years of global experience, few 
companies can match our strength. 

To learn more about our worldwide property 
and casualty coverages, write CIGNA Companies, 
Dept. R9, One Logan Square, g 
Philadelphia, PA 19103. 

And find out just how small 
the world can be. 
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URANIUM HEXAFLUORIDE CRISTALS, BY MAURICE SMITH. 
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Our geologists have been engaged in uranium exploration 
throughout the world for over 40 years. Their most recent disco- 
very is the rich Cigar Lake ore body in Canada. 

Our miners work in both underground and open-pit mines 
on every continent, making Cogema a leading supplier of uran- 
ium concentrate. 

The achievement of the world’s largest enrichment plant 
demonstrates the quality of our teams, especially in the opera- 
tions, process development, and engineering sectors. And they 
have been working on laser enrichment from the very beginning. 

Our broad nuclear fuel experience led us to invest in large 
nuclear fuel fabrication and assembly plants. In fact, we are 
already building facilities for the fabrication of recycled fuels. 

Our La Hague plant has reprocessed its 2,000 th tonne of 
spent fuel in 1987. This achievement proves our expertise in com- 
mercial reprocessing. 

For us, professionalism is the key toa reliable and profitable 
nuclear industry, and a prerequisite for ensuring the good perfor- 
mance of our customers reactors. 

This professionalism is present in every step of the fuel 
cycle, both in products and services we provide. We apply this 
professionalism to a fully integrated company so our customers 
benefit from economies of scale, the only way to guarantee lower 
power generating costs. Today and tomorrow. 


@ 
COGEMA 


The major nuclear fuel company. 
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Our Korean spirit is moving in the air. It’s a spirit of untiring service, ceaseless effort and ageless charm o 





flows from Korean traditions perfected over thousands of years. A spirit advancing into the future with 
of the world’s most modern fleets. And a spirit that soars around the globe to 39 cities in 18 countries on 
4 continents. Fly with us soon and you'll experience the dedication to excellence that could only be Korean. 
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cloud several key issues. 

Uncritical acceptance of this notion of 
American benevolence is precisely what 
makes it difficult for millions of Filipinos to 
perceive clearly the destructive dynamic in 
their relationship with Americans. 

In the performance of their "duty" to 
“uplift and Christianise" the Filipinos, 
Americans not only extinguished Philip- 
pine independence, but also in excess of 
200,000 Filipino lives. Moores takes Kar- 
now's estimate of Philippine war deaths — 
220,000 — as a point of fact. But no one 
knows how many died in the carnage. The 
Americans did not keep records. In De- 
cember 1899, American Gen. William Shaf- 
ter, a veteran of the Indian Wars, proposed 
that "it may be necessary to kill half the 
[Philippine] population in order to bring 
perfect justice to the remaining half." This 
remark, applauded in its day, deserves 
much more attention than it has received for 
| veals the extreme to which self-righte- 
C~ ESS can lead. 

Moores again accepts Karnow uncriti- 
cally when he writes that "Americans main- 
tained a relatively benign presence" follow- 
ing the conquest. What does it mean to be 
“relatively benign"? Such broad-brush 
characterisation tends to be dangerous. 
After 1906 the killing stopped, so I suppose 
one could say that what happened after that 
date is less ugly than what went on before. 

Ninety years into "special relations" and 
after the expenditure of tens of billions of US 
dollars, America's "showcase" in Asia has 
been surpassed by nearly all of its neigh- 
bours, including many nations which have 
not been on the receiving end of American 
beneficence. At least two-thirds of the 60 
million people in the Philippines still live in 
abysmal poverty. And yet, Karnow 
suggests that "only the US can carry 
[Filipinos] through" the post-Marcos period. 

Americans can endlessly rationalise in- 
t ing in Philippine affairs; the question 
is wnetherFilipinos will continue tolet them. 
New York PETER J. TARR 





The battle for Jalalabad 

Ahmed Rashid's article on Afghanistan 
[REVIEW, 20 Apr.] carries serveral misjudg- 
ments and reporting inaccuracies about the 
continuing battle in Jalalabad. 

It was premature to pass a verdict that 
"the battle for Jalalabad after five weeks of 
fighting . . . has exposed the besieging 
mujahideen's lack of experience in set-piece 
battles." Rashid seems to be unaware of not 
only the mujahideen achievements in 
Jalalabad but of Kabul's strength and de- 
fence arrangements as well. 

After capturing the foremost defence set- 
up of Jalalabad's garrison headquarters at 
Samarkhel, the mujahideen successfully 
made their way to positions from where 
they could launch rocket attacks on 
Jalalabad airport and destroyed an impor- 
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tant bridge on the highway linking Kabul 
with Jalalabad. This added to the difficulties 
of the Najibullah regime’s bid to send 
ground reinforcements to Jalalabad. 

The mujahideen's further advance was 
impeded due to bombardment and shelling. 
The city was heavily fortified. The terrain 
around Jalalabad is flat and it was heavily 
mined. Before withdrawing from that area 
the Soviet forces had supplied the regime's 
forces with heavy artillery, and had built 
strong underground fortifications around 
the city. 
Islamabad 
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Concern over Clob is misplaced 
Christopher Marchand in sHROFF [4 May] 
claims that many erratic trade practices have 


arisen following the introduction of fully - 


computerised trading, or Clob (Central 


Limit Order Book), on the Stock Exchange of | 


Singapore (SES). His view is a misinterpreta- 
tion of selected events. Marchand takes 
issue with the high volume of warrants and 
second liners being traded. Nothing wrong 
with speculation, he says, but how many 


men-in-the-street have been suckered or | 


cajoled by their broker into buying stock on 
takeover stories one day only to see it slide 


on profit-taking the next? Informed market | 


observers know that high trades of warrants 
and second liners in a bullish market are no 
phenomenon or aberration. 

Marchand expresses concern that broker 
position-taking has increased in a market 


where the distinction between brokers act- | 


ing as agent and principal is often blurred. 


He need not worry. First, our records show | 


that there has been no significant increase in 
position-taking post-Clob. Secondly, the 


Securities Industry Act (SIA) and the ex- | 


change's rules, both of which are strictly en- 


forced, specify that brokers must inform | 


their clients where they are acting as princi- 
pals and not agents, before the transaction is 
concluded. The broker must also declare 
that he has acted as a principal on the con- 


tract note. There is no blurring of the line. | 


Additionally, the SIA and the SES rules limit a 
member company's exposure to any single 
security. This puts a cautionary cap on any 
rampant desires to take overly large posi- 
tions. 

Marchand believes that the identity of 


brokers placing orders should be shown on | 


the screen — otherwise informed judg- 
ments cannot be made on the quality of or- 
ders. How is one order of superior quality to 
another? All orders on Clob are firm orders. 
The disclosure of the identity of brokers may 
provide dealers an opportunity to bypass 
the system and conduct direct trades pri- 
vately. Other investors would then be 
denied an open and fair market. Rather than 
eradicate erratic trading practices, this 
may, on the contrary, encourage them. 
PETER CHIA 


Singapore Stock Exchange of Singapore 
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After China’s army 
hesitated at 
enforcing martial 
law orders to end 
student protests, 
elderly communist 
veterans mounted a 
fierce campaign to 
have liberals 
purged and China 
Seo came urder á new 
gerontocracy (the cover illustrations show 
supremo Deng Xiaoping surrounded, top 
to bottom, by fellow conservative 
octogenarians Chen Yun, Yang Shangkun, 





bureau chief Robert Delfs reports, the 
attempt to build a case against reformist 
party General Secretary Zhao Ziyang 
made slow progress. Meanwhile, the 
military's backing for martial law was by 
no means unconditional, writes a special 
correspondent, and the large number of 
units sent to Peking suggests 

fear of military powerplay. On the 
economic front, the conservative 
ascendancy spells stagnation for a country 
stuck between central direction and 
market forces, writes China economy 
specialist Louise do Rosario. And as | 
Hongkong correspondent Emily Lau 
reports, worries in Hongkong about the 
trend in China have led even local 
conservatives to press for the faster 
introduction of elected government. 14 


Cover photographs Xinhua and Bangkok Post. 
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Chinese Capital Flight 

Australia has approved its first business 
migration application from mainland 
China — froma newly arisen entrepreneur 
in the Shenzhen Special Economic Zone 
near Hongkong who has been able to put 
together the necessary A$650,000 
(US$481,000) to qualify. The development 
is a sensitive one for Australian officials, 
who did not envisage the business 
migration scheme siphoning off capital 
from the emerging private sector in China. 
The prospect of Peking coming down with 
a heavy hand on free enterprise might 
encourage more southern businessmen to 
consider shifting their capital to safer 
havens, though those outside special 
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Voices of defiance (14). 


Li Xiannian and Peng Zhen). Butas Peking 


Thailand : Politics 

Prime Minister Chatichai, cushioned by a 
surging economy, confounds the sceptics 
with his political skill and outlines new 
strategies for development 24 


Japan : Politics 

The political establishment seeks to put the 
Recruit scandal behind it, with tainted 
former prime minister Nakasone quitting 
the ruling party 28 


Malaysia : Coalition 

The Berjasa party joins the Razaleigh camp 
in its fight to win the Malay vote from  . 
Prime Minister Mahathir's party 29 


Malaysia : Defence 

Despite a press allegation of financial 
kickbacks, Malaysia prepares to sign a 
massive arms deal with Britain 30 


zones like Shenzhen would probably have 
difficulty moving their funds. 


Heights of Fuji 

Japan's Finance Ministry has given the nod 
to Fuji Bank to acquire a 5% stake in the 
British merchant bank Kleinwort Benson. 
Fuji already holds a 24.9% share of 
Kleinwort's Chicago-based primary bond 
dealer. Fuji was encouraged to make the 
bid after Yokohama Bank took control of 
Guinness Mahon, another British 
merchant bank, for £94 million (US$149.7 
million), the first such takeover by a 
Japanese institution. 


Market Opener 

Taiwan may soon emulate South Korea in 
giving foreigners access to its closed 
markets through a convertible Eurobond 
issue. The bond, to be issued by Yuen 
Foong Yu Paper Manufacturing Co. (YFY), 
possibly by the end of summer, will be the 
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Pakistan : Military 

Prime Minister Bhutto replaces the 
intelligence chief responsible for Pakistan's 
pro-fundamentalist Afghanistan war 
strategy, and thus bids to assert control 
overthe army 35 


Philippines : Insurgency 

The difficulties of finding the truth about 
the war against the communist insurgency 
are highlighted in Samar province, where 
the army and human-rights groups trade 
accusations on abuses. In another region, 
the reputation of the Marine Corps is 
undermined over the killing of nine 
civilians 36 
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The successful test of an intermediate- 
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system 38 
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As the war between the guerillas and 
government troops reaches a bloody 
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negotiation 42 


first significant tapping of an internativi «a 
capital market by a Taiwan company. A 
convertible bond could lead to eventual 
direct share ownership in the Taiwan 
market by foreigners, which is currently 
not allowed. Details of the bond are still 
being worked out with Bankers Trust Co., 
an investment banker, but the amount will 
be in the range of US$50-100 million and 
will have a coupon of about 2.5%. YFY will 
probably use the proceeds to acquire a 
foreign company as part of an ambitious 
internationalisation plan. 


Red Faces All Round 


The Thai army has quietly decided to drop 
public reference to prime ministerial order 
No. 66/23, which was issued in 1980 by 
then prime minister Prem Tinsulanond as 
a policy directive to defeat the communist 
insurgency. The military has said since 
then that the communists had been 
spurred on by the publication of the order. 
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Australia : Education 

Entrepreneur Alan Bond's private 
university, Australia's first, has opened its 
doors in Surfers Paradise. Initially scorned 
by some educationists, it has already - 
converted some sceptics, and it hopes to 
attract many Asian students toits — 
campus 46 
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Japan is being edged towards an attempt 

to define the country's role as the dominant 
iomy of East Asia. 51 
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US President Bush opts to placate 
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brands Japan and India as unfair | 
traders 99 


South Korea : Property 
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ineffective 102 
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Cross-border contraband trade between 
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Its arms and plan of action have, however, 
been recommended to visiting Philippine 
Defence Minister Fidel Ramos as a means 
of combating the Philippine communist 
insurgency. 


Numbers Game 


Burmese strongman 
Ne Win's belief in 
numerology and 
cheating fate by 
symbolic acts has 

led to a recent 
government decision 
officially to refer to 
Burma as Myanma 
Naingngan and 
Rangoon as Yangoon 
— even in English texts. With Burma now 
opening up to foreign influence, the 
regime apparently believes that using 
indigenous terms will keep out the worst 
of foreign excesses. The decision was 
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Hongkong : Communications 
The government stumbles towards a 
decision on the franchise for a cable 
television service 106 
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announced on 27 May, an auspicious 
date for Ne Win, for the sum of the date's 
two numerals equals nine, his lucky 
number. 


Grave Signs of Wealth 

Signs of prosperity are everywhere in 
Kunming, the capital of China's southern 
Yunnan province, which is one of the 
country's poorest regions in terms of per 
capita income. Since December 1988, 
numerous clothing stalls selling the latest 
in Hongkong fashions have sprung up on 
the city streets, and construction work — 
especially on new hotels — is also hectic. 
The frenzy of activity comes despite a 
Peking-initiated austerity drive and credit 
squeeze, and observers believe some of the 
new-found wealth has been derived from 
thousands of graves near Kunming which 
have been recently opened and looted of 
their jade, gold and other valuable 
antiquities. Kunming has also become a 
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warlords in the Golden Triangle and 
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Glut Answer 


Thai security agencies have been asked to 
examine the implications of proposed 
legislation to allow foreigners partial 
ownership of condominiums in Thailand. 
Foreigners cannot currently own property. 
The business-oriented government is 
happy with the commercial aspects of the 
plan to ensure buyers for the 
condominium blocks, now coming up at 
such a rate that a glut is feared — but the 
Interior Ministry has ordered reports on 
the security aspects of the move. One 
suggestion is that foreigners should not be 
allowed ownership if they are from 
countries whose political systems differ 
markedly from Thailand's, or if they have a 
record of violence and supporting 
terrorism. 
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Old guard gains tenuous hold on power 


Hardened arteries 





By Robert Delfs in Peking 


ore than 10 days after the procla- 

mation of martial law in Peking, 

the crisis at the top levels of 

China's leadership continues 
unresolved, and party and government or- 
gans remain in a state of near paralysis. Al- 
though daily life in Peking has in many 
respects returned to almost normal after 
the extraordinary events of 19-21 May, the 
city remains surrounded by more than 
100,000 People's Liberation Army (PLA) 
troops. 

Despite the diminishing number of de- 
monstrators and the steady weakening of 
visible public support, no attempt has been 
made to end the students' occupation of 
Tiananmen Square, now in nearly its third 
week. But arrests of non-student protesters 
have already begun. 

Authorities detained 11 of the "Flying 
Tiger" motorcycle brigade, who roared 
through the city for several nights maintain- 
ing communications links between protes- 
ters at distant barricades and Tiananmen 
Square. They are accused of attempting to 
force their way into the Capital Iron and 
Steel Complex in order to instigate workers 
to strike, theft of petrol, and forcing the 
Public Security branch in rural Daxing 
county to release a Sichuan man detained 
for beating a martial-law soldier. The newly 
formed Peking Independent Labour Union 
also said that at least one and perhaps more 
of its leaders had been detained. 

Outwardly, by the end of the first week 
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One of the last major rallies in Tiananmen square. 


14 


of martial law it appeared that the Premier Li 
Peng and State President Yang Shangkun 
had won an important political victory. 
There were near unanimous expressions of 
support for the decision to impose martial 
law in Peking (announced by Li and Yang 
on 19 May) from party committees of most 
central state organs, provincial govern- 
ments, military departments and regions, 
and mass organisations. 

But real power is now in the hands of 
small group of ostensibly retired or semi-re- 
tired elderly leaders. What is surprising, 
however, is that this cabal has so far 
failed to win sufficient political support 
even within the 17-member party politburo 





to achieve the removal of party General Sec- 
retary Zhao Ziyang and his supporters and 
the restoration of an orthodox ideological 
line. 

In addition to Deng Xiaoping (born 
1904), whose formal post is chairman of the 
Central Military Commission (CMC), and 
Yang Shangkun (born 1907), the “old com- 
rades” group listed by Yang in a speech to 
the CMC on 24 May includes: 
> Chen Yun (born 1905), chairman of the 
Central Advisory Commission, former 


politburo standing committee member and 
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head of the party Discipline Inspection 
Commission. 
> Li Xiannian (born 1909), former state pre- 
sident, politburo standing committee mem- 
ber and wartime military commander. 
> Peng Zhen (born 1902), former chairman 
of the standing committee of the National 
People's Congress. 
> Wang Zhen (born 1908) state Vice-Presi- 
dent, former politburo member, vice-chair- 
man of the CMC, vice-premier and wartime 
commander. 
> Deng Yingchao (born 1904), Zhou Erucu 3 
widow, patroness of Li Peng, ex-politburo 
member and chairman of the Chinese 
People's Political Consultative Congress. 
The present situation is thus a complex 
political stalemate, and one in which even 
Deng Xiaoping's real position is no longer 
clear. Unconfirmed reports also said Deng’s 
health had suddenly taken a turn for the 
worse. As yet, there is still no consensus 
within the leadership. even on the crucial 
question of whether Zhao should be dis- 
missed, and if so on what grounds. If any- 
thing, the obvious intent of some elderly 
leaders to use the current crisis to bring 
about the revival of a political campaign 
against "bourgeois liberalisation" may have 
stiffened resistance within the politburo and 
the broader central committee. 


eng and Wang were among the key 
backers of the earlier campion 
against "bourgeois liberalise — ' 
in early 1987. Initially targeted spec- 
ifically against the influence of Western poli- 
tical concepts of freedom and democracy, 
the campaign quickly expanded to encom- 
pass opposition to a much wider range of 
political and economic reform policies. 

The return of the old guard raises the 
stakes in what only a few days ago appeared 
to be an extremely serious political contest, 
but one taking place within the party leader- 
ship. The worst-case scenario now portends 
a much more radical roll-back of reforms and 
the dissolution of the political settlement 
reached (with the old-guard leaders) at the 
13th party congress in October 1987. The 
current crisis is thus increasingly an institu- 
tional struggle as well, testing whether the 
party's highest decision-making bodies — 
the politburo, its standing committee, and 
even the central committee itself — will sub- 
mit to an attempt by a handful of senior re- 
tired leaders to usurp their power. 

So far the military is playing a carefully 
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modulated role. The decision of the State 
Council (cabinet) to impose martial law in 
Peking has been endorsed by the party com- 
mittees of various PLA departments and mili- 
tary regions (though no military leaders by 
name) — but the commands still decline to 
risk the historical onus of using armed force 
against "the people." 

More important, the military has in effect 
declined to interfere directly in the power 
struggle by backing any particular leader or 
faction. The military is thus saying it will 
obey what it considers legitimate orders 
emanating from the party and state leader- 
ship, but not the party elders' extra-legal de- 
. cisions which have not yet been accepted or 
approved by the politburo. 

Li Peng and Yang have consolidated con- 
trol of party propaganda organs and the 
mass media. They have also taken steps to 
discourage participation in, or support of, 
e*-4ent demonstrations by workers and 
© es through a combination of persuasion 
and threats delivered through the party ap- 
paratus. 

Although Li Peng is playing almost no 
role in decision-making, it is unlikely that he 
will step down until the current crisis is re- 
solved, despite his ineffective performance 
in recent weeks and the extent to which he is 
disliked by the public at large. As author of 
the State Council's martial-law decree, Li is 
indissolubly linked to the only political deci- 
sion of recent weeks for which there is any 
semblance of legality or consensus of sup- 
port within the leadership. 

In this context, it is immaterial that after 
nearly two weeks Peking's martial law is still 
mainly semantic in nature. The primary im- 
portance of the martial-law decision is that it 
has become a vehicle for expressing party 
unity — all the more needed because that 
unity does not otherwise exist. 

An expanded politburo meeting on 22-23 
! | which was supposed to decide on 
4  'S dismissal or resignation broke down 
without any agreement. A document 
criticising Zhao, consisting of remarks by 
Yang, Li Xiannian (who is not a politburo 
member) and three of the five standing com- 
mittee members (Li Peng, Qiao Shi, Yao 
Yilin), circulated among high-level officials 
as a baitou wenjian or “white-headed docu- 
ment” — thatis, it did not bear the red-inked 
letterhead which would indicate approval 
by the politburo. 

A similar document, consisting of re- 
marks by Yang at a subsequent emergency 
enlarged meeting of the CMC on 24 May, 
made no allegations that Zhao conspired 
with military leaders to seize power or en- 
gaged in anti-party activities. 

The charges, amounting to four alleged 
violations of collective discipline, indicate 
that the conservatives’ case against Zhao is 
far weaker than had previously been sup- 
posed. The core problem, Yang says, is that 
“the two different voices within the party 
have now been completely exposed to so- 
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ciety." The apparently authentic document 
also tends to confirm that the move to un- 
seat Zhao is solely the work of the returned 
old guard. 

It is now clear that Zhao himself sought 
to resign in protest at the return of the eJ- 
derly comrades and the imposition of their 
decision that to retreat from the 26 April 
People's Daily editorial calling for a hardline 
on student protests would mean "our col- 
lapse, the overthrow of the people's repub- 
lic, and the restoration of capitalism, which 
was the desire of the American [John Foster] 
Dulles." 


hen Deng Xiaoping and we 
other older members of the 
generation decided that there 
could be no retreat," Yang's 
speech tellingly recounts, "[Zhao] wrote a 
letter to comrade Xiaoping saying that he 
could not continue. ‘My thinking is different 
from yours and does not measure up. My 
continued participation in work would be an 
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from students should be met through 
democratic and legal means, through re- 
forms and various other means in line with 
reason and order” and called for “soberness, 
reason, restraint, and order” in dealing with 
the problems.) 

3) Zhao's visit to the students at Tianan- 
men Square early on 19 May, Yang said, was 
perceived by “most comrades in Peking” as 
violating principles of party organisation 
and discipline. 

4) Finally, Zhao had failed to attend the 
meeting at which Li Peng and Yang an- 
nounced the imposition of martial law later 
that night. 

Speeches by Chen, Li Xiannian and Peng 
which appeared in the public media on 27- 
30 May do not mention the charges against 
Zhao, however, which in the absence of a 
politburo decision still have no standing or 
authority. Instead they focus on distinguish- 
ing between the broad majority of patriotic 
students from “an extremely small minority 
of plotters” who have engaged in a planned 





Students put finishing touches to ‘statue of liberty.’ 


obstacle to the standing committee’s im- 
plementation of the ideas put forward by the 
several elder comrades’.” Specifically, the 
following accusations were made: 

1) Yang said Zhao initially sent a tele- 
gram from North Korea (where he was mak- 
ing an official visit) indicating his agreement 
with the 26 April editorial calling for a 
hard line against the student demonstra- 
tions, which had been approved by the 
politburo standing committee after discus- 
sions with Deng Xiaoping in Zhao's ab- 
sence. But Zhao reversed his stand on the 
nature of the demonstrations after 29 April, 
thereby creating a "second voice" within the 
standing committee. 

2) Yang called Zhao's remarks to the 
Asian Development Bank meeting in Pe- 
king on 4 May a "turning point" and ac- 
cused him of sidestepping the issue of the 26 
April editorial and exposing the existence of 
different opinions within the leadership. 
(Zhao had said that "reasonable demands 
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conspiracy “to negate the leadership of the 
communist party and the socialist system." 
The 26 April People's Daily editorial now 
assumes increasing importance because this 
document — approved by the politburo but 
never implemented and later challenged 
by Zhao — is the only authority for their alle- 
gations that there is a conspiracy to create 
turmoil and that its roots are within the 


This finding is in turn central to Li Xian- 
nian's further argument that the ultimate 
cause of the disturbances is ideological con- 
fusion created by the failure to carry out 
thoroughly the campaign against bourgeois 
liberalisation in 1987. It is also central to 
Peng's attempt to establish a legal basis for a 
purge on the constitutional grounds that 
China is a state "led by the working class, 
not the bourgeoisie" and "a dictatorship of 
the people, not a dictatorship of the 
bourgeoisie, much less a dictatorship of the 
landlord class." * 
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CHINA 2 


The PLA treads warily through political minefteld 


Marking time 


By A Correspondent 
T he People' s Liberation. Army (PLA) 





has emerged from the present up- 

heavals having shown broad, but not 
unconditional, support for its political mas- 
ters. The limits of the military's loyalties and 
political involvement were made clear by its 
refusal to forcefully put down the unrest in 
Peking despite tough martial-law decrees to 
the contrary. Also, it showed its reluctance 
to take sides as hardliners attempted to 
blame the crisis on Communist Party Gen- 
eral Secretary Zhao Ziyang and his closest 
supporters and purge them from office. 

This qualified support has put a number 
of senior officers under suspicion of disloy- 
alty, including, it is believed, Defence Minis- 
ter Qin Jiwei, chief of the general staff Chi 
Haotian, Central Military Commission 
(CMC) deputy general secretary Hong 
Xuezhi and Peking Garrison commander, 
Yan Tongmao (though mention of Hong in 
the People's Daily newspaper on 31 May 
suggests he might escape trouble). Only one 
senior officer is believed to have been ar- 
rested: 38th Group Army Commander Xu 
Qinxian is thought to have been detained for 
insubordination after refusing to order his 
troops into Peking and is expected to be 
court-martialled. 

The impact of these events has para- 
lysed the PLA's high command, analysts 
say. Many decisions on normal opera- 
tional or administrative duties have 
been deferred until the situation becomes 





clearer, and this may take weeks or months. 

According to CMC general secretary (and 
State President) Yang Shangkun, speaking 
at an emergency meeting of the CMC on 24 
May — attended by the PLA's senior chiefs, 
the general department heads, military re- 
gion commanders and the commandants of 
the top PLA academies — Qin, Hong and Liu 
Huaging (another CMC deputy general sec- 
retary) were called upon by Deng Xiaoping 
in his capacity as chairman of the CMC to 
crack down on the unrest. 

Yang told the meeting that there were 
“people who said there are three chairmen 
of the military commission,” and ques- 
tioned the correctness for Deng himself 
alone to order in the troops for martial law. 
The three chairmen Yang referred to were 
Deng, himself and Zhao, who is also first 


Peace offering to soldier. 





vice-chairman of the CMC and whom Deng 
publicly said last summer was really in 
charge of running the CMC. 

This was a clear indication by Yang of a 
pro-Zhao faction within the military, who, it 
seems, backed Zhao's calls for moderation 
and compromising with the students' de- 
mands in resolving the crisis. During his 
brief, 18-month tenure as CMC first vice- 
chairman, Zhao established good working 
ties with reformist sections in the PLA. He is 
believed to have encouraged the develop- 
ment of new military strategies and policies, 
notably the emphasis towards a modern 
force structure based on high-technology 
systems and rapid mobility. 

Qin, Chi and (possibly) Hong's other 
misdemeanours included adding their 
names to a petition from 150 senior party 
members calling for restraint in the use of 
force following the imposition of martial 
law, sources said. The likely fate of © 2 
officers remains unclear, but it is beli 1 
they will not be punished beyond losing 
their posts. 


hat the majority of military com- 
j manders have shied away from the 
political struggle to oust Zhao is un- 
surprising. They have played a moderate, 
professionally disciplined role throughout 
the crisis. To take sides now would com- 
promise this position and drag the military 
back into the political arena — a role it has 
largely spurned during the past decade. 
While few of the PLA's senior officers 
seem to have played an active political role 
in backing the hardliners, they all declared 
their support for Premier Li Peng and 
Yang's martialaw declaration of 19 May. 
Only the General Political Department (GPD) 
chief Yang Baibing, the younger brother of 
Yang Shangkun, has been seen as being 
more actively involved in backing the con- 
servatives. This is not only for obviou ~ 


Stuck half way 


China may slide into economic stagnation as the communist 
party looks set to place stability before reform following weeks of 
political unrest. The end of the current reformist drive — an al- 
most foregone conclusion in the present conservative and tense 
political climate — is likely to be the most immediate and damag- 
ing result of recent events. 

.. China's economy will still grow despite any cuts to the reform 
programme, but productivity gains, crucial for maintaining a ris- 


_ ing standard of living, will be limited. With the population again 
expanding rapidly amid rising expectations set among economic 
ba 


ckwardness, more social instability and discontent seem in- 
evitable. The leadership, however, is likely to be preoccupied 


with rebuilding its own authority and restoring social stability in 
. the coming months, with economic problems taking a back seat. 


In the past, major political power struggles have always stifled 
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reforms, but the balance was often swung back to the reformers 
by elder statesman Deng Xiaoping. This time the recovery will 
take longer as the struggle is more serious and 
ment to reform uncertain. Before the latest unrest, reformists 
wanted to launch new price and ownership policies once infla- 

tion subsided, but prospects for such initiatives are now dim. The 
austerity programme, predicted to survive for only a few months 
when it was launched last year, is expected to last longer forwant | 
of new policy ideas. 

The Chinese Communist Party (CCP), deeply shaken and split - 
by recent events, lacks the stamina, morale and determination 
necessary for the next difficult stage of riskier and unpopular eco- 
nomic reforms. With the imminent purge as general secretary of 
the party’s most aggressive reformer Zhao Ziyang, like-minded 
leaders are expected to keep their heads down. The coalition 
which advocated faster reform is in deep disarray. 

The ccr’s overriding concern will be economic stability — in- 
creasingly shorthand for bureaucratic inertia — as it was during 
other troubled times. Immediately after former party general sec- 
retary Hu Yaobang was ousted in early 1987, for example, re- 


1 


s commit- - 


8 JUNE 1989 





sonal reasons, but given the nature of a situ- 
ation where political loyalties are as impor- 
tant as operational performance, the GPD's 
role as the overseer of the party line makes it 
a pivotal linkage between the party and pro- 
fessional commanders. 

Analysts believe that a Yang "dynasty" at 
the top of the military and political- military 
high command is now in the making. Yang 
Shangkun is now strongly tipped to replace 
Deng as CMC chairman, with Yang Baibing 
taking over the CMC general secretaryship. 
Analysts forecast this could take place as 
soon as the end of this year given Deng’s 
failing health. They added that even before 
the present crisis, Yang Shangkun was 
pushing for such a transition. 

This would also see the re-emergence of 
tighter party control over the military ap- 
paratus. In recent years, the PLA high com- 
mand has loosened its grip from party con- 
f ' Since the early 1980s the CMC, apex of 
!  oolitical/military command system, has 
been streamlined and many of its opera- 
tional functions have been transferred to 
General Headquarters. 

There have also been plans to allow state 
institutions such as the Defence Ministry, 
which have largely been excluded from the 
running of military affairs, to take on greater 
responsibility. With Qin's likely demise, fol- 
lowing in the footsteps of previously rebelli- 
ous defence ministers such as Peng Dehuai 
and Lin Biao, the Defence Ministry will re- 
main an institution in name only. 

Possible successors if Qin does go in- 
clude, in descending order of seniority, 
former Canton military region commander 
and current adviser to the CMC Discipline In- 
spection Commission You Taizhong, Liu 
Huaqing, and Nanjing region commander 
Xiang Shouzhi. All are Deng loyalists and 
identify more closely in terms of generation 
and experience — all are in their 70s — with 
t Ider set of party leaders. Deputy chiefs 





Students talk to waiting soldiers. 


of the general staff Xu Xin or Han Huaizhi 
have been mentioned as contenders for 
Chi's post. 


here has been speculation that the 

scale of the mobilisation of main force 

units from the country's seven mili- 
tary regions to Peking — now estimated at 
100-150,000 troops — reflects fears of a possi- 
ble military-political coup attempt. Some 13 
group armies out of a total of 24 are reported 
to have sent units, averaging 10,000 troops 
from each army. 

This is the first time since 1949 that main 
force units have been sent to the capital. Pe- 
king is normally strictly out of bounds to all 
military forces except the Peking garrison 


> and those units specifically assigned to pro- 


tect the leadership. 

The PLA's tight command structure, 
coupled with its checks and balance through 
the dual commander/political commissar 
system, makes the likelihood of serious mili- 
tary intrigue small. The only serious military 
threat to the political leadership since 1949 
was Lin Biao's attempted coup in 1970. This, 
however, involved the connivance of many 
of the top brass and was aimed at assassinat- 
ing Mao Zedong far from Peking. It is more 
probable, therefore, that Deng and Yang 
moved units from around the country to 
guard against the possibility of one military 
commander having a predominance of 
numbers. 

However, given the rank and position of 
the officers suspected of disloyalty, the 
leadership's fears of a military conspiracy 
are understandable. Qin was Peking region 
commander between 1980 and 1988 and 
therefore had time to develop powerful ties 
in that command. Yan, the Peking garrison 
commander since 1983 and now under 
suspicion for disloyalty, served five years 
under Qin. The 38th Army, whose com- 
mander Xu is under arrest, falls under the 
command of the Peking region. These fac- 
tors point to a possible link among officers in 
the Peking military region, which would 
help explain why units from the other areas 
were moved into Peking in such numbers. 

One major question that does arise from 
the military's involvement in the present 
crisis is whether it will be forced to play a 
more prominent role in internal security 
duties in the future. The inadequacy of the 
paramilitary People's Armed Police, which 
was created to deal with such situations, 
must be worrying the authorities. If the PLA 
were called upon to routinely maintain pub- 
lic order, it might then begin to wonder if 
governing China was too important to be 
left to the politicians. " 
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forms were put on hold despite favourable economic conditions. 

Radical reform experiments such as the quasi-privatisation of 
state enterprises, expanding grainfree markets and leasing of 
land — ideas frowned upon even during more liberal times — 
will be stalled. Reforms implemented halfway, such as those for 
housing, investment and state enterprises, will drift. Other less 
sensitive reforms in banking and taxation may survive. 

Controlling inflation will take precedence as leaders try to ap- 
pease public discontent, even if it means increased price controls 
and subsidies. The state may even eliminate the multi-pricing 
system — generally regarded as a necessary transition towards a 
market-oriented economy — for more commodities as an easy 
but short-term solution to end corruption by bureaucrats benefit- 
ing from the price differentials. ) 

Few, however, anticipate a significant rollback of reforms al- 
ready in place for a decade. Too much power has been relin- 
quished by the central planning apparatus for it to be recovered 
easily or quickly. Farmers who have growing what they like 
since 1978 and state enterprises allowed to retain more profits, 
have put up stubborn resistance to any infringement of their 


new-found economic freedom. Along the coast and in the south - 


the dynamism unleashed by reforms will certainly continue, 
though preferential policies intended to benefit these regions are 
likely to be less generous than in the past. 

The central government, its legitimacy and authority 
weakened by recent events, is incapable of imposing re-centrali- 
sation policies that run counter to the interests of provinces and 
municipalities. More than ever, Peking will have to solicit the 
help of local authorities to keep the economy going. 

Without Zhao, the reforms will take on a very different pace 
and orientation, even assuming Deng remains committed to the 
policy. Further, the harm inflicted on a decade of reform will de- 
pend on how far Zhao’s opponents try to disgrace the policies 
and personnel linked to him. 

A long shadow hangs over the future of think-tanks such as 
the Economic System Reform Institute and the Agriculture Deve- 
lopment Institute of the Rural Policy Research which helped de- 


velop many reformist theories. Some of their members have al- 


ready been accused of instigating student t poa and may 


face severe punishment. 
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CHINA 3 


Mass demonstrations force climbdown of conservatives 


Voice of the people 








By Emily Lau in Hongkong 


n the face of continued mass demonstra- 
[= in Hongkong in support of pro- 

democracy student protesters in Pe- 
king, some of Hongkong’s most conserva- 
tive legislators and business leaders have 
suddenly begun to support the local pro- 
democracy lobby’s goals of speedier and 
more extensive democratic reforms in the 
run-up to 1997, when Peking regains 
sovereignty over the territory. 

The peaceful demonstrations, which cul- 
minated in a 12-hour-long weekend fund- 
raising pop concert and an all-day march 
through the heart of the territory by an esti- 
mated 1 million people of all ages and from 
all walks of life, were unprecedented here in 
size and duration. 

The most remarkable shift in the conser- 
vatives’ stance on democratic reform occur- 
red among non-government members of 
the Executive (Exco, policymaking) and 
Legislative (Legco, lawmaking) councils. 
Only a month earlier, conservative and 
more liberal councillors were bitterly di- 
vided over how China’s future special ad- 
ministrative region (SAR) legislature and 
chief executive should be selected. 

But sensing that the masses of 
demonstrators here could shift the 
focus of their efforts from support for 
democratic reforms in China to sup- 
port for such reforms in Hongkong, 
. the conservatives were quick to lend 
their support to a longstanding pro- 
posal by the liberals for the direct 
election of half of Legco's members 
by 1997. They further agreed that the 
entire Legco should be directly 
elected by the year 2003 and the SAR's 
first chief executive should also 
be directly elected no later than 
2003. 

Senior Executive Councillor Lydia 
Dunn conceded that the student 
movement in China and the mass 
Hongkong support for it had affected 
their considerations. “But the major reason 
is that Hongkong people have been so en- 
thusiastic to speak up in a responsible way 
that we can no longer say people here are 


not interested in politics or are politically im- _ 


mature," she said, adding: "We ought to 
give the public a clear goal ahead and to let 
them know they can take part in politics to 
elect their legislators." 

The conservatives, who had previously 
resisted the idea of a directly elected legisla- 
ture or chief executive, have handed the lib- 
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eral legislators and Hongkong's own pro- 
democracy lobby a significant victory. Some 
democrats said they would not press their 
advantage and make further demands — 
though the political climate for doing so was 
clearly favourable. The big question now is 
whether these modest proposals for reform 
will be enough to satiate growing public de- 
mands for a democratic government to be 
entrenched before 1997. 

Meanwhile, even Hongkong's conserva- 
tive business leaders were lending their sup- 
port to the ideals of Peking's student de- 
monstrators. Businessmen Sir Yue-kong 
Pao, Henry Fok, Cheng Yiu-tung, Stanley 
Ho, Li Ka-shing and David Li, who have 
never supported the idea of a democratic 
government for Hongkong, came out in 
support of the Peking students' demands 
for democracy in China. They said the stu- 
dent movement was a "patriotic move- 
ment" and would have a positive impact on 
China and on Hongkong. 

The recent events in Peking and Hong- 
kong may also affect the drafting of the Basic 
Law, a mini-constitution being formulated 
by Peking for the post-1997 sAR. The declara- 
tion of martial law by the Chinese Govern- 
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ment in response to the student-led demon- 
strations for democracy and the political 
crisis within the communist party that fol- 
lowed have left people in Hongkong more 
concerned than ever over whether the Basic 
Law can really safeguard their way of life 
after 1997. 

Consequently, even conservative politi- 
cal figures in Hongkong are now demand- 
ing that the draft Basic Law be altered to pro- 
vide greater protection of the autonomy and 
freedoms promised Hongkong by Peking in 
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the 1984 Sino-British agreement on the terri- 
tory's future. 

Meanwhile, pressure on local Peking ap- 
pointees to the Basic Law Drafting Commit- 
tee, the Basic Law Consultative Committee 
(BLCC), China's National People's Congress 
(NPC) and the Chinese People's Political 
Consultative Conference to resign in protest 
of the Chinese declaration of martial law is 
mounting. Two local political figures, NPC 
delegate and BLCC member Liu Yiu-chu and 
Legco member Cheng Tak-kin were se- 
verely criticised for siding with the Peking 
authorities attitude towards the student 
demonstrators. 

However, few people here have any illu- 
sions that Peking will bow to further de- 
mands from Hongkong after rejecting out- 
right the will of millions of its own people 
across the nation. Leaders of the territory's 
pro-democracy lobby also doubted that 
people here would turn out en mass in <==- 
port of local political issues alone, suc ; 
the Basic Law. Recent opinion polls showed 
a marked decine in public confidence in 
Hongkong’s future under Peking’s rule and 
a rise in the number of people who wanted 
to emigrate. 

The British Government's response to 
the recent events has been timid to say the 
least. Prime Minister Margaret Thatcher has 
simply reiterated London's stance that it is in 
China's long-term interests to make the 1984 
Sino-British agreement work. Meanwhile, 
Minister for Home Affairs Timothy Renton 
dashed recently revived hopes here that 
Hongkong's 3.25 million British subjects 
might be given the right of abode 
in Britain — a safeguard against 
an uncertain future many people 
in Hongkong believed would help 
restore people's confidence and 
help curb the territory's brain- 
drain. 

The Hongkong Governmer ` s 
been even more reticent on the — + 
ject — despite the fact that nearly all 
the recent political activities here 
have been in direct violation of local 
laws. The numerous rallies and 
marches which have taken place 
every day in Hongkong since martial 
law was imposed in Peking made a 
mockery of the territory's Public 
Order Ordinance, though the govern- 
ment had little choice but to allow the 
hundreds of thousands of people who 
took to the streets to vent their frustrations. 

Government regulations restricting poli- 
tical activities in the school system also were 
widely ignored. With the help of teachers, 
student groups at the tertiary level, as well 
as at the primary and secondary levels, or- 
ganised their own marches and rallies, and 
political discussion groups were held at 
schools throughout the territory with the full 
knowledge of school administrators. Hong- 
kong's Education Department turned a blind 
eye. » 
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COMBINED PERFORMANCE 


EVERY PRODUCT THAT BRITISH AEROSPACE COMPANIES - IN STRATEGIC PLANNING, IN COST REDUCTION, IN MARKETING, 
MAKE IS ENGINEERED FOR PERFORMANCE — IN SPACE, IN THE IN MAKING THE BEST USE OF HUMAN RESOURCES 
AIR, ON THE BATTLEFIELD, ON THE GROUND AND UNDER WATER WHICH EXPLAINS WHY ONE OF THE WORLD'S GREATEST 
EVERY DECISION THAT BRITISH AEROSPACE TAKES MANUFACTURING COMPANIES IS ALSO ONE OF THE WORLD'S 
IS AIMED AT ENHANCING ITS BUSINESS PERFORMANCE BEST-PERFORMING BUSINESSES 
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British Aerospace pic, 11 Strand, London 





WE FLY YOU SMOOTHLY OVER 
ALL CULTURAL BOUNDARIES 








THE GENTLE, 
ATTENTIVE SERVICE OF 
OUR CABIN STAFF IS A 
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Risk is an unavoidable fact of 
life. But why put at risk your 

rewards? Safra banking means 
risk avoidance. Your assets are 
kept safe by a partner whose skill 
and commitment you can trust. 
Our fundamental principle is the 
protection of customers’ assets. 
For this reason Republic National 
Bank is known as one of the safest 


banks in the United States. 
The services of our private- 
banking group are available in 
27 business centres around the 
globe. In each one you will find 
us as the partners upon whose 
knowledge and judgement you 
may safely rely. 

Republic National Bank. 
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BRIEFING 


Hongkong struggles with 
huge refugee influx 

> The massive influx of Vietnamese 
boat people into Hongkong has created 
a crisis with which authorities claim 

to be unable to cope. Between 28 and 
30 May, over 2,300 boat people arrived, 
bringing the total number of arrivals this 
month to almost 9,000. The government 
could not find accommodation for the 
arrivals and they are being kept ona 
remote island and supplied with dried 
food and water, but no shelter. The 
influx fuels mounting calls for the 
government to abandon the port of first 
asylum policy. 


Philippine labour unions 

l off general strike 
> Philippine labour unions have called off 
a planned general strike after the Philippines 
Congress hurriedly approved on 30 May a 
P25 (US$1.16) across-the-board increase in 
daily wages for all workers, raising the 
minimum wage to P89 a day in industrial 
firms. The conservative Trade Union 
Congress of the Philippines and the 
leftwing Kilusang Mayo Uno (1 May 
Movement) claim 2 million members 
between them. 


Wrangle over who is 

to lead Tasmania 

»> Despite his party having lost its majority 
in the state parliament, Tasmania's Premier 
Robin Gray has insisted he has the right, as 
leader of the party with the largest number 
of seats, to form a government. However, 
after two weeks of talks since the 13 May 

} the opposition Labor Party and five 

(  nindependents have signed an accord 
which gives them a one-seat advantage 
over Gray's Liberals. They intend to 
propose a no-confidence vote against Gray 
when the state parliament sits on 28 June, 
and if they win, the state governor will have 
the choice of asking Labor, with 
independent support, to form a 
government or — as Gray will request — 
call another election. 


South Korean courts 

show independence 

> In demonstration of the South Korean 
judiciary's increasing independence, the 
Supreme Court for the second time in two 
months has invalidated the election to the 
national assembly of a member belonging to 
the ruling Democratic Justice Party (DJP). 
The highest court said in its ruling against 
Kim Myong Sop on 26 May that he was 
guilty of vote-buying activities by | 


8 JUNE 1989 


distributing gift packages to voters of 
Yongdungpo district in Seoul in April 1988. 
All major political parties here have issued 
statements praising the court's decision, 
viewing it as a mark of progress in the 
continuing democratic reforms. Kim's 
disqualification, however, does not shake 
the DJP's majority in the unicameral 
legislature. A by-election will be held within 
the next three months. 


Made-in-Taiwan jet 
passes its flight test 


> Taiwan's first domestically built jet 
fighter, the Indigenous Defence Fighter 
was taken on a successful test flight by 

the air force on 28 May. The fighter, which is 
said to be similar to the US F16 and F20, was 
developed by an arm of Taiwan military's 
Chungshan Institute of Science and 
Technology with assistance from US 
contractors. Taiwan plans to build some 250 
of these aircraft. The entire project is 
expected to cost around US$4 billion. 


Social indicators 
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Japan arms build-up not 
deterred by détente 

»> Japanese Prime Minister Noboru 
Takeshita told senior officers of the 
Self-Defence Forces on 29 May that the 
country's arms build-up should continue 
despite recent developments in relations 
among the US, the Soviet Union and China. 
He said: "It is hard to believe that the 
structure of the East-West conflict has 
changed fundamentally, because world 
peace is still maintained by the balance of 
power and deterrence." Japan's leading 
business organisation, Keidanren, has 
called for the share of research and 
development in the defence budget to 

be increased from 2.1% to more than 

5%. 
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Sri Lankan court rules 
for election petition 


> A five-judge bench 
of the Sri Lanka 
Supreme Court has 
ruled unanimously 
that an application by 
opposition leader 
Sirima Bandaranaike 
challenging the 
December 1988 
election of President 
Ranasinghe 
Premadasa, should be heard on 19 June. 
Counsel for Premadasa raised a series of 
preliminary objections in an effort to strike 
down the application on technical grounds. 
But the judges held that the objections were 
untenable and ruled that the material set 
out before them was sufficient for 
Premadasa “to make the necessary inquiries 
and obtain information to defend himself.” 





Premadasa. 


Alatas works to salvage 
Suharto’s Moscow visit 


9 Indonesian Foreign Minister Ali Alatas 
began a working visit to Moscow on 27 May 
in an apparent move to salvage President 
Suharto's planned trip to the Soviet Union. 
Suharto was hoping to go to Moscow in 
June, but the Soviets preferred a later date. 
Sources now say the visit is unlikely before 
September. The visit was seen also as 
important for Indonesia's diplomatic efforts 
to help solve the Cambodian conflict. Alatas 
meanwhile announced on 29 May that a 
special commission to boost economic ties 
between the two countries would meet in 


July. 


Controversy undermines 
Philippine land reform 

> Scepticism is mounting over the 
Philippine Government's land reform 
programme as a result of the controversy 
involving the agrarian reform department's 
aborted purchase, for resale to farmers, of a 
1,889-ha Camarines Sur property for 262.7 
million (US$2.91 million). The Land Bank of 
the Philippines, which finances the 
programme, blocked the sale when it found 
out that the property may have been grossly 
overvalued as it had been bought by the 
present owner Sharp International 
Marketing Philippines, Inc. last year for 
only 23 million. Agrarian Reform Secretary 
Philip Ella Juico and 20 of his top officials 
have taken a leave of absence from their 
posts while two separate groups — a special 
committee set up by President Corazon 
Aquino and the agrarian reform committee 
of the Philippine Congress — are 
investigating the case. 








THAILAND 






By Paisal Sricharatchanya i in Bangkok 
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4 Y hatichai Choonhavan came to the of- 
| fice of Prime Minister of Thailand in 
Pw August 1988 amid loud public scepti- 
c. dsm. Not only was he best known for his 
—. fondness for disco dancing and fine wines, 
= but he was not even the first choice for the 
job, incumbent Prem Tinsulanond having 
surprised pundits by declining to stay on for 
another term. 
a Yet 10 months on, Thailand's first- 
. elected prime minister in 12 years is any- 
thing but weakly stumbling in Prem's 
- ^ footsteps, as many thought he would. 
Chatichai has shed the "playboy" image, 
emerged as a popular nationalist, especially 
in trade dealings with the US, and has dem- 
onstrated previously unsuspected political 
skills in gauging the public mood. 

: He has overcome the business uncer- 
tainty that greeted his assumption of office. 
Against a continued surge in private local 
and foreign investment, a government com- 
mitment on massive infrastructural invest- 
ment has produced another growth spurt in 
an economy already described by some 


3 With the economy surging, Chatichat shores himself up 


as “almost bursting at the seams.” 
Chatichai has also propelled Thailand to 
a position of regional importance. He has 
seized the opportunity of an unprecedented 
era of rapprochement among the Asian 
communist powers, to turn former regional 
foes into friends and turn Indochina from a 
battlefield to a marketplace. Bangkok has 
also established firm links with the other- 
wise isolated Rangoon regime. 

More important, Chatichai is positioning 
Thailand as the nucleus of closer Southeast 
Asian economic cooperation in the years to 
come. 

The foundation for the blossoming of 
Chatichai was laid in his first six months in 
office when he sought to shore himself up 
politically at home. Chatichai heads the 
Chart Thai Party, which won the most 
number of seats in the July 1988 parliamen- 
tary election, but he governs in coalition 
with five other parties. Intense inter-party 
rivalry was predicted to take precedence 
over other matters of state. In previous 
years, wrangling of this sort in Bangkok had 
never given party leaders time to build long- 
term loyalty at the grassroots. 





"INTERVIEW: 


CHATICHA!I 


- ‘A small millionaire’ 


—- Bangkok bureau chief Paisal Sricharat- 

. chanya had an 80-minute interview with 

: Prime Minister Chatichai Choonhavan at 

his Soi Ratchakru residence on 21 May. 
Ponens Some peus from the interview: 

















i Are there areas of concern in the econ- 
omy?) 
ha Production of . certain ern like 
_ prawns, is too good — ironically because 
the government's. promotion. effort has 
been too successful, [Prawn farmers have 
een protesting in Bangkok over depress- 
d prices due to over-supply.] Inflation is 
omething we are concerned about and 
ng toarrest. The construction sector has 
over built, pushing up construction-mate- 
als prices, while there is too much specu- 
tion. in. the condominium sector. It’s 
arming that many projects don't provide 
proper water. treatment. What's more 











larming i is that some: Bangkok hospitals 


are dumping waste and disease into the 
Chao Phya River. Preserving this lifeline's 
cleanliness is most crucial for Bangkok's 
survival. 


In your concurrent capacity as defence 
minister, what role do you think the Thai 
armed forces should play now that the ex- 
ternal threat from Indochina is diminish- 
ing? 

They are adjusting into two main mis- 
sions: combat and development. support. 
On combat, I believe in [American poet 
Robert Frost's] ym that nS fences 


Chatichai, however, - embarked 

series of populist measures. These indoded 
sweeping salary increases for civil servants, 
the police and armed forces, and for em- 
ployees of state enterprises. The minimum 
wage for private-sector workers was raised, 
and at the same time oil prices were reduced 
and tax rebates given to middle- and low-in- 
come groups. 

These were accompanied by swift deci- 
sions on major investment projects to relieve 
infrastructural bottlenecks that were 
threatening to choke economic growth. 
Aimed particularly at relieving Bangkok's 
traffic chaos and acute shortage of telecom- 
munications facilities, most of the projects 
had been on the drawing board for a long 
time but had been stymied by government 
indecision and bureaucratic red tape. 

By no means were these moves univer- 
sally welcomed. The ruling coalition has a 
distinctly pro-business image — Chart Thai 
and the two other major parties, the S 
Action Party (SAP) and the Democrats .... 
linked with big-business groups — and 
since the infrastructural investments stand 
to directly benefit the urban élite and com- 
mercial and industrial interests heavily con- 
centrated around Bangkok, the government 
was criticised for helping its friends. 

Chatichai, therefore, next turned his at- 
tention to the countryside for some image- 
building. He convened three "mobile" 
cabinet meetings between March and May 
in the south, northeast and northern re- 
gions. At Chiang Mai, for example, he met 


four regional armies in the past was too ad- 
ministratively bulky and inflexible. I 

wanted to modernise the: weapons system, 

rather than raise the number of soldiers. 

The development divisions will have to 
“open up" the rural countryside. A Baht 4 
billion [US$155.04 million] budget has - 
been allocated for such development — 
asphalting of rural roads leading into re- 
mote villages. These divisions [two of — 
which were recently set upin the south | 
and northeast, with two more targeted i for 
| the central region a and the north] will com- . 
p rel M. EE 


we have a powerful army -— no matter 
how small it is — our neighbours: will be 
nice to us, 


I wanted the army to streamline to be -there 


come mobile and ready for all-weather 


combat, which it has started doing by set- Then th 
ting up the army. corps. The S of Ce “Even 
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demonstrators who were demanding the 
protection of northern tobacco growers by 
continuing to ban cigarette imports and gov- 
ernment subsidies for certain crop prices, 
among other things. Unlike Prem who de- 
clined direct contact with protesters, 
Chatichai said he preferred to hear their grie- 
vances himself. 

The April cabinet meeting in the north- 
east was particularly symbolic as the region 
is the poorest and has long been neglected. 
The cabinet discussed a large assortment of 
proposed investments, most of which ad- 
dress the region’s perennial water shortage 
and land problems, and total some Baht 27 
billion (US$1.05 billion) — much more than 
the investment programmes in the south 
and north. 


o less important for Chatichai was to 
keep the military — which has over- 
thrown or propped up several pre- 
is governments — in the political back- 
_ and. The broader popularity he earned 
for himself helped eclipse the military clout, 
and most analysts now believe that army 
commander and acting supreme command- 
er Gen. Chaovalit Yongchaiyut, once touted 
as a potential candidate for the premiership, 
would probably remain in service rather 
than retire this year as he had originally 
pledged. The military top brass, who came 
together recently ostensibly to celebrate 
Chaovalit’s 57th birthday, also urged him to 
stay on. 
Given the growing pluralism in Thai so- 


have elections, there is still some cheating. 
So there must be a proper census. This can 
take up to six months ora year due to Cam- 
bodia’s poor transport network. Then an 
election can take place, with an interim co- 
alition administering the country in be- 
tween. l 

What do you envisage for a post-settle- 
ment Cambodia? 

Ive urged [Cambodian resistance 
leader] Prince [Norodom] Sihanouk to 
adopt the Thai system of constitutional 
monarchy. People already accept him as 
king, not president. The four factions 
could become coalition partners. The set- 
up would be exactly the same as the Thai 
model, with an appointed senate and 
elected lower house. If Sihanouk were to 
contest in a poll with [Vietnamese-backed 
Phnom Penh government leader] Hun 
Sen, it would be a big loss of face should 
Sihanouk lose. How can he be sure of the 
vote since the big towns are in Hun Sen's 
hands. Sihanouk likes the idea, but he will 
have to talk to the other factions. I’ve talked 
to the Chinese too, but they have remained 
non-committal — probably not liking the 
idea of reviving the Cambodian pesi 
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ciety, analysts believe the military leader- 
ship may have realised that it will now have 
to settle for a less dominant role in 
mainstream politics. "If Chaovalit were to 
entertain political ambitions, he will have to 
go via the ballot box, after changing out of 
his uniform," said one analyst. 

But the military does not seem prepared 
to completely relinquish its traditional grip 
on political and social life. The current exten- 





d 


Chatichai: popular nationalist. 


Can Asean maintain its unity after the 
Cambodian conflict is resolved? 

We must remain united because of [the 
new economic threat from] the EC [Euro- 
pean Community's market integration in 
1992] and the US-Canada [trade pact]. 
From now on, it's not Cambodia but eco- 
nomic matters. Asean alone is not power- 
ful enough — we must bring together the 
Asia-Pacific countries. 


Will Thailand's role in Cambodia and 
new regional economic cooperation upset 


Indonesia? 


I always gave [Indonesian President] 
Suharto the honour — I respect him per- 
sonally. Whenever there is any new deve- 
lopment on Cambodia, I inform him first. 
Our personalities do not clash. [As for eco- 
nomic matters], Thailand has progressed 
enormously in the economic and industrial 
fields. It can't be helped [if Bangkok were 
to play a leading role]. 


Is there a continued need for the US 
bases in the Philippines? 

It depends on Cam Ranh Bay. If Cam 
Ranh Bay is not used [by the Soviets] to 
threaten security in this region, the danger 
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sion of the army's role from combat into civic 
works is seen as an attempt to increase its in- 
fluence over the rural populace by letting 
army units come into direct contact with it.. 

From Chatichai's standpoint, it is there- 
fore logical to keep Chaovalit close to him — 
by either retaining him in his current mili- 
tary posts or making him defence minister at 
some later date — while also ensuring that 
the military stays preoccupied in its new de- 
velopment role. 

The euphoria over Thailand's seemingly 
successful transition from strongman rule 
under the non-elected Prem to the "demo- 
cracy" of a truly elected government and 
publicly accountable political system, is tem- 
pered by a whiff of corruption emanating 
from the coalition — though even this falls 
far short of early fears that the coalition 
would go on a spending spree to buy politi- 
cal support. "There seems to be no need for 
blatant corruption," said one observer. 
"Business is going so well that everybody 
seems to be getting a share of the pie." 

However, suspicion of vested interests in 
the awarding of major contracts remains be- 
cause political and business interests are in- 
tertwined though no major scandals have 
developed. 

The government's decision in November 
to award a Baht 1.2 billion telecommunica- 
tions development project to Japanese trad- 
ing house Toyo Menka sparked an uproar as 
competing Australian and West German 
suppliers alleged foul play. The contract was 
signed by Transport and Communications 


. . [and the need for Subic Bay] will be re- 


duced. We have to take strategic factors 
into consideration. 


There is much trade friction between 


Thailand and the US. Should Thailand try 
to diversify its foreign trade so as not to be 
so dependent on the US market? 


The US will remain an important mar- 


ket. But we have to give them a little con- 
cession. After helping other countries in 
the world, they are getting poorer. Thai- 
land should provide them a little help, 
since it has become a [small] millionaire. 
The US csP [generalised system of pre- 
ferences] was kindergarten stuff. We have 
to be realistic that we are now elevated to 
elementary level — hence we are facing 
Section 301 [retaliation under the 1988 US 
Trade Act]. The problem is that the Ameri- 
cans — even the White House — don't 
know the full range of products we are 
buying from them [aircraft, weapons and 
services]. That's why I've proposed a total 
trade package. Negotiations will have to be 
multi-pronged. Companies like [US air- 
craft manufacturers] Boeing and McDon- 
nell Douglas will have to help us do the 


lobbying. e 
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Minister Montri Pongpanich (who 
belongs to the SAP) despite Chati- 
chai’s last-minute instructions for 
areview. 

More recently, Industry Minister 
Banharn Silapa-archa banned the 
opening of new glass factories, thus 
ending a planned Baht 3 billion joint 
venture between the Siam Cement 
Group and the US-based Guardian 
Industries Inc. to produce glass 
sheets. The existing Thai Asahi Glass 
Co., which enjoys a near-monopoly, 
is controlled by the Srifeungfung 
family which has long had ties with 
Chart Thai, of which Banharn is sec- 
retary-general. 

Barring any major political or eco- 
nomic mishap — and assuming that 
Chatichai, 69, can stand the pace of 
his average 12-14-hour work day — most 
observers believe he will remain in office for 
a full four-year term. But though his govern- 
ment's stability does not appear to be under 
immediate threat, there are tough tests 
ahead for him. 

For one, his coalition could turn sour on 
him. Already, his partners, as well as the op- 
position parties, are alarmed at the political 
goodwill he has gained from his "mobile" 
cabinet meetings out in the provinces. The 
Chiang Mai meeting eroded the traditional 
influence of the main opposition party, Sol- 
idarity, in the north, and the two previous 
meetings gave Chart Thai an advantage 
over the Democrats and SAP which used to 
regard the south and northeast as their re- 
spective strongholds. 

That much of the popularity is concen- 
trated on Chatichai personally is a potential 
source of friction in the coalition. Democrat 
and SAP sources have admitted concern but 
said they were not prepared to do anything 
about it at this stage because Chatichai's 
popularity was on an upswing. 

The coalition almost broke up earlier over 
conflicting policy approaches on Indochina 
and Thai-US trade relations between 
Chatichai's policy advisers and bureaucrats 
in the SAP-controlled foreign affairs and 
commerce ministries. Chatichai's advisers 
— among them his son, Kraisak, and six 
academics — were responsible for the more 
flexble policy on Indochina and the 
toughened stance against the US over trade 
matters. But though they opened up the 
traditional bureaucrat-dominated decision- 
making process to more varied outside 
views, the bureaucrats were incensed. 

Chatichai restored some unity by patch- 
ing up with Foreign Minister Siddhi Savet- 
sila and one of the deputy prime ministers, 
Pong Sarasin, a senior SAP leader responsi- 
ble for international trade relations. The ad- 
visers were ordered excluded from further 
Thai-US trade talks, and Siddhi adjusted his 
position to come closer to Chatichai's Cam- 
bodia initiative, though differences remain. 

Chatichai's real challenge will come in 


economy-related areas. Speculation in the 
property market — particularly the con- 
dominium sector — has prompted fear that 
the economy is overheated. With the price 
of construction materials and food rising, 
there is also concern over an inflation that 
could top 576 this year, which is markedly 
higher than the 2-3% level in the mid-1980s. 


uelled by rising incomes which have 
F produced a new class of urban rich 


plus expectations that the economy 
will continue to grow strongly, hundreds of 
condominium projects are coming up in 
Bangkok and major resort towns like Pat- 
taya, Hua Hin and Chiang Mai. Many are 
speculative ventures without adequate fi- 
nancial back-up or market research, and if 
they fail they could produce a political back- 
lash. 

These short-term problems are not lost 
on Chatichai. While maintaining that the 
government cannot directly intervene since 
it would contravene free-market principles, 
Chatichai has said he has told banks to be ex- 
tremely cautious in granting loans and in- 
structed that construction and pollution- 
control codes be strictly adhered to as a way 
of deterring ill-planned projects. 
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Siddhi: restoring unity. 
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Most economic analysts agree 
that Chatichai’s ability to adopt a 
growth-oriented policy owes every- 
thing to the strong fiscal position 
which was the product of years of 
conservative fiscal and economic 
management under the Prem admin- 
istration. The government's re- 
venue collection in fiscal 1989 
is expected to exceed target by 
about Baht 60 billion, thanks to 
last year's economic boom which 
generated substantially more tax 
revenue from higher exports, im- 
ports and corporate earnings. This 
has made possible a record 17.7% 
increase in planned government 
expenditure to Baht 335 billion 
for the next fiscal year beginning in 
October. 

But concern that the present government 
is embarking on a spending spree has raised 
queries over whether that fiscal disciplin 
being too lightly discarded. It was perh , 
best summed up by Snoh Unakul, the 
former secretary-general of the National 
Economic and Social Development Board 
(NESDB, the top planning agency), who 
warned that the government might be writ- 
ing too many “post-dated cheques." 

Snoh acknowledged the need for haste 
in approving various infrastructural pro- 
jects, but said that too much haste in deci- 
sion-making would make prudent screen- 
ing of such projects difficult. 

A technocratic agency which used to vet 
all important investment projects, the NESDB 
had been very influential under Prem, a 
non-partisan prime minister known to dis- 
trust the politicians. But its role has mar- 
kedly diminished now, and whereas it used 
to report directly to Prem, it now comes 
under one of the ministers in the prime 
minster's office. The downgrading is be- 
lieved to have been a major factor behind 
Snoh's recent resignation. His dep 
Phisit Pakkasem, a privatisation advocate 
and growth-oriented economist whose 
lively personality is seen as more suited to 
the current leadership, has succeeded him. 

A likely oil-price increase later this year 
— the anticipated outcome of the govern- 
ment's policy to gradually "float" retail oil 
prices — may also spur a political backlash. 

Chatichai has emphasised that his gov- 
ernment will try to maintain fiscal stability 
and keep inflation under control. He has 
said that the majority of investment pro- 
grammes approved so far had been laid 
out in the NESDP's sixth plan but held up 
in the past. The only major deviation was 
a multi-billion baht project to pump water 
from the Mekong to irrigate the north- 
east. 

Yet another economic test for Chatichai is 
the prospect of US trade retaliation against 
Thailand over US claims that its intellectual 
property rights are being inadequately pro- 
tected. The Thai-US trade friction is likely to 
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e. Whether they re big igor small. - 
s projects are invariably RH 
50 complex, in fact, that the 
engineering of the underlying finance now 

assumes overwhelming importance. 

in particular, the financing 
solution not only has to help the 
contractor Bus his bi d more atti ractive: 


E today's 


There's never been a project 


quite like it. 


it has to help the sponsor or the buy 
acquire and sustain the project, too. 

Yet its not unusual — in all the 
months, or even years, of intensive 
planning — for the critical question of 
how to achieve the most cost-efficient 


ready to go. 





financing to be the last thing on the 
Panipat minds. 

Thats when the problems 
really start. 

For the harsh reality is that, 
however convinced you are of the project's 
viability, others will see things rather 
differently at first. 

While youre looking at the 
opportunities. thevll be pointing to the risks. 

And when it comes to the 
crunch, its how skilfully the risks are 
analysed, and distributed between the 
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various participants and financing sources, 
that will determine whether or not 
finance is going to be available at all; and 
if it is, s, what its going to cost. 

So, the earlier a project finance 
specialist is involved, the better. 

. And if its Chase that vou 

involve, better still. 
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engineers in such important 
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and other risks, as well as.tàx, 
accounting, remittance and 
countertrade regulations. | 
SEINEN Then well help. you: 
find she best financing solution, | 
With our knowledge of 
aiternative sources, we've put together 
financings for project sponsors, and their 
RAM where other project’ finance 
specialists said that a deal simply 

wasnt on. 

Whats more, at Chase we're 
able to back up our advice with our own 
financial resources and underwriting muscle. 

Which means that if we believe 
a project deserves to fly, chances are it will. 
Chase's global banking capability 

integrates size, international 
network, specialized industry 
knowledge, and a unique breadth 
and depth of investment and 
commercial banking products and services. 








Its this capability that sets us 
apart from other financial institutions; and- 
that can help you get vour project to 
where you want it to be. 

Not on the shelf, but off the 
ground. 
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get worse before getting better, though 
Chatichai is trying a multi-pronged ap- 
proach by enlisting the help of private 
groups, like US aircraft manufacturers, to 
help lobby against retaliation. 

Observers warn that the Thais will start 
asking Chatichai for results soon. "Once the 
euphoria over democracy begins to subside 
in the second year, people will start looking 
for concrete results," said Chulalongkorn 
University political scientist Suchit Bon- 
bongkarn. 

Chatichai is aware that he must now 
build upon his new-found popularity, 
which may not be able to withstand the 
trauma if the economy falters and the invest- 
ment boom ends, or if the US market col- 
lapses thus affecting Thai exports. 

He is, accordingly, trying to take indus- 
try and the economy into new areas. For 
example, his emphasis on the promotion of 
industries, particularly in upcountry pro- 


vinces, marks a shift in the country's deve- 
lopment strategy. Until recently, the tradi- 
tional thrust on agriculture — notably ex- 
panded production of key cash crops like 
tapioca, maize and sugarcane — contributed 
to massive forest destruction which spurred 
a string of environmental hazards. 

“The past strategy was a mistake," 
Chatichai said. "We may be the world's 
largest tapioca exporter but that's nothing to 
be proud of. The EC is happy [only because 
it can import cheap Thai tapioca for animal- 
feed]." Factory workers needed only small 
houses, he said, whereas farm families 
needed to constantly encroach on forest 
areas as they expanded. 

One of Chatichai's aims is to tap offshore 
gas reserves in the lower Gulf of Thailand to 
fuel a new industrial zone envisaged for the 
southern region. The plan envisages a new 
deepwater port at Krabi province, on the 
coast of the Andaman Sea, as Thailand's 





JAPAN 


Nakasone’s sacrifice to help end Recruit affair 


For the party’s sake 





By Nigel Holloway in Tokyo 





eaders of Japan’s governing Liberal 

Democratic Party (LDP) are hoping to 

put the Recruit shares-for-favours 
scandal behind them with the resignation 
from the party of former prime minister 
Yasuhiro Nakasone. But this may still not be 
enough to prevent the LDP from suffering a 
sharp defeat in national elections to the 
upper house of parliament due at the end of 
July. 

Even though the chief public prosecutor 
has declared that his nine-month investiga- 
tion into the Recruit affair is over, the ruling 
party still has to clean up its act sufficiently to 
win back the confidence of the electorate 
without losing the vital support of groups 
like the agricultural cooperatives. The 
extent of the problem can be seen in the 
figure who has emerged as the candidate to 
lead the party, Foreign Minister Sosuke 
Uno. 

Uno's chief attraction to the party is that 
he seems to be completely untainted by the 
Recruit affair. But this is thought to be be- 
cause he was too insignificant within the LDP 
to have been drawn into the scandal. 

From an external viewpoint, the 66-year- 
old Uno is well known to leaders around the 
world and can be expected to express forth- 
rightly Japan's response to US charges that 
his country is guilty of unfair trade practices. 
However, nobody seems to think Uno, a 
competent foreign minister, will be any- 
thing other than a stop-gap prime minister. 


Nakasone's resignation as both party 
member and faction leader was regarded as 
the minimum price that would have to be 
paid to ensure Uno could gain enough sup- 
port to replace Noboru Takeshita as prime 
minister. But there were some LDP leaders 
who criticised Nakasone — who has said he 
will retain his parliamentary seat — for not 
retiring from politics al- 
together. They remember 


former prime minister 
Kakuei Tanaka who re- 
signed as party member and 


faction leader in the mid- 
1970s, yet continued to wield 
immense power for another 
10 years. 

Nakasone’s decision was 
something of a surprise, 
coming so soon after the op- 
position failed com- 
pletely to get him to incrimi- 
nate himself when he ap- 
peared as a sworn witness in 
parliament to explain his role 
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window on new markets, through which it 
can diversify exports to India, Pakistan, 
Middle East and westwards which have 
been little penetrated by the Thais before. 
The bulk of exports are now shipped 
through the Gulf of Thailand. 

Chatichai's broader strategy also calls for 
the transformation of the northeast into a 
manufacturing base, to supply neighbour- 
ing Indochina as well as export through the 
eastern seaboard. 

Now that urgent economic infrastruc- 
tural needs are being attended to, the gov- 
ernment's next challenge will be the im- 
provement of social infrastructure. Given a 
tertiary-education system that was tradition- 
ally geared to produce white-collar workers, 
an entire reorientation is needed to produce 
more skilled and technical workers. 
Technological elevation is vital if Thailand is 
to continue relying on exports and services 
for its growth. 


suffident to prevent his resignation. 

The stage-management of the closing 
episode in the Recruit drama seemed clear 
from Nakasone's anti-climactic testimony in 
parliament. After all, it was Nakasone's re- 
fusal to face questioning from the opposition 
that prompted Takeshita's resignation on 25 
April in exchange for passage of the budget. 
Then came news that the investigation of 
the Recruit affair by the public prosecutor 
was ending with the indictment of only two 
politicians, Takao Fujinami, a member of the 
Nakasone faction, and Katsuya Ikeda, a 
member of the opposition Komei, or 
"Clean Government," party. 

The Public Prosecutors Office stated 
that the other 11 LDP and opposition po- 
liticians involved in buy- 
ing shares in Recruit Cosmos 
in 1986 could not be pro- 
secuted for bribery bec 
they did not have the au- 
thority to take decisions 
that would benefit Re- 
cruit. 

Others may argue that 
justice has been done. In all, 
43 politicians, civil servants, 
businessmen and journalists 
have resigned over the affair 
and 16 people were indicted. 
In addition to Takeshita, the 
chairmen of the Komei and 
Democratic Socialist Parties 


div 


in the Recruit scandal. The Nakasone: surprise. have stepped down due to 
opposition had held up par- their involvement in share- 
liamentary business until Nakasone dealing scandals. In a final flourish, four 


made an appearance. While denying crimi- 
nal involvement with Recruit, Nakasone 
admitted having received more than ¥110 
million (US$780,000) from the company 
between 1982 and 1988. The testimony 
gave Nakasone the opportunity to express 
regret over what had happened, but 
his show of remorse was evidently not 
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aides to LDP leaders pleaded guilty to violat- 
ing the Political Funds Control Law and 
were fined. 

Voters will wait to see whether Japanese 
politics has fundamentally changed as a re- 
sult. The LDP has adopted a broad plan for 
political reform, but many remain sceptical 
that the party can give up its old ways. — m 
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MALAYSIA 


National Front loses a 
partner to the opposition 


Rally round 
Razaleigh | 


By Suhaini Aznam in Kuala Lumpur 


n opposition coalition has taken 

firmer shape with the Kelantan- 

based Berjasa party's decision to quit 

the ruling National Front and team up with 

Semangat '46 (Spirit of 1946) — former fi- 

nance minister Tunku Razaleigh Hamzah's 

llenge to Prime Minister Datuk Seri Ma- 

ir Mohamad's new United Malays Na- 

tional Organisation (Umno Baru). The new 

Angkatan Perpaduan Ummah (APU, Com- 

munity Unity Generation), is now awaiting 
approval from the Registrar of Societies. 

If approval is granted, it will make the 
next general election a contest between 
near-equals for the first time. Although elec- 
tions are not due until 1991, National Front 
victories in three out of four by-elections in 
late 1988 and 1989, plus an improving eco- 
nomic climate, may encourage the govern- 
ment to call for one earlier. 

Although Berjasa itself, with a claimed 
membership of 15,000, is today just a mos- 
quito party, Semangat '46 and another ally, 
Parti Islam (Pas), both have strong follow- 
ings in the Malay east coast. Pas won 15.676 
of the popular vote in the 1986 general elec- 
tion, despite it having only one parliamen- 
tary and 15 state seats. 

Razaleigh holds strong personal sway 
| most of Kelantan, some of Trengganu 
wu pockets of the Malay belt in northern 
Kedah, Perlis and Perak. His target is to gain 
control of at least 44 of the 83 predominantly 
Malay parliamentary seats Umno won in 
1986, giving him a sound base to counter 
Mahathir's claim to the prime minister's of- 
fice, even if he fails to topple Mahathir's gov- 
ernment in the 177-seat parliament. 

But to boost his chances, Razaleigh is also 
relying on the opposition Democratic Action 
Party (DAP) to bring in the Chinese urban 
seats — of which the DAP currently holds 24. 
The DAP will not, however, be a member of 
the APU, whose name denotes a Muslim 
brotherhood, but will cooperate with it. 

The APU's first test in the Malay heart- 
land will be the Teluk Pasu by-election in 
Trengganu on 24 June. Berjasa has pledged 
to support the Pas candidate, a renewed al- 
liance that brings to full circle Berjasa's in- 
ception in 1978: it was born of disgruntled 
Pas members who broke away, joined the 
National Front in 1980 and wrested Kelan- 
tan from Pas rule in 1982. E 
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MALAYSIA 


Accord on arms deal due soon 





By Tai Ming Cheung in Kuala Lumpur 


ince Malaysia announced its intention 
^ to purchase a multi-billion dollar 

weapons package from Britain in Sep- 
tember 1988, the deal has been mired in con- 
troversy over alleged financial kickbacks and 
trade disputes. Despite these irritants, how- 
ever, final negotiations on the Memoran- 
dum of Understanding (MOU) are nearing 
completion and will significantly upgrade 
the country’s defence capabilities — just as 
its defence chiefs become increasingly con- 
cerned over various developments that 
could compromise Malaysia's security. 

Reports in Britain's Observer newspaper 
in early May alleged various people in- 
volved in the MOU negotiations had been 
promised financial kickbacks from Britain 
totalling M$200 million (US$75 million), and 
a further M$300 million political donation 
would be given to the ruling Umno Baru 
_ party. Denying the allegations, government 
officials claimed that the newspaper's prop- 
rietors were connected with a rival French 
defence consortium that lost out in the bid- 
ding. 
Despite the hiccups, negotiations on the 
final package are almost complete and sign- 
ing is expected within the next few months. 
Malaysia’s Ministry of Defence has submit- 
ted its final request for scrutiny by the Fi- 
nance Ministry, which has an influential say 
in the procurement process. Mainly because 
of Finance Ministry pressure, the main com- 
ponent of the deal has already been trim- 
med to eight Panavia Tornado interdictor- 
strike aircraft instead of the previously an- 
nounced 12, while the Rapier air-defence 
missile system has been cancelled. 

While this purchase will significantly 
boost Malaysia’s military capabilities, ana- 
lysts say additional acquisitions will have to 
be made if these sophisticated weapon sys- 
tems are to prove effective. Eight Tornados 
are considered insufficient to provide an ef- 
fective combat force as some of the aircraft 
will always be grounded for maintenance. 

Defence analysts believe, therefore, that 
Malaysia will have to buy more Tornados by 
the mid-1990s. Chief of the defence forces 
Gen. Tan Sri Hashim Mohamed Ali told the 
REVIEW that any additional orders for com- 
bat aircraft will not be placed until the Tor- 
nados are fully operational, which is likely to 
take two years. 

Another important area of expansion is 
in submarine and anti-submarine capabi- 
lities. One refurbished British diesel-electric 
submarine is being purchased to provide in- 


Buying British first 


itial training, and it is hoped that six more 
boats will be acquired later. But plans are still 
tentative, with no decision on whether the 
submarines will be new or second-hand. 
The navy has brought six Westland Wasp 
anti-submarine helicopters, to be based at its 
main naval base at Lumut, with more ex- 
pected to be purchased. 

With the need to replace other equip- 
ment, notably the air force’s A4 Skyhawk 
fighter-bomber fleet, grounded since a series 
of crashes last year, the cost of these pro- 
grammes will be high. Before any other pur- 
chases are decided, the MOU package will 
swallow up more than US$4.5 billion of re- 
sources over the next 10 years. 

To help pay for future acquisitions, sav- 
ings will have to be made by cutting the size 
of the standing army and relying more on 
reserve forces. In the past 10 years, the 
armed forces have nearly doubled in size 
from 60,000 personnel in 1979 to 113,000 
today. Defence analysts say the plan is to ex- 
pand significantly reserve forces from one 
reservist for every three active-duty soldiers 
to three reservists for every regular soldier. 
The analysts are doubtful whether any 
major savings can be made. “It will be 
cheaper, but not that much cheaper,” a 
Western military attaché said. 

Current plans to beef up the armed 
forces are necessary given the long lead- 
times for the introduction of major weapons 
systems and various developments over the 
next few years that could compromise 
Malaysia’s security, Hashim said. This in- 
cludes the possible complete or partial with- 
drawal of US bases from the Philippines in 
1991 and the return of Hongkong to Chinese 
rule in 1997. “These are two important 
years. China takes back Hongkong in eight 
years, while it can take 10-20 years to bring 
in new equipment,” Hashim said. 

Although Malaysia’s defence planning is 
not geared to preparing against any specific 
threat, Hashim’s reference to the return of 
Hongkong to China indicates deep-rooted 
Malaysian concern about China’s possible 
role in Southeast Asia in the coming years. 
This concern has to some extent already be- 
come immediate with China’s claims to the 
Spratly Islands, where Malaysia has a ter- 
ritorial stake. It could crystalise further if 
Vietnam is welcomed into the Asean fold 
following its scheduled withdrawal from 
Cambodia and China's role in containing 
Vietnamese ambitions in the rest of In- 
dochina becomes defunct. 

The clash between Chinese and Viet- 
namese warships in the Spratlys in March 
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1988 helped reorient Malaysia's defence 
priorities in that area from "secondary to 
very much top priority," Hashim said. The 
main consideration is the defence of the 
country's 200-mile exclusive economic zone, 
where much of Malaysia's natural re- 
sources, especially oil, are located. 

However, even as Peking emerges as a 
central factor in Malaysia's defence equa- 
tion, the possibility of a more cooperative 
Sino-Malaysian defence relationship has not 
been ruled out, Hashim said. He disclosed 
that he has been invited to visit Peking, 
though he said he was unlikely to make the 
trip this year. One possible area of military 
cooperation is weapons sales. "We would 
like to know more about Chinese arms. 
From what we hear, other users have been 
very impressed by the cost-effectiveness 
and cheap 'friendship' prices," Hashim 
said. Given Malaysia's weapons needs and 
limited budgetary resources, Chinese a 
may be an attractive option for Malay 
defence planners. 

The uncertainty over the future of the US 
military commitment in Southeast Asia and 
the possibility of encroachment from other 
regional powers — such as China and India 
— has highlighted the need for greater de- 


à ) 
Malaysian troops: cutbacks. 


fence cooperation among the Asean coun- 
tries to help look after their own defence 
needs. In various Southeast Asian forums in 
recent months, Malaysian Foreign Minister 
Datuk Abu Hassan Omar has floated the 
idea that Asean should consider setting up a 
"defence arrangement to ensure that the re- 
gion is safe from foreign threats." Rather 
than a formal military alliance, however, "a 
defence accord among member countries 
will be an extension of the joint military exer- 
cises we have now,” he said. 

Such an idea is endorsed by Hashim, 
though such ties should be on a bilateral 
rather than multilateral basis, he em- 
phasised. “A regional defence pact creates 
more problems than it is intended to solve, 
including the fact that someone will attempt 
to dominate such an arrangement,” he 
said. * 
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PAKIS TAN 


Bhutto asserts control by sacking intelligence chief 


Showing her steel 


By Ahmed Rashid in Islamabad 


he head of Pakistan’s military Inter- 
| Services Intelligence (ISI), who report- 


edly planned the recent mujahideen 
offensive on the Afghanistan city of Jala- 
labad, has been removed from office. Al- 
though this is viewed as a significant step for 
Prime Minister Benazir Bhutto in consolidat- 
ing her power base, there are still persistent 
tensions between her government and the 
army. 
Lieut-Gen. Hamid Gul, who had been 
ctor-general of the ISI, was the most 
senior military ideologue remaining from 
the era of the late president Zia-ul Haq and 
one of the most powerful men in the Pakis- 
tani military. Gul, who has been transferred 
to general headquarters, was a committed 
proponent of Islam and was generally held 
responsible for the ill-advised offensive by 
the Afghan mujahideen to try and capture 
Jalalabad. The city, which straddles the 
route to Kabul, has still not fallen after a 
siege of three months. 

Gul has been replaced by Shamsul Reh- 
man Kallu, a retired lieutenant- 
general and armoured corps 
specialist and highly regarded pro- 
fessional soldier, who was once 
tipped to become chief of army staff. 
However, he was retired early by 
Zia because he criticised the pre- 
sidents policies. The sensitive 
post of ISI director of intelligence 

gone to Maj.-Gen. Khalid Latif 
zhal. 

Ever since Bhutto assumed power 
in December 1988, there have been 
acute tensions between her and 
Gul. He monopolised Afghan policy 
and favoured the most fundamen- 
talist factions in the mujahideen 
— in particular that led by Gulbud- 
din Hekmetyar. In addition, ministers of 
the ruling Pakistan People’s Party (PPP) al- 
leged that the isi also played a major role in 
organising and financing the opposition Is- 
lamic Democratic Alliance (IDA). 

PPP ministers said the IDA was trying to 
organise widespread agitation against 
Bhutto in the first week of June, after she 
announces the budget and leaves for an 
official visit to the US. They also claim 
that Gul's support allowed the IDA leader, 
the Punjab Chief Minister Nawaz Sharif, 
to take on a confrontational stand with 
the central government. The Pakistani press 
has reported unsubstantiated claims that the 
ISI had fuelled the recent ethnic violence in 
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Sindh province to destabilise the Bhutto 
government. 

Although there were some differences 
between the Isi and Bhutto on Afghan po- 
licy, it was the IsI’s domestic intelligence role 
during the Zia era and after she came to 
power, that has particularly incensed her. 

But IDA leaders have said Gul's removal 
was a result of Bhutto being manipulated by 
the administration of US President George 
Bush, which wanted a scapegoat for the 
Jalalabad failure to appease criticism of 
Washington's Afghan policy in the US Con- 
gress. IDA leaders said that Gul was "a super 
patriot" and that his dismissal would send 
the wrong signals to Kabul regime support- 
ers India and the Soviet Union, and to Af- 
ghanistan President Najibullah's govern- 
ment. They also charged that Pakistan was 
wavering on its support to the mujahideen. 
Islamic fundamentalist leaders made even 
wilder charges that Bhutto had sold the 
country off to India. 

Meanwhile, the manner of Gul's ouster 
has caused controversy and tension in the 
army. According to informed sources 


Ishaq Khan and Bhutto: controversy over dismis 


Bhutto signed his release orders just an hour 
before she left for an official visit to Turkey 
and did not immediately inform President 
Ghulam Ishaq Khan or chief of army staff 
Gen. Mirza Aslam Beg. A few days 
earlier, Beg had agreed to Gul’s removal in 
principle, and had given Bhutto a list of serv- 
ing generals from which to choose a replace- 
ment. She rejected his nominees and in- 
stead picked a retired officer who is now a de 
facto civilian. 

Sources close to the military said some 
senior officers are incensed at the new ap- 
pointment because it will effectively mean 
the civilianisation of the Is!. Traditionally the 
ISI is part of the army and its chief reports to 
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the chief of army staff. Sources said the ap- 
pointment placed Beg in the delicate posi- 
tion of having to go along with the prime 
minister while also appeasing his angry 
generals. 

Gul's removal followed recent criticism 
against the ISI by US officials for wanting 
to impose a pro-Pakistani fundamentalist 
Muslim regime in Kabul. Politicians on both 
sides of the political divide claim that Bhutto 
could not have carried out this move with- 
out prior consultations with Washington 
and, in particular, Robert Oakley, the US 
ambassador to Islamabad. 

In recent months Oakley, who according 
to US press reports sits in on meetings of 
a specia Afghan committee created by 
Bhutto, has also played a high-profile role in 
"meeting with domestic political opponents. 
It has led to growing criticism from the IDA 
and senior bureaucrats of the government's 
over-dependence on US advice. The officials 
said the Bush administration now appeared 
to have thrown its weight behind Bhutto's 
attempts to run Afghan policy herself. 

Gul's removal was expected to bring 
about a slight change of emphasis in Pakis- 
tan's Afghan policy. Both Washington, 
Bhutto and the military remain united in 
giving the mujahideen more time to push 
for a military victory in Kabul. However, 
diplomatic sources said Gul's departure 
could allow greater possibilities of broaden- 
ing the base of the mujahideen interim gov- 
ernment set up in the Pakistani city of Pesha- 
. war, which has remained dominated 
" by fundamentalists and has been 

criticised for ineffectiveness. 

However, Afghan moderates fear 
that the fundamentalists "have been 
orphaned by Gul's removal and 
could retaliate." Currently, the lead- 
ing moderate, Pir Sayed Ahmad 

Gailani, is in Rome meeting with the 

former Afghan king Zahir Shah. 

Sources close to Gailani said the ex- 

king was now willing to play a more 

active role in helping put together a 

feasible mujahideen government. 

The king is intensely disliked by the 

fundamentalists. Immediately after 

Gul’s removal, senior Pakistani offi- 

cials went to Peshawar to reassure 
the mujahideen leaders. 

The strong feelings of the IDA and some 
army officers demonstrate that Gul's dismis- 
sal will lead to a period of some instability 
within the Pakistani establishment. 

After six months in power, Bhutto's 
image remained that of a weak woman trap- 
ped between the generals, a hostile presi- 
dent and Islamic fundamentalists ready to 
overthrow her. In a single dramatic sweep 
she has radically altered the public percep- 
tion of her government and has emerged as 
a decisive leader who can make changes in 
the army. But she will have to exercise con- 
siderable sensitivity and tact to smooth the 
ruffled feathers of her senior generals. m 


35 





— 


vue 


"REG TO NL APE Ral 





PHILIPPINES 31 


Human-rights activists and the military trade charges 


Choice of enemies 








By John | McBethi in Catbalogan, Samar 


eticia Buenaseda runs the govern- 
| ment-funded Commission on Hu- 

man Rights (CHR) office from a 
spartan street corner office in this Western 
Samar province capital. She is uncom- 
promising in her condemnation of military 
excesses, accusing army units of assassina- 
tions, illegal detentions and the forced 
evacuation of villages. She is isolated, a little 
afraid — and fiercely committed. 

Brig.-Gen. Fernando Ruiz is the com- 
mander of the 8th Infantry Division, which 
maintains seven battalions in the three 
Samar provinces and across the so-called 
Love Bridge on the neighbouring island 
of Leyte. He is outwardly tolerant of 
Buenaseda, but insists that most of the alle- 
gations are inspired by the communist New 
People's Army (NPA) in an effort to impede 
military operations. 

Maj. Edilberto Tio is a brash psychologi- 
cal warfare officer who figures in many of 
Buenaseda's reports, mostly for alleged mis- 
treatment and abuse. He claims she 
is a member of the outlawed com- 
munist National Democratic Front 
and, according to Buenaseda, has 








often said as much on the local radio u 


station. He has recently been trans- 1^ 


ferred to Catarman in Northern 
Samar. Buenaseda would be happier 
if he were accepted for the space pro- 
gramme. 

The situation is typical in the 
Philippines. On the one side is the 
military, trying to win a frontless war 
without the legal weapons some of 
its leaders think are necessary to get 
the job done. On the other, are the 
CHR and a clutch of private cause- 
orientated groups who monitor the 
army's operations and rail against the 
often brutal methods employed 
against the civilian population. 

The military almost always sees its civi- 
lian overseers as either unwanted do-good- 
ers, or worse, leftist fellow-travellers, whose 
work benefits only the Communist Party of 
the Philippines (CCP). Human-rights field 
workers, for their part, follow the book of 
democratic ideals, tend to ignore the realities 
of an insurgency and often fail to draw the 
distinction between an assassination and 
other less serious violations. 

Buenaseda, a native of Catbalogan, has 
45 cases of "salvagings" (summary execu- 
tions), murders and disappearances on her 
books, most of them in 1987-88. She has af- 


fidavits from relatives and friends of the vic- 
tims, laying the blame in 41 cases on either 
8th Division soldiers, police or civilian 
militia/vigilantes, many of whom are 
named. Of the 35 salvagings and murders, 
the security forces are held responsible for 33 
and the NPA for two. 

Among the seven recorded deaths up to 
mid-May this year have been the 18 Feb- 
ruary massacre of a five-member family in- 
cluding two pre-teenage children during an 
alleged battalion-sized army sweep near 
Calbayog, north of Catbalogan, and the 
street assassination of Catarman human- 
rights lawyer Oscar Tonog on 22 March. No 
one has been charged in any of the cases, or 
indeed for those in 1987-88. 

A combined team of National Bureau 
of Investigation and Commission on 
Human Rights officials was prevented from 
exhuming the bodies in mid-April, because 
the military said it could not guarantee their 
safety. 

Tonog, an unsuccessful candidate for the 
leftist Partido ng Bayan in the 1987 congres- 
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Human-rights rally: idealists vs realists? 


sional elections, was gunned down only a 
day after the shooting of a trishaw driver, 
who had helped draw up anti-government 
placards timed for a visit by President Cora- 
zon Aquino. Local sources have accused the 
police of complicity and said the two killings 
were connected. 

Despite the seriousness of that and other 
violent cases, the full force of Buenaseda's 
current concern centres on five people she 
claims the military has been holding incum- 
municado for the past several months. Ruiz, 
also a psychological warfare specialist who 
has served in Samar since early 1985, indi- 


FAR EASTERN ECONOMIC REVIEW 


F 2 
J9— 


ac ST a "£z 
r "n 





cates they are voluntarily helping his intelli- 
gence staff in the counter-insurgency effort. 

Whatever the truth, the military often 
feels it is fighting the insurgency with one 
hand tied behind its back. Congress has so 
far refused Defence Department proposals 
to introduce an identity card system, or to 
extend the length of time a communist sus- 
pect can be detained before charges are laid 
— one of the reasons why soldiers may 
often be tempted to resort to summary 
executions. 

Ruiz does not respond directly to many 
of the allegations directed against his men, 
and is benign, even patronising, in his at- 
titude towards Buenaseda — apart from a 
casual remark questioning her ideological 
convictions. The yawning gulf between 
them will clearly remain. He claims the treat- 
ment of the civilian population is improving, 
mainly through human-rights instruction 
and local recruitment. She is equally a `- 
mant that it is not. 

The cHR's Manila headquarters says the 
combined total of human-rights cases re- 
ported from its Region VIII (Leyte-Samar) 
office last year amounted to 54. It is hardly a 
good record, of course, but given the appar- 
ent drop-off this year and the much higher 
figures reported from other parts of the 
country it also might not be as bad as 
Buenaseda likes to portray. 

Trying to make an independent judg- 
ment on the human-rights situation is not 
only difficult due to poor com- 
munications, it is also fraught with 
credibility problems. For while the 
level of military activity might be 
down, most military analysts agree 
with NPA  commander-in-chief 
Romulo Kintanar. “In Samar,” he 
said recently, “you can find one of 
our most highly organised mass 
bases, covering practically the whole 
island.” 


ne source estimates that up to 
80% of the 4,000 barangay 
(the lowest level administra- 
tive unit) in the three economically 
depressed provinces have either 
been infiltrated or influenced by the 
NPA, compared with the 20% na- 
tional average. Another feels the ex- 
tent of government control is largely 
confined to “the water’s edge” on an island 
where only 50% of the villages are accessible 
by road and where government funding has 
been marginal at best. 

Leaving aside the 1,000-1,500 poorly 
armed local forces dispersed through infil- 
trated barangay, Ruiz says the number of 
main-force NPA is down from an estimated 
3,000 in 1985-86 to 700 today. The answer to 
that, according to analysts, is that with 
Samar in its pocket politically and food al- 
ways a problem, the NPA has decided there 
is nothing to gain from upping the ante and 
may have sent its forces to other regions. 





8 JUNE 1989 


LES SS SE EE OR 

The division commander also draws the 
dubious conclusion that because there is less 
fighting, there is less political work and 
claims the government is making inroads 
into the masses. “Before, the people’s at- 
titude was to call the military a pest,” he 
said. “But now that has changed and they 
look on us as a protector. In some areas the 
NPA is looked on as a pest because of taxa- 
tion and liquidations.” 

The fact remains, however, that in the 
largely roadless interior where government 
infrastructure is almost non-existent, the 
army’s role as a protector is severely limited. 
One well-informed military source talks of a 
shadow NPA government on the island 
which distributes land titles and exacts hefty 
taxes from timber companies and fishing 
concerns. Interestingly, senate minority 
leader and former defence secretary Juan 
Ponce Enrile maintains a lumber concession 

he central part of the island. 

Ruiz gives some pointer to the level of 
taxation by claiming that his troops have 
managed to squeeze the NPA out of 
Pangdan, a fishing village a few miles south 
of Catbalogan where the weekly collection 
once amounted to more than 220,000 
(US$928). He also estimates that in earlier 
years, the communists were taking up to 
50% of the food and produce grown in 
Northern Samar. “That,” he said, “is why 
the people are reacting.” 

Lined up against the communists are 


Marine reputation tarnished by —— 
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four of Ruiz' battalions and 15 companies of 
controversial Citizen Armed Force Geo- 
graphical Units (CAFGUS), civilian militiamen 

) are meant to be a cut above the dis- 

ded Civilian Home Defence Force be- 
cause of supposedly better screening proce- 
dures. Ruiz acknowledges there are still dis- 
cipline problems among the CAFGUs, but he 
says more are needed to augment army reg- 
ulars. 

Local recruiting means that at least 40% 
of the current 8th Division strength comes 
from either Samar or Leyte, a process also 
carried out in other parts of the Philippines 
to reduce costs and to improve ties with local 
communities. Long-standing government 
neglect, however, has taken its toll. 

Although the Australian Government 
has pumped P1 billion into the Northern 
Samar Integrated Rural Development Pro- 
ject in the past 10 years, and Japanese fund- 
ing has been secured for a similar project in 
Western Samar, winning the island back 
from the communists is going to be a pro- 
tracted struggle. As one military specialist 
put it: “At the end of the day Region VIII will 
be the last one to come across because it has 
been ignored for so long." 
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THE UNIVERSITY AND ITS 
ACADEMIC PROGRAMS. 


Bo University, now open 
on Queensland’s Gold 
Coast, is Australia’s first private 
university. Degree courses are 
offered in Law, Business, Infor- 
mation and Computing Sci- 
ences, Humanities and Social 
Sciences and postgraduate Sci- 
ence and Technology. 

Professor Tony Tarr, BA, LLB, 
LLM, PhD, Dean of the School 
of Law at Bond University, is pre- 
senting a series of seminars on 
the University and its law pro- 
gram in Singapore, Kuala Lum- 
pur and Hong Kong. 

A legal qualification from Bond 
University is designed to equip 
graduates for the practice of law 
in Australia and their own coun- 
tries of the Asian Pacific region. 
The Bond University law pro- 
gram is unique, because its cur- 
riculum includes courses such 
as Asian Pacific Comparative 
Law, International Taxation and 
International Trade, essential 
to the practice of law in all 
countries. 

Scholarships are available to 
students demonstrating the req- 
uisite ability to undertake a 
degree at Bond University. 





Bond University Law Program 
Seminars 


.. SINGAPORE 
Date: June 6th, 1989 
Venue: Regional Language 
Centre, Dahlia Room 
Time: 7pm — 11pm 
To reserve your place, or for 
more information on Bond Uni- 


versity, please telephone Mr. C. T. 
Yeoh, Singapore 336-1682. 


_KUALA LUMPUR | 
Date: June 8th, 1989 
Venue: Australian High 

Commission Theatrette 

Time: 730pm - 10pm 

To reserve your place, or for 
more information on Bond 
University, please telephone 


Australian Education Office, 
03 2423122/2423458. 


HONG KONG . 

Date: June 11th, 1989 

Venue: Austrade Showroom, 
Harbour Centre, 
Wanchai 

Time: 730pm — 9.30pm 

To reserve your place, or for 
more information on Bond Uni- 


versity, please telephone Ms. 
Mary Stewart, (5) 263037. 
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Marine reputation tarnished by massacre allegation 


Nine dead civilians 


he battle between Philippine Govern- 

ment forces and the communist re- 

bels of the New People's Army (NPA) 
for the hearts and minds of the population 
runs the full gamut — from calculated brut- 
ality to tragic mistake. 

The 7,000-strong Marine Corps is gener- 
ally regarded as one the best units in the 
Armed Forces of the Philippines, proud of 
its discipline and pioneering civic action 
work (REVIEW, 13 Apr.). Yet now a full- 
blown inquiry is under way to determine 
whether a marine patrol deliberately mas- 
sacred nine fishpond workers in the Paom- 
bong district of Bulacan, north of Manila, on 
28 April. 

The blood-letting was the worst since 
10 February 1987, when infantrymen 
slaughtered 17 people and wounded 
another seven at Lupao in Nuevva Ecija, the 
province bordering Bulacan. That massacre, 
the second at Lupao in a year, came after 
NPA insurgents shot dead the leader of an 
army patrol. The case is now in the military 
court system. 

Two other mass killings allegedly com- 
mitted during military operations this year 
include the murder of six people at Hermosa 
in the northwest province of Bataan, and the 
Calbayog case in Western Samar. 

The only undisputed fact in the latest 
incident is that the nine were killed after the 
26-man marine detail was involved in a brief 
encounter with NPA guerillas, in which 
one marine died and another was wound- 
ed. 

The massacre has attracted headlines in 
the local press with marine commandant 
and National Capital Region Defence Com- 
mand chief Brig.-Gen. Rodolfo Biazon stak- 
ing his career on clearing the reputations of 
his men. 

However, some observers believe that 
Biazon has handled the case badly. Instead 
of coming up with a coherent account of the 
incident, based on the after-action reports of 
his soldiers, he has created the suspicion 
of a cover-up by giving at least three differ- 
ing versions of what happened when 
the marines stormed a wooden pond- 
side house where the bodies were later 
found. 

Initially, it was claimed the victims were 
insurgents, but it quickly became clear they 
were all civilians — including a teenage girl. 
Next there were assertions they had been 
caught in the crossfire between the ma- 
rnes and the guerillas. And later still 
there were claims they had been shot by 
the NPA. More than a month later, the 


facts still are not clear. 

The marines involved in 
the incident were withdrawn 
from Bulacan and were later 
reported to have undergone 
lie detection tests in Manila. 
The outcome of that exami- 
nation has not yet been 
made public, but the military 
already has apologised for 
the incident and dispensed 
compensation to the rela- 
tives. 

At a jungle press confer- 
ence in mid-May, NPA gueril- 
la leaders claimed the 
marines had gone back to the 
house and taken their re- 
venge on the nine civilians after be- 
ing bloodied in the early morning en- 
counter. 

| Diplomats who specialise in human 
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Biazon: suspicion. 


rights have problems accepting that 
clam. “The marines are unlikely candi- 
dates for that sort of thing,” said one. 
“They are the best in terms of discipline 
and following orders and not harassing the 
people.” 

Western military sources have not ruled 
out the possibility that the NPA set up the 
marines in an effort to tar- 
nish their reputation and 
force their withdrawal from 
Bulacan where they have 
achieved a large measure of 
success in winning over infil- 
trated barangay. 

The sources point to 
medical records that indicate 
three of the nine victims had 
been dead for 24 hours — a 
factor which has led 
to speculation that the 
NPA may have been us * 
the shack for a kanga 
court. 

Diplomats say they have 
also been told by provincial 
officials that the brother of 
one of the victims was recently executed by 
the NPA, apparently because he was a sus- 
pected government informer. 

m John McBeth 
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Missile launch likely to affect defence strategy 


lesting reactions 








By Salamat Ali in New Delhi 
F ollowing the succesful test on 22 May 











of its first domestically produced 

Intermediate-Range Ballistic Missile 
(IRBM), it seems almost certain that India will 
soon opt for a missile-based defence pro- 
gramme. Official pronouncements to the 
contrary are said by analysts to reflect New 
Delhi's desire to cling to its moralistic stance 
in international affairs and because of its 
poor relations with some close neighbours. 
One of those neighbours, Pakistan, may try 
to produce missiles too. 

Reflecting the officially cautious line, 
Defence Minister K. C. Pant said India still 
had some way to go before missiles entered 
its defence service as a strategic weapon. 
Other Indian official sources insisted that 
the test-firing of the missile, Agni (Fire), was 
merely a demonstration of technological 
achievement and that there was no decision 
yet to press it into a military role. 

However, there is some local speculation 
that two earlier postponements of Agni's 
launching could have been to test diploma- 
tic waters and not due to technical hitches, 
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as officially announced. This is seen by some 
analysts as having given concerned quarters 
time to get used to the idea of India's e © 
into the exclusive IRBM club. So far, the r 
tions from the key interested parties, Pakis- 
tan and the US, have been no stronger than 
was anticipated. 

But the reluctance of India, a leader of the 
non-aligned movement, to admit to plans 
for a missile-based defence system is rooted 
in its international posture. With some time 
needed for large-scale production of the mis- 
sile and its integration into the armed forces, 
New Delhi does not want the world to begin 
believing that the programme marks the 
militarisation of its foreign policy. The indif- 
ferent to hostile relations it has with its im- 
mediate neighbours, and its recent limited 
military actions in Sri Lanka and the Mal- 
dives, make India highly vulnerable to ad- 
verse propaganda. 

India's current tightrope walk was 
epitomised by Prime Minister Rajiv Gan- 
dhis speech when the missile was 
launched. While stating that Agni was a re- 
search and development vehicle and not a 
weapons system, he said the technologies 
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that had been proved in the missile were 
deeply significant for national security 
options. 

In addition, he said Agni afforded the op- 
tion to develop the delivery of non-nuclear 
weapons with high precision at long range 
and was of great relevance to contemporary 
strategic doctrines. However, Gandhi said 
that while India would be self-reliant in de- 
fending itself, it wished to remind the world 
that it had not converted its nuclear capabil- 
ity into nuclear weapons. 

Pant was less circumspect and argued 
that a missile-based programme was an op- 
tion which would have to be considered in 
coming years. In this context, he talked of 
the stockpiling of weapons in countries 
around India, particularly in Pakistan which 
was acquiring 60 US-made F16 fighter 
bombers in addition to the 40 it already had. 
He mentioned also the Chinese military 

dernisation programme and alleged Pe- 

g had deployed in Tibet strategic 
weapons, which he did not identify. The In- 
dian media have drawn attention frequently 
to foreign-manufactured IRBMs bought by 
Saudi Arabia and Iraq. 

Designed as well as made locally, the 
Agni has a range of 200-5,000 km. The 
test model had a designed range of 800- 
1,200 km. It can deliver either a nuclear 
or conventional warhead accurately, judg- 
ing by the test model's arrival at the pre- 
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designated spot in the Bay of Bengal. 

Apart from the Agni, India has de- 
veloped four types of missiles under its in- 
tegrated missile development programme 
which started in 1983. These are: 

P» The short-range tactical ground-to- 
ground missile Prithvi. 

> The ground-to-air Trishul with a 9-km 
range. 

> The 27-km range ground- 
to-air Akash. 

P The third generation anti- 
tank Nag, in the final stages 
of development. 

The Akash is undergoing 
the final stages of test and 
evaluation, while India has 
developed the systems 
for a mobile launching 
platform for the Trishul 
with | multi-aunch capa- 
city. 

To meet part of the con- 
siderable cost of the systems, 
Pant said India had decided 
to compete in the world mar- 
ket to sell equipment and 
systems and also would seek foreign collab- 
oration for joint production. He did not 
specify missiles as an exportable item, but it 
is assumed, given the right price, these too 
would be for sale. 





Pant: cautious. 


strategic deterrence against all existing and 
potential adversaries far from its frontiers — 
China is one frequently mentioned adver- 
sary. The missiles would also give India the 
capacity to influence the immediate region, 
both politically and, indirectly, militarily. 
Some Indian military thinkers have long ad- 
vocated the development of longer-range 
missiles, which can be 
launched from diverse plat- 
forms, to deliver conven- 
tional, chemical and nuclear 
warheads. They have been 
pleading for integration of 
the missiles with the deep 
penetration aircraft of the In- 
dian air force. 

Whatever its outcome, a 
missile race is already under 
way in South Asia. Irrespec- 
tive of its low-key reaction to 
the Agni launch, Pakistan 
has always matched Indian 
military acquisitions. The 
Indian nuclear explosion test 
of 1974 was believed to be 
the key element in prompt- 
ing Pakistan’s controversial nuclear pro- 
gramme. The testing of the Prithvi missile 
last year in India was followed within 
months by Pakistan with its locally de- 
signed, identical tactical missile called 
Haft. ™ 


Indians see their missile programme as a 
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.. id International Studies (ISIS) Malaysia and the European Institute of 
Public Administration (EIPA), the Netherlands, within the framework of 
the Asean-EEC Co-operation Agreement. 


This tripartite gathering of senior government officials, corporate 
executives and researchers in Europe and Asean analyses the 
implications of the EC's internal market completion for the Asean region. 


Actnow to secure attendance at this unique colloquium. 


LIST OF TOPICS 


July 10, 1989 July 11, 1989 


* What is the single European Market? — * The service sector with reference to 
* Completion of Internal Market in the EC air transport & finance after 1992 
* Perception of 1992 in Asean: * Investment & trade links in products 
Opportunities and fears & services: Marketing opportunities 
* Survey of the external dimension in the single European Market 
of 1992 : European & Asean views * Wider political implications of 1992: 
* The standards & certification system: Europe and worldwide 
Asean agriculture, food & * Asean-EC relations in the light 
electronics exports of 1992 
* EC clothing & textiles sector after 1992 


MAIL APPLICATION TO: 


The Organiser: Asean-Europe 1992 
Institute of Strategic and International Studies (ISIS) Malaysia 
PO Box 12424, 50778 Kuala Lumpur. Phone: 03-2939366 Fax: 603-2939430 


Name cards and bank drafts/money orders made payable to ISIS Malaysia 
should reach us by June 30, 1989. Conference fee: US$650 
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And with a little help from the Lion, your capital could soon be 
enjoying the sort of results The Royal Bank of Canada’s Canadian 
Fund has achieved - it is the best performing Canadian Offshore 
Fund over 3, 6 and 12 months, and has even outperformed the 
Toronto Stock Exchange.* 
What makes the Canadian Fund so special? 
Basically, Canada’s in great shape. 
The Canadian dollar has risen steadily against the U.S. dollar over 1988 
and continues to do so. 
The Free Trade Agreement with the U.S. will demolish all trade barriers 
over the next ten years. 
Base metal prices have risen sharply - which is of particular 
importance to Canadian mining companies. 
Perhaps best of all, as Canada’s largest bank, The Royal Bank of Canada has 
an in-depth, intimate knowledge of the Canadian investment scene. 


Ask for full details today. 

Use the coupon or telephone: 

Neil Outram, The Royal Bank of Canada 
(Channel Islands) Limited, P.O. Box 48, 
St. Peter Port, Guernsey, Channel Islands. 
Tel: (0)481 23021. 
The price of units (shares) and the income from them may 


go down as well as up, and in particular circumstances theit Address 
rights to redeem their units may be restricted I 













To: Neil Outram, The Royal Bank of Canada 

| (Channel Islands) Ltd., P.O. Box 48, St. Peter Port, 
Guernsey, Channel Islands. Please send me full 
details of The RBC Canadian Fund Ltd. 
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By Colin James in s in Wellington 





ļhe Antarctic minerals convention 
agreed a year ago in Wellington is in 
rui jeopardy after a move by France and 
Australia to push instead for world wilder- 
«mess park status for the frozen continent. 
_ Conservationists have applauded the move 
cU but New Zealand, which chaired the ne- 
..getiations leading to the convention, has 
_ condemned it as impractical and likely to en- 
danger the environment by leaving no 
safeguards. 
oo Ironically, New Zealand unsuccessfully 
pushed for world park status for Antarctica 
^ in 1975 and only as a second-best option in 
... 1982 initiated international negotiations to 
.. restrict prospecting for and exploitation of 
"c: the continent's considerable oil and mineral 
-= wealth. 
=> The resulting convention proposes strin- 
_ gent rules on mining to protect the environ- 
ment — rules which New Zealand's deputy 
- secretary of external relations and trade, 
-Chris Beeby, who chaired the negotiations, 
-... Said in 1988 were tougher than any national 
. environmental protection legislation. But for 
| pro-mining countries, such as the US, 
. Brazil, Japan and India, the convention pre- 
-.. served at least the possibility of access to the 
|. resources. 
- -. During negotiations for the convention, 
|. à moratorium applied under which coun- 
“tries undertook to discourage their nationals 
|. from mining activity. But that moratorium 
-lasts only "pending the timely entry into 
_ force of the convention," to quote the lan- 
. guage of accompanying documents agreed 
p at the final negotiating session. 
_ Australian sources told the REVIEW that 
p Prime Minister Bob Hawke would seek an 
extension of the moratorium. But sources in 
Wellington said that Australia’s flat state- 
ent on 22 April that it would not sign the 
invention, could be interpreted by a pro- 
ining country as conclusive evidence the 
invention will not come into force, effec- 
rely ending countries' obligation to ob- 
rve the moratorium. 
. For the convention to come into force, 16 
‘the 20 consultative countries to the 1959 
ntarctic Treaty must accede to it. Among 
e 16 mustbe the seven territorial claimants 
Argentina, Australia, Chile, France, New 
aland, Norway and Britain, all of which 
cept Australia and France have signed — 
e US and the Soviet Union, which also 
ve signed, and six developing countries, 
€ of which have signed. In all, 15 coun- 
es have signed. 















Australia and France ^ Antarctic — alternative 


This had been seen in Wellington as 
satisfactory progress. But on 20 April, Prime 
Minister Michel Rocard of France, in the 
wake of strong showings by environmen- 
talist "Green" candidates in municipal elec- 
tions, suggested France might not sign, in 
order to pursue the idea of a world park, an 
idea urged by the popular French marine 
conservationist Jacques Cousteau. 

The following day, French Secretary of 
State Thierry de Beauce told the national as- 
sembly merely that "the government is giv- 
ing thought to improving on" the conven- 
tion. On 7 May Rocard himself appeared 
sympathetic to suggestions by New Zealand 
Deputy Prime Minister Geoffrey Palmer, at 
a meeting in Noumea at the funeral of 
Kanak independence leader Jean-Marie 
Tjibaou, that France should sign the conven- 
tion as a strong first step towards securing a 
world park. 

Hawke, however, has taken a much 
stronger line, rejecting the two-stage option. 
He will actively seek support for a wilder- 
ness park during a visit in June to Europe 
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Graham Richardson (both of whom. had 
previously favoured signing the conven- 
tion) also will push the idea during visits to 
India and Europe, and Asia and Europe re- 
spectively. Antarctic Treaty consultative 
countries would be lobbied at their sche- 
duled meeting in October in Paris. | 

Hawke said on 22 May that, while ~ 
negotiating a wilderness park status for the 
Antarctic was "an extremely hard row to 
hoe" because there was a fair degree of op- 
position, "there is a growing ption 
around the world of the responsibility that 
governments have to protect these fragile 
environments" — especially in the wake of 
the oil spill in Alaska. Diplomatic sources 
cited recent international environmental 
conferences on threats to the ozone layer 
and the greenhouse effect. 

To New Zealand Foreign Minister Ree- 
sell Marshall, however, Hawke's conce- 
were internal, not international. Marshau 
suggested Hawke was influenced by Green 
candidates obtaining the balance of power 
in a state election in Tasmania on 13 May. 
He said all except one of the Australian 
negotiators backed the convention and the 
exception was a Treasury official who 
wanted to preserve the possibility of min- 
ing. And, he said, the chances of securing a 
stronger convention were zero. Australia 
was seriously mistaken, said Marshall. m 





INDONESIA 


Islamic courts law to test religious tolerance 


Wider jurisdiction 


ndonesia’s tradition of religious toler- 
| ance is about to be tested by draft legisla- 

tion that critics say will strengthen and 
extend the authority of Islamic law — and 
could cause a rift between the Christian and 
Muslim communities. “This could be a 
highly divisive issue,” a Muslim member of 
the majority Golkar party admitted. 

The prospect is all the more surpris- 
ing since President Suharto’s consensus- 
minded New Order government has always 
sought to diffuse potentially explosive religi- 
ous issues. Indonesia’s population is nomi- 
nally at least 85% Muslim, but the second 
largest religious group, the Christians, are 
carefully seen to have equal standing. Chris- 
tians, some of whom own several mass cir- 
culation newspapers, in turn wield consi- 
derable influence. 

The draft legislation covering Islamic 
courts will be debated in the People’s Repre- 
sentative Council (DPR) in early June. If pass- 





ed as it stands now, according to critics, d 
sions of the Islamic courts will no longer 
have to be confirmed by civil courts. 

In addition, an ambiguously worded 
clause implies a potential further widening 
of the Islamic court's jurisdiction. Although 
clause 49 states that the religious court only 
has authority over marriage, inheritance 
and donations between Muslims, clause 52 
(2) states that "the [Islamic] courts may be 
given additional authority in other fields." 

The non-Muslim lobby in the DPR has 
reacted sharply to this, viewing it as on the 
verge of declaring a theocratic state in In- 
donesia. But the reality is that Indonesian 
legislation is frequently clumsily drafted and 
that it often changes during passage 
through the DPR. | 

Intriguingly, sources in both the Depart- 
ment of desc Affairs and the State Sec- 


ide which ; are ay suspicious of "ur 
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any signs of a Muslim resurgence, have not 
objected to the draft bill. After completion in 
the relevant government department, draft 
legislation has to be approved by the State 
Secretariat and the armed forces before 
going to the DPR. 

The draft law’s implied stronger asser- 
tion of the validity of Islamic law has its roots 
in the government's submission to Muslim 
interests in 1974, when it ruled that religious 
courts would determine the validity of mar- 
rage. The 1974 law not only guaranteed 
continued official recognition of Islamic law 


but also gave the religious courts consider- | 


ably more power. 

Sources in the legal profession say that 
since then, the religious court's jurisdiction 
has perceptibly expanded to other matters 
of family law such as adoption. The Dutch 
colonial government, though responsible 
for setting up religious courts in 1882, bound 
them tightly to the authority of the civil 

rts. But since independence, pressure 
mom Muslims has ensured, among other 
things, that religious courts are adminis- 
tered by the Department of Religious Affairs 
instead of the civil judiciary. 


hristian lobbyists, including the In- 

donesian Democratic Party and 

Christian members of Golkar, have 
denounced the draft law as contrary to the 
unitary principles of the 1945 constitution, 
and are working towards getting it with- 
drawn. But the arguments they use are 
likely to open old wounds. 

Indonesia's constitution specifically pre- 
cludes the rule of Islamic law despite Mus- 
lim demands. Muslim leaders today feel the 
Christians should be mindful of this. "The 
Christians are intolerant of us, always sus- 
pecting us of working for an Islamic state. 
We are very tolerant of them, as history has 
shown," said Lukman Harun, deputy chair- 
7741 of the largely urban-based Moham- 

liya educational body. 

The Muslims point out that the bill is a 
natural product of a 1970 law which gives re- 
ligious and civil courts equal status, and that 
in any case all courts are under the authority 
of the Supreme Court. "The substance of the 
new law may be objectionable to some," 
said Muslim scholar Nurcholis Majid, "but 
the principle of religious courts is enshrined 
in the law." 

The Christians' paranoia may not be jus- 
tified. Even though religious courts are now 
given more status in the law, their jurisdic- 
tion remains restricted to areas of marriage, 
inheritance and collecting religious tithes. 
Some observers note that even where mar- 
riage is concerned, Muslim urban dwellers 
are increasingly marrying non-Muslims in 
the civil courts. 

The bill's draftsmen may be guilty of 


some carelessness, but it would be wrong to 


assume the government is threatening to tip | 
over the finely balanced consensus on religi- | 


ous tolerance. fi 
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Saitama Bank. 


A sound banking system matched to new banking needs. 


Trade financing? Syndicated loans? International securities? 
in these and other areas of international banking Saitama Bank 
has established its capability and credibility worldwide. For over 
40 years we've built our solid base and sound banking system in 
the Tokyo metropolitan area, Japan's vigorous economic center 
Saitama Bank is fast-growing and forward-looking: Change- 
oriented.Positive. And assertive — as seen in our electronic 
banking technology. Grow together with Saitama Bank — sound, 
experienced and flexible in matching its services to new 
banking needs 





The Japanese bank that helps you grow 
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AFGHANISTAN 


No resolution in sight as the war drags on 


A bloody stalemate 





By Ahmed Rashid in Islamabad 


arlike threats by Afghanistan and 
W retaliatory statements by Pakistan 

have increased fears of a direct 
confrontation between the two countries. 
The Kabul regime of President Najibullah 
refuses to surrender power, while the war 
inside Afghanistan has reached a dangerous 
stalemate, with Pakistan and the Afghan 
mujahideen taking no diplomatic initiative 
to resolve the conflict. 

The explosion in May of what was 
thought to be a Soviet-made Scud missile 
near Bhakkar in Pakistan's Punjab province, 
helped escalate the war of words between 
Kabul and Islamabad. Although there were 
no casualties, it was the third missile that 
had fallen on Pakistani territory since the 
Soviet troop withdrawal in February under 
the May 1988 Geneva accords. 

Najibullah earlier had told a special ses- 
sion of the Loya Jirga (Tribal Council) that 
Afghanistan faced a possible invasion from 
Pakistan, a threat repeated by the Soviet 
Ambassador in Kabul, Yuli Vorontsov. 
Pakistani officials said there would be in- 
stant retaliation if Kabul fired rockets on 
Pakistani cities. 

Najibullah's attempts to persuade guerilla 
commanders to attend the Jirga failed, but 
he repeated an earlier offer to give guerilla 
commanders full autonomy in the regions 
they control if they stopped fighting. The 
offer was immediately rejected by the 
mujahideen interim government in the 
Pakistan city of Peshawar. Najibullah also 
said he would welcome the return of former 
king Zahir Shah to Afghanistan. 

The Jirga, which extended the state of 
emergency in Kabul for another six months, 
was seen a last-ditch attempt by the ruling 
People's Democratic Party of Afghanistan 
(PDPA) to win over moderate guerilla lead- 
ers. But despite Kabul's claim to have been 
negotiating secretly with the moderates for 
months, the Jirga failed to demonstrate that 
Najibullah could broaden the base of his re- 

e. 
However, the mujahideen's own failure 
to take Jalalabad — which straddles the 
route to the capital — after besieging the city 
for nearly three months, has been a severe 
setback to the rebels and fighting around the 
city has become stalemated. Afghan Gov- 
ernment troops have broken the siege and 
continue to attack guerilla positions around 
the city, but are unable to push through on 
the road to the Pakistan border. Meanwhile, 
the guerillas have mounted more rocket 








42 


attacks against the airports of Kabul and 
the southern city of Kandahar. Fighting 
around Kandahar has been stepped up, 
with the mujahideen shooting down a 
MiG fighter, while the head of the Afghan 
intelligence agency in the city has been 
assassinated. 

Both sides to the conflict are making 
fresh overtures to Iran and the mujahideen 
eight-party alliance based in Teheran. Vor- 
ontsov met with senior Iranian officials in 
Teheran, while leaders of the alliance are in 
Peshawar for negotiations on participation 
in the interim government, but these were 
thought unlikely to be successful. 

In Pakistan, the government's Afghan 
policy has come under increasing criticism 
in newspaper editorials and from politi- 
cians, with Islamabad essentially reacting to 
moves from Kabul rather than formulating a 
coherent policy or setting in motion any dip- 
lomatic initiative. 

The Pakistan Foreign Office's Afghan 
policy is essentially trapped between 
trying to encourage inter- 
national recognition of the 
mujahideen interim gov- 
ernment in the hope that this 
will put pressure on Kabul, 
and its awareness that the in- 
terim government is far from 
being representative of the 
Afghan nation. The mujahi- 
deen have done little to 
broaden the base of their 
government by including the 
promised "good Muslims" 
from Kabul, accommodating 
field commanders, technoc- 
rats or the Teheran alliance. 
Promises by the cabinet to 
move the interim govern- 
ment into Afghanistan in 
February after the Soviet withdrawal also re- 
main unfulfilled. 

The interim government, though lav- 
ishly financed by its backers, has not re- 
vealed any plans for the future reconstruc- 
tion of the country and remains unable to 
coordinate its military activities. These fail- 
ures have done much to demoralise the Af- 
ghan refugee population and to increase ac- 
cusations from those fighting that the gov- 
ernment is corrupt and inept. 

The Afghan stalemate is becoming in- 
creasingly dangerous, because while neither 
side can claim a military victory, there also 
has been no diplomatic initiative taken 
which could bring peace. Sources said there 
were three main options for beginning a 


Najibullah. 
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dialogue, if all sides showed a willingness to 
do so. 

The first would be to restart the direct 
talks held last year between the Soviets and 
the mujahideen. At the time the Soviets 
showed a willingness to bypass the Najibul- 
lah regime and talk face-to-face with the 
guerillas. Despite the political embarrass- 
ment of doing so now, with Soviet troops 
out of Afghanistan, sources said that if there 
were positive signals from Islamabad, the 
Soviets might respond. 

The second option, being urged by Mos- 
cow and Kabul, is for an international con- 
ference under UN auspices, which the 
mujahideen and Pakistan refuse to accept, 
because it would place the Najibullah gov- 
ernment on a diplomatic par with the 
mujahideen. 

The third option is the mandate given to 
the UN by all sides, at the signing of the 
Geneva accords, to open a dialogue for *^^ 
creation of a broad-based government. 
officials said that such an initiative woula pe 
supported by Moscow and Kabul, but that 
Islamabad, Washington and the mujahi- 
deen had blocked any such process so far. 
The promotion in late May of Benon Sevan, 
the UN special representative in Pakistan 
and Afghanistan, to assistant secretary-gen- 
eral of the UN, has led to reports that Secret- 
ary-General Javier Perez de Cuellar was at- 
tempting a new high-level round of quiet 
diplomacy among all sides. 
When Pakistan Prime Minis- 
ter Benazir Bhutto visits 
Washington in June, she is 
expected to meet with Perez 
de Cuellar, Sevan and Diego 
Cordovez, the architect of 
the Geneva accords, who is 
currently foreign minister of 
Ecuador. 

Western diplomats point 
out that neither Pakist 
the mujahideen have tes 
Najibullah’s frequent hints 
that he would be willing to 
resign for the sake of peace. 
Last year Cordovez pro- 
posal for the Kabul govern- 
ment's resignation, coupled 
with a ceasefire and a neutral government of 
technocrats which would hold general elec- 
tions, was not rejected outright by either 
Moscow or Kabul. 

However, any change of government in 
Kabul must be accompanied by guarantees 
for PDPA regime sympathisers that there 
would not be a mass slaughter by the 
mujahideen. Atrocities and revenge kill- 
ings by the guerillas after capturing small 
provincial capitals have not enhanced their 
reputation among civilians in the large Af- 
ghan cities. The military stalemate seems 
likely to continue for months, with the 
domestic political fall-out of a prolonged 
stalemate almost certain to intensify in 
Pakistan. * 
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LOOKIN' SHARP 


À dependable coordinator comes along 
on all my business trips 








I’m referring to the IQ-7000 from Sharp. In addition to its seven built- 
in functions*, this electronic organizer transforms into a personal 
time/expense manager, an 8-language translator and a thesaurus 

dictionary, simply by adding optionally available IC cards and more 
applications to follow. Furthermore, two-way data transfer between 
the IQ-7000 and a personal computer will let me upgrade my overall 
productivity. It sure is nice to have such 
a great partner on my side. Create a 
superb lifestyle with Sharp. 


IQ-7000 Electronic Organizer 


*Calendar, schedule, telephone directory, memo, world/home clock 
and 10-digit calculator. 
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No seasoned business traveller would 
ever miss the chance for an upgrade. 


The entire Hyatt Aryaduta 
Jakarta has been dramatically 
upgraded. New rooms, professional 
services, and elegant decor. An 
uplifting spirit has spontaneously 
emerged. 

With your needs in mind 
experience the comfort of our 
spacious rooms, carefully designed 
to the highest specifications, some 
featuring enchanting outdoor terraces 


opening on to the exotic Balinese 
Pool and an exclusive Fitness Centre. 
Our all-new Ambassador Wing, 
for instance, is an excellent 
example. 

The beds are king sized. The 
marble bathrooms have walk-in 
showers. The luxurious 
furnishings and decor are 
subtle and refined. There 
isa wellequipped Business 


HYATT 
‘TOUCH 


Centre with secretarial services 
and a private conference room. 

And you can entertain with 
confidence in a choice of exquisite 
restaurants. 

Hyatt Aryaduta offers you the 
traditional charm and hospitality 
of Indonesia with inter- 
national style. Experience 
Jakarta’s most elegant 
hotel now. 


HYATT(S) ARYADUTA JAKARTA 


Jalan Prapatan 44/48, Jakarta 10110 Indonesia. Telephone: (021) 376008. Telex: 46220 JKT Cable: ARYADUTA. Telefax: 349836. 
For reservations at over 140 Hyatt Hotels and Resorts worldwide, contact your nearest Hyatt Hotel or your travel planner. 
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Traveller’s Tales 


ad those tragic young people in 
Tiananmen Square read about 
Mahatma Gandhi and how he ul- 
timately booted the British out of 
India by mounting non-violent demonstra- 
tions? Or were they inspired by the People’s 
Power which booted Marcos out of Manila? 
Probably they had something even closer to 
home in mind: memories of the excesses 
committed by the rampaging Red Guards 
during the Cultural Revolution are still 
green in China and it was essential that the 
demonstrators should not stir these 
nories among their mass supporters. 
Vhatever enabled them to maintain dis- 
apune and minimise violence, it was Gan- 
dhi and, more recently, Cory’s supporters 
who showed that people’s power expressed 
peacefully can overthrow regimes, that un- 
armed crowds can best confront tanks and 
troops by simply standing, sitting or lying 
down in their path, while reminding the sol- 
diers that they too are people (theoretically 
more effective when the troops are mem- 
bers of the People’s Liberation Army). 


Curiously, such lessons were never hoisted 
aboard by the students who turned the 
streets of South Korean cities into 
battlefields in their clashes with the 
paramilitary riot police. Despite the vio- 
lence, there was a strong ritual element in 
the daily Korean confrontations (so reminis- 
cent of the Japanese students’ encounters 
with the forces of law and order in the late 
1960s), which may have lessened the 
-~-~ber of dead and wounded, but made 

1 no less real. Now, at last, there are 
signs that even the angry ghosts of Kwangju 
may be placated. 

History and geography combine to 
create almost implacable reservoirs of bitter- 
ness and pride within the Korean peninsula. 
When I was there early this year I noted an 
inscription outside a temple next door to one 
of Seoul's central hotels. It read: 

THE SITE OF WON-GUDAN 

Built on the site of what is now the Cho- 
sun Hotel, the Won-gudan (Altar) con- 
sisted of a circular platform with three 
levels. Its significance lay in the fact that in 
October 1897 King Kojong (r.1863-1907), 
seeking to assert Korea’s independence, 
made an offering to Heaven at the altar, as- 
sumed the title "emperor" to claim equality 
with the rulers of China and Japan, and 
changed the name of the nation from Cho- 
son to Taehan-cheguk, "Empire of the 
Great Han." 

Until that time Korean kings had ac- 
cepted a position subservient to the 
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Chinese emperor, making offerings to the 
spirits of Earth and Harvest at the Sajiktan 
(Altar) which is located near Sajik Park. 
Only the Chinese emperor was considered 
worthy to make offerings directly to 
Heaven. 

Offerings were made at the altar until 
1910 when Japan annexed Korea. The altar 
was leveled by the Japanese and they built 
the Chosun Hotel which has since been de- 
molished and rebuilt. 

All that remains of Won-gudan is 
Hwanggung-u, commonly called Temple 
of Heaven. It was built in 1897 as an acces- 
sory building to the altar and contained a 
memorial tablet to T’aejo (r.1392-98), the 
founder king of Choson (1392-1910). 

There are elements in this inscription 
which hint at the mixtures which make up 
the complex Korean character: here is a text 
partly aimed at visitors (it was in both Eng- 
lish and Korean) which makes a point of the 
fact that until as recently as 1897, Koreans 
could not address the Heavens directly, but 
had to use the Emperor of China as inter- 
mediary. 


Another light was thrown on the complex 
Korean character by a large plaque which I 
snapped on the wall of a central Seoul res- 
taurant. Unfortunately the sunlight from 
outside cast its own reflections: 





The text described the achievements of 
an earlier Korean monarch: 
GREAT KING SEJONG 
To rid of the inconvenience and un- 
reasonableness of having to use Chinese 
characters because a written Korean lan- 
guage was not available although a spoken 


language existed, King Sejong who ruled 
from 1418 to 1451 A.D. invented the scien- 
tific, written Korean language, which can 
be easily learned and written and which 
can accurately describe everything. 

The passage went on to describe the 
king’s other achievements: his invention of 
new musical instruments, of the world’s 
first rain gauge and the water clock. But the 
main boast was justified; today’s Korean 
ideographs are so subtle in representing a 
gamut of sounds that Koreans today can 
learn foreign languages with great facility. 
The poor Japanese, who imposed Chinese 
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characters on their spoken language and 
made up the gaps with a couple of syl- 
labaries, made the pronunciation of non-Ja- 
panese sounds twice as difficult. 


This advantage does not, however, pre- 
vent Koreans from lapsing into inaccuracy 
in foreign tongues. An article in the Korean 
magazine Newsreview summarised the wave 
of new plays which the freshly tolerant 
atmosphere has brought onto the stages of 
Korean theatres. One play dealt with a 
young man “raised by his parents’ over- 
flung affection,” but who plunged into a life 
of dissipation. It continues: “In the ending 
scene, he regrets his past misdeeds which 
have been committed with his bums.” 

Another drama featured a Christ-like fig- 
ure who represents a people under oppres- 
sive rule: 





kempt beggars, st E eper: : 
promiscuous hookers. ; 


Presented with the tariff sheet of the hotel 
at which he stayed in Seoul, Gary Stewart 
was relieved to find that the room charge did 
not include an infection: 





And the makers of a new chewing gum, 
tested by Jake Cosmos Aller, gave their pro- 
duct a pate panera. name: 





Not so startling, however, as a headline 
in Japan’s Mainichi Daily News published 
during last year’s Olympic Games in Seoul, 
which recorded the excellent performance 
of American diver Greg Louganis, despite 
having struck his head on the springboard 
ina aridus event: 
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AUSTRALIA 


Alan Bond's uruversity opens its doors 


Pay as you learn 


By Michael Malik in Surfers Paradise 


hen it was first announced in 
1986 that Australian entrepre- 
neur Alan Bond and the Japan- 
ese development company EIE 
were to invest A$200 million (US$149.81 mil- 
lion) to build a fee-paying university in the 
tourist heartland of the Queensland Gold 
Coast, the news was greeted with derision 
and even anger. The traditional universities, 
dependent on government funding, were 
threatened by the notion of a private univer- 
sity, and the federal government worried 
about how to uphold academic standards. 

While commonplace in many countries, 
including the US and Japan, fees for tertiary 
education were abolished in Australia in the 
early 1970s. Since then, free higher educa- 
tion has become an accepted right for all 
Australians who qualify. Foreign students, 
though, must pay full fees at all Australian 
universities. 

The announcement of the founding of 
Bond University, however, came at a critical 
moment in Australian education, when it 
looked as if the Labor government of Bob 
Hawke, anxious to extend tertiary education 
but lacking funds to do so, was moving to- 
wards some form of “user pays” system. 
This no doubt contributed to the instant 
. backlash against Bond University, which 
was seen as retrograde and an encourage- 
ment to those advocating fees. It also was 
criticised for intending to exploit the coun- 
try’s shortage of university places. 

The then minister of education declared 
the government would not recognise Bond 
qualifications and the Federation of Austra- 
lian University Staff (FAUSA) appealed to the 
government to stop the project, saying it 
was gravely concerned that education 
standards and academic freedom would be 
endangered. The Australian Vice-Chancel- 
lors' Committee (AVCC) said it feared the de- 
stabilising effect a private institution would 
have on Australian education. 

Hostility abounded in academic circles, 
with suggestions that the proposed institu- 
tion would be offering expensive "bits of 
paper" to rich but dumb students and its 
prime purpose was not to broaden educa- 
tional opportunities for Australians but to 
cash in on the demand foruniversity degrees 
from Asian students looking to emigrate 
after graduation. Jokes about how students 
would earn degrees in brewing — Bond's 
most well-known activity — takeovers and 





debt management circulated widely. 

But Bond University has enrolled its first 
340 students, its opening ceremonies were 
held on 14 May, and lectures have begun. 
And after more than two years of warily 
watching the university’s birth, the educa- 
tional establishment has accepted it. There 
may still be philosophical disputes, but the 
derision has turned to a grudging respect 
and there is little doubt it will take its 
place in Australian higher education, fill- 
ing a need for those who can afford it and 
taking pressure off a still over-stretched 
public sector. 

As the final phase of construction on 
campus nears completion and the first batch 
of students settle in, Bond University al- 
ready has made its mark academically by at- 
tracting an impressive faculty and by its in- 
novative use of state-of-the-art computers 
and teaching technology. 

But Bond University’s long-term signifi- 
cance may rest in its self-proclaimed role as a 
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The first students enrol. 


magnet for Asian students, aiming to reach 
a point where 60% of its students are Austra- 
lian and 40% from the rest of Asia. In fact, a 
marketing team for the university recently 
completed a recruitment tour that took in 
Tokyo, Seoul, Hongkong, Singapore, Taipei 
and Kuala Lumpur. University officials see 
its interest in Asia as an important contribu- 
tion to Australia’s overtures in the region. 
Critics, though, wonder whether Bond Uni- 
versity is positioning itself to attract those 
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hankering for an Australian passport or 
wealthy students who were refused admis- 
sion elsewhere. 

So far, those who monitor standards, 
such as the Avcc, welcome Bond Univer- 
sity. Members of the vice-chancellors’ com- 
mittee and members of FAUSA retain only 
one Official reservation: “private means pri- 
vate” and Bond should never be allowed in 
any way to compete for state aid. 

One element in the change of at 
sphere has been the government's « 
higher education policy, eventually deciaea 
on last year. A so-called "graduate tax" sys- 
tem is being introduced rather than a return 
to fees. Under this, graduates will be re- 
quired to repay A$1,800 for each year of full- 
time higher education after they graduate 
and have reached a minimum salary of 
A$22,000 a year. The additional funds thus 
provided are to be used for an extension of 
university places, with the aim of opening 
university education to a wider segment of 
the population. 

Further, much of the suspicion aroused 
by Bond University within the educational 
establishment was blunted by Bond's vice- 
chancellor, Don Watts, former professor of 
chemistry, former vice-chancellor of the 
Western Australian Curtin University of 
Technology, dedicated education reformer 
and consummate public relations man. 


atts is half-hearted about a' 
lutely nothing, holding a g 
ionate position on most sub- 
jects. He believes that Austra- 
lian tertiary education is stagnating, atro- 
phied by bureaucracy. He believes it is top 
heavy, with a staff padded from reality by 
security of tenure, who have lost touch not 
only with the modern world but with their 
own students. There also is ridiculous, un- 
believable waste" caused by students re- 
peating courses without penalty, at the ex- 
pense of those not accepted in the first place, 
he says. But Bond University, according to 
Watts, is going to change that. 

In a single step it is moving Australian 
universities into the 21st century, in Watts’ 
view. Every student is required to have a 
personal computer compatible with the uni- 
versity's own IBM mainframe system — and 
financing schemes will be made available for 
this. All written work will be submitted 
through the computer system. 

But at the same time, Watts totally rejects 
the idea that it is little more than a technical 
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college turning out narrow work- 
force fodder without the rounding 
experience a university education 
should provide. 

While the business and law 
courses are unashamedly aimed at 
producing people ready to step into 
jobs — there are, for instance, 
major courses in hospitality and 
real-estate management — there is 
also a humanities faculty and a 
graduate science school, devoted to 
research. And every student at 
Bond, no matter in which of the five 
faculties he or she has enrolled, will 
be required to take a common core 
course which includes computing, 
data skills and management, cul- 
tural and ethical values — and this 
will not be a "soft option" course. 

The university, Watts says, is to be "Aus- 
——"an in character but international in dis- 

iion" and is firmly committed to the 
concept of Australia as part of the Asia- 
Pacific region. Students of all races will be 
taught the different approaches of different 
cultures to ethical and moral questions. An 
emphasis also will be placed on teaching 
students about Australia's Aboriginal cul- 
ture, which Watts feels has been neglected 
in the traditional system. The law school will 
offer courses in comparative Chinese, Ja- 
panese, Hongkong and Malaysian law, as 
well as in "legal aspects of doing business 
abroad." 

Very few of the 340 students who enrol- 
led for the first semester which started on 15 
May were from outside Australia, despite 
the objective to have a 60:40 ratio of Austra- 
lian and overseas students. But a large in- 
take of several hundred Asian students is 
expected for the second semester after the 
end of the Northern Hemisphere academic 
year. 
"ntensive English-language courses will 

un off campus for foreign students who 
are not yet up to attending lectures — all 
teaching is in English. Japanese will be of- 
fered as a subject and it is hoped to add other 
languages later. The bachelor of arts course 
includes as an optional major subject "Eng- 
lish as an international language," specially 
designed for students from non-English 
speaking backgrounds. 

Because it is a fee-paying institution there 
will be a different relationship between staff 
and the students than at other Australian 
universities, Watts says. The students or 
their families will be "paying to keep us hon- 
est," as Watts puts it. "It is important for 
everybody at the university to perceive 
themselves as accountable to every family 
with a student here, rather than the attitude 
in too many public-funded institutions that 
education doesn't cost anything. Of course 
it does." 

And he denies that the less wealthy are 
barred. Apart from the university's own 
scholarships and those funded by commer- 


A JIINF 1989 


* 


EC 


p> 


to 
[32 e 


IX - 





Bond's grand design: a magnet for Asian students. 


cial companies, there is a special low in- 
terest, long-term loan scheme negotiated 
with Westpac Bank which should make it 
possible for any student to repay the neces- 
sary loan once working. There will also be 
employment opportunities on campus and 
in the surrounding resort towns. 

Watts has paid a premium of between 
5% and 40% — depending on supply and 
demand — to get the top-grade and like- 
minded staff he wanted from some of Aus- 
tralia's top universities. He also aggressively 
deflects allegations that the university will 
set low entry standards for those who can af- 
ford the A$12,000 a year costs — an average 
of A$36,000 for a three-year degree course. 


ntry requirements are as high as 

anywhere in Australia, but more 

flexible, he says. Rather than sim- 

ply judging a student on his or her 
secondary school examination results, 
Watts said he believes Bond University's 
system of combining school results, reports, 
references, its own entry examination and 
interviews with applicants provides a more 
accurate means of assessing those who 
apply. 

Acceptance of Bond University's qualifi- 
cations, of course, will be a vital question, but 
the establishment of scholarships at the law 
school by international law firm Baker and 
McKenzie — coincidentally Bond Corp.'s 
lawyers — as well as others by Bond Corp., 
EIE and Dallhold (Alan Bond's own com- 
pany) for children of employees, guarantees 
acceptance in at least some quarters. 

The university's operational and finan- 
cial independence from Bond or EE is 
guaranteed, not only by the Queensland act 
of parliament which established it, but by its 
structure, in which Bond and EIE have two 
places each on the 14-member ruling coun- 
cil. While providing the buildings and land 
virtually as a gift, and some working capital 
until it is breaking even, the founders even- 
tually will expect some return on their in- 
vestment, but there is no time scale set for 
that. If the university can attract 4,700 stu- 
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dents within the first four years, it 
will be well on its way to being self- 
financing. Its capacity is planned at 
10,000 students. 

In one of the most fundamental 
departures from tradition, study 
time at Bond has been "deregu- 
lated" and the university will teach 
for 42 weeks in the year, compared 
with an average of about 30 at other 
universities. If a student wishes to 
take the "fast track," a law degree 
can be completed in three rather 
than the normal four years and a 
business course can be cut from 
three to two years. If a student 
wishes to take longer, that also can 
be arranged. To guarantee that re- 
search, study and writing time is 
provided for the staff, they are only 
required to teach for two of the three semes- 
ters per year. 

For all these academic initiatives, there 
are some aspects of the Bond project that 
seem peculiar in a university. For instance, 
there is a purely commercial exercise to pro- 
duce revenue by including in university 
buildings a 270-room hotel, with 18 food 
and drink outlets, all open to the public 
as well as students. The main purpose will 
be to attract seminars and conventions, 
which will be offered use of university 
facilities such as lecture halls, as well as its 
Olympic-size swimming pool and the gym- 
nasium, which students will have to share 
with these guests. 

There also are some worries sparked by 
the fact that the campus only occupies 83 ha 
of the huge 450 ha block of land acquired by 
Bond and EI. Plans for the rest of the land 
have not been announced, but chances are 
the presence of Bond University will en- 
hance its value for development. 

The other striking aspect of Bond Univer- 
sity is the uniformity in the attitudes ex- 
pressed by students about why they chose 
to study in Surfers Paradise. Excited and 
euphoric about being in at the start of a 
grand experiment, students also stressed 
their commercial expectations. Why did 
they choose Bond University? “We can fast- 
track our studies and be earning good 
money before our contemporaries,” one stu- 
dent said. "Bond will have links with the 
business community which will be a big ad- 
vantage in getting jobs," said another. 

The academic independence prized by 
the faculty and administration of the univer- 
sity does not seem to enter the student's rec- 
koning. What about acceptance of qualifica- 
tions? "My father's firm and those of his 
friends certainly will recognise my law de- 
gree," said one student. 

Are there any loftier motives? One 
young woman said: "With the teaching/stu- 
dent ratio at a never-to-be-repeated level, 
and us being the first intake who will show 
what Bond can produce, how can we 
fail?" m 
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Travels with my angst 


All The Wrong Places: Adrift in the 
Politics of Asia by James Fenton. Viking, 
London. £12.95 (US$21.20). 


The title sets the tone. The text is of cur- 
rent events — or at least the events which 
made up the headlines of the recent past in 
Indochina, the Philippines and Korea. But 
the writer, a poet, has some difficulty in 
coming to terms with his functions as a jour- 
nalist. The result is a curious mixture of 
pride in his descriptions of his experiences 
and contempt for having experienced them. 

Fenton plays the faux naif. he only went 
to Asia because he had won a poetry prize 
and even then it was a toss-up between In- 
dochina or Africa. He chose the former be- 
cause he liked the Vietcong and wanted to 
see a city fall, and responded to Saigon with 
abhorrence and nausea. He duly sees its fall, 
with less sympathy than felt 
by his despised colleagues, 
the hard-boiled journos. He 
was, at least to begin with, a 
"revolutionary socialist": he 
wanted  surgeon-like to 
watch the process carefully, 
not missing a detail. He takes 
the same  lam-a-camera 
angle to Cambodia, the 
Philippines and Korea. 

His feelings appear to 
have been most engaged by 
the Philippines, with its poli- 
tics of the theatre, its intoxi- 
cation with words and fel- 
lowship, and its colonial his- 
tory under the Spanish and 
the Americans — partly 
spent in a convent, partly in a brothel. As for 
Korea, it was terrifying, "a place to avoid." 
The poet is non-sentimental, if not at times 
full of hate. Unfortunately this does not pre- 
vent his book from frequent descents into al- 
most Dickensian sentimentality. 

Fenton dislikes his journalist colleagues. 
He watches pressmen rushing to cover a 
story ^with superior detachment." He de- 
scribes the horror of staying in a hotel 
favoured by pressmen, and the special kind 
of vigilance with which the competitive 
hacks observe each other, and the special 
look of those that have come back from a 
story: "See, I have come back sweating, 
covered with the dust of the road." 

In his preface, Fenton attempts to equate 
his style of writing with the reporting which 
pre-dates journalism: the narrative accounts 
of a hazardous voyage by a ship's captain or 
a missionary's report of his tribulations to 
head office. He dedicates the book to Bill 
Burford who has made such a commercial 
success of the Cambridge undergraduate 





Saigon victory rally. | 


magazine Granta, partly because of the qual- 
ity of writing and partly because it can pub- 
lish everything from a short anecdote to 
something approaching the length of a 
novel (as it did with Fenton’s Vietnam mate- 
rial). 

Fenton despises conventional jour- 
nalism, in which “form is length” — 600 
words, 1,200 words, 4,500 words — decided 
by “what space there is to be filled, who else 
is filing that day, how many ads there are, 
and so forth.” Such rules were invented, 
Fenton claims, “decades ago, by horrible old 
men obsessed with the idea of stamping out 
good writing” who have passed their skills 
on to young men “who would never have 
become horrible without training.” He tells 
of an American reporter who makes a 
ghastly sub-Saharan trip, but whose story of 
the experience lacks any personal touch, 
| the writer mentioning him- 
self once “as a Western ob- 
server.” That may be in the 
American reporter's tradi- 
tion, but the “horrible old 
men” of Fleet Street insisted 
that their correspondents al- 
ways emphasised that they 
were on the spot. And pass- 
ages in this book are embar- 
rassingly reminiscent of the 
dispatches of William Boot to 
"Ihe Beast” in Evelyn 
Waugh's skit Scoop. 

It is a fair presumption 
that Fenton would include 
within his category of “terri- 
ble old men” such 
megalomaniacs as the late 
Lord Beaverbrook and the man who edited 
the Daily Express during the days of its great- 
est popularity, Arthur Christiansen. But to- 
gether they published a number of talented 
writers, including regular columns from 
such wits as Tom Driberg, a leftwing, 
homosexualist parliamentarian (whose so- 
cial attitudes hardly coincided with those 
of the proprietor or the editor), and 
Beachcomber (J. B. Morton), one of this cen- 
tury’s great humorists. 

Nevertheless, Fenton longs for “an elas- 
tic magazine, in which content can deter- 
mine new forms.” In fact, many magazines 
exist which are not as dominated as Fenton 
implies by space, which can and do publish 
items varying in length from a paragraph or 
two to very extended essays. The New 
Yorker, for example, was capable of dispatch- 
ing its East Asia correspondent to Indonesia, 
say, for weeks on end, and printing the 
thousands of words that resulted, often over 
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several issues. But the resulting wordage 
was often tough going, and the absence of 
deadline pressure did not mean either that 
the writer's reportage was more correct or 
that his judgments were more penetrating. 

I wonder whether Fenton has read, for 
example, REVIEW contributors Murray Sayle 
on the Japanese emperor or Bertil Lintner on 
the tribesmen of northern Burma. Both were 
written with far greater insight, background 
knowledge and sympathy than Fenton, the 
reluctant traveller from the dreaming spires 
of Oxford, brings to Asia. 

The amateur approach, however, has its 
advantages. Fenton can report an anecdote, 
recounted to him by a vaguely involved 
third party, and charmingly confess he 
never did find out the truth of the matter, 
just as he charmingly describes how he 
failed to witness the massacre at Kwangju. 
Such a personal approach frees the writer 
not only from demands of space and de^? 
lines, but of objectivity and balance. 

The absence of discipline too often re- 
sults in self-indulgence, plus the overall im- 
pression that Fenton feels he is the only jour- 
nalist (sorry, poet) who is there, either writ- 
ing or even witnessing the real story. The 
disguise often wears thin, as Fenton fails to 
maintain the “loner” image, just happens to 
be where stories are breaking or obeys edito- 
rial instructions to shift himself. And occa- 
sionally he falls into step with the very jour- 
nalists he affects to despise. 

He was off to Manila on holiday, glad 
that not much news was breaking there ("I 
would have leisure and space enough . . . 
not running after a story, not hunting with a 
pack of journalists"). But Marcos went on 
television and announced a snap election. 
This “smelt fishy” to Fenton (as indeed it 
smelt to the tired old hacks who had been 
covering the story day by day or week by 
week). So he panicked, and joined the pack 
in Manila. Once there, he is just as avic 
they for the exclusive. 

Generally however, Fenton  justifies 
himself and his approach. All the editorial 
elasticity in the world does not guarantee 
writing of Fenton's quality. The eye he 
brings to bear may be jaundiced, viewing 
Asia through a British metropolitan lens, but 
it sees clearly and observes closely. That its 
owner was free from the slavery of dead- 
lines has allowed him time to brighten up 
his metaphors and polish his prose. 
His reporting style does bring to life a 
group of monks in Cambodia, the dem- 
onstrators in Manila, the students of 
Kwangju. And the eye is clear: the ideologi- 
cal spectacles which he wore when he ar- 
rived are discarded. 

Fenton does not enjoy his time in Asia. 
One feels throughout he would rather be 
back in Oxford, penning poems about 
plashy-footed, questing voles. Meanwhile, 
despite his gratuitous insults to the trade, he 
has written a first-class journalistic book. 

B Derek Davies 
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Distinction 


Rarely awarded, always treasured. 
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JAPAN 


Japan edges towards an Asian economic grouping 








ment of its own affairs. 


The prospect that the US may not be able to continue indefinitely 


playing the role of chief absorber to the 
economies of East Asia has put Japan on the 
spot and forced bureaucrats and business 
leaders to start trying to define their 
country’s role as East Asia’s dominant 
economy. 

So far the response to the challenge has 
been muted, but there are signs that some 
of the more progressive and outward look- 
ing central government ministries now ac- 
cept that Japan must be prepared to play a 
leading role in helping the region — and the 
export-dependent northeast Asian newly 
industrialised countries (NICs) in particular 
— to become more self-reliant. Almost 
certainly, in the view of independent ana- 
lysts, this will lead eventually to attempts to 
establish some kind of Asian economic 


grouping. 
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Ithough 1989 may well be remembered as the year when 
Japan's perpetually ruling Liberal Democratic Party came 
perilously near to losing its ability to rule, paradoxically, 
Japan is at the same time being thrust into a position where 
it needs to take the lead in a much wider theatre than the manage- 


By Charles Smith in Tokyo 


Seeking a new role 


Japan’s response to a proposal by Australian Prime Minister Bob 
Hawke for the formation of an “Asian OECD” in a widely reported 
speech in Seoul in January typified the way the Japanese seem to be 
grappling with the notion of an Asian economic community. Japan- 
ese officials say they dislike the idea of setting up a formal institution 


to coordinate views and lower trade barriers among Asian countries 
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only, especially if this means confronting other regional trade 


blocs such as the EC in international trade 
negotiations. 

But officials add that the Hawke pro- 
posals could be a useful vehicle for discus- 
sions on how to organise a softer form of 
economic cooperation within the region. 
^We are not committed [to supporting the 
Australian proposal] but we certainly see 
the importance they attach to the idea and 
we hope to think together and advance to- 
gether [on the question of how to tackle 
regional cooperation]" a senior Ministry of 
Foreign Affairs official told the REVIEW. 
Allowing for the guarded nature of official 
language, this can be taken as meaning 
that Japan no longer feels it can brush 
aside proposals like Hawke's as being 
simply irrelevant to the region's needs. 

The new-found interest of Japanese 
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bureaucrats and businessmen in East Asian economic integration 
seems to be partly a reflection of the fact that the region has rapidly 
been growing more cohesive anyway. Since 1987 when the revalua- 
tion of the yen transformed the competitive balance between Japan 
and the East Asian NICs (South Korea, Taiwan, Hongkong and Sin- 
gapore) the exports of the NICs to Japan have risen at an annual aver- 
age of 38.5%, while trade between the NICs has grown even faster — 
at an average annual rate of 70% in 1987-88 for South Korea and 
Taiwan. This trend is expected to continue. 

Intra-regional investment, including investment by the NICs in 
each others' economies and in some of the larger Asean countries 
has been another important indicator of increasing integration. In 
the first half of 1988, official figures show that the four NICs surpass- 
ed both Japan and the US as the biggest source of investment in the 
Philippines and Indonesia. 

However, Japanese analysts stress that the US market remains 
the ultimate destination of most of 
the products made by NiC-owned "HW. EMT 
factories in Asean, as well as by far Cate 5770 aa 
the most important market for three 
of the four NIC economies — only 
^ zapore depends more heavily on 

s to other NICs and Asean than it 
does on exports to the US. This raises 
the awkward question of what will 
happen when the huge US market 
either stops growing or begins to 
shrink as a result of efforts to elimi- 
nate the budget deficit. 

The alternatives, according to a re- 
port on Asia-Pacific trade commis- 
sioned by Japan's Ministry of Inter- j 
national Trade and Industry (Miti) a 
year ago, are a shift to a much slower 
rate of GNP growth within the 
region, which in turn could affect the global economy, or a greater 
reliance on intra-regional trade which could require conscious 
efforts on the part of all concerned to realise a “soft cooperation 
network.” 

Such a network might be the embryo of a regional community, 
though the Miti report is carefully vague about this. A simple switch 
by the region from export-dependence on the US to a similar depen- 
dence on Japan is ruled out by Miti on the ground that Japan is not 
big enough to take up the slack, though it could and should be doing 
^ morethan at present to promote regional development. 

Aiti clearly feels that the time has come to start working on the 
network idea, though top Miti bureaucrats, who decline to be 
named, are careful to warn that an Asian community would not be 
exclusive in membership or inward-looking in its approach to trade 
liberalisation. Instead, the idea would be to create an open-ended 
body which could accept nations outside the region as occasional 
participants in debates on economic 
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Who depends on whom 





Direct investment in setting up manufacturing facilities in the re- 
gion is another area where Japan could justifiably be asked to do 
more. Japanese companies need to be readier to transfer technology 
along with investment in plant and equipment, Takashi Sakuma, an 
international specialist in the Coordination Bureau of the Economic 
Planning Agency, told the REVIEW. Miti officials, however, say Ja- 
panese caution reflects shortcomings in the Asian investment envi- 
ronment at least as much as defects in the decision-making process- 
es of big Japanese companies. 

To correct the situation, Japan and its neighbours need to discuss 
ways to improve the investment infrastructure — perhaps by using 
Japanese aid money to support private sector investments. Regula- 
tions that prohibit foreign (including Japanese) involvement in the 
distribution sectors of countries like Indonesia and the Philippines 
are another obstacle and could become a talking point in a regional 
economic cooperation body, though Toshihiko Kinoshita, a senior 
| . executive at the Export-Import Bank 
* of Japan, admits this is a touchy 

issue because of fears by the coun- 

tries concerned of excessive Overseas 
Chinese penetration of their eco- 
nomies. 

Japan’s relations with the four 

East Asian NICs differ in kind as well 

as in scale from relations with the five 

larger Asean countries — investment 
from Japan has poured into Taiwan 
and to a lesser extent into South 
Korea since yen revaluation to take 
advantage of standards of quality 
and reliability that come close to 
matching Japan’s own, along with 

(relatively) low wages. Miti officials, 

however, claim to be worried about 

the extreme export dependency of 
the NIC economies, particularly that of Taiwan which derived 70% of 
GNP growth from its sales to the US in 1980-88. 

To broaden the base of the economies of the NICs, Japan is 
suggesting not only more exports to the region, but a bigger effort to 
expand domestic demand along the lines of the strategy Japan itself 
followed after the publication of the Maekawa Report in May 1986. 
Japan thinks it can “share experiences” with South Korea and 
Taiwan on this question. But the South Korean and Taiwanese gov- 
ernments are clearly not likely to be interested in advice on how to 
expand their domestic economies, without some hint that Japan it- 
self may prepared to surrender far more of its own home market to 
regional imports than it has done even since the 1985 yen revalua- 
tion. 

Miti’s notion of starting talks within the region, and perhaps with 
some countries outside it, on a variety of specific economic issues 
has the merit of sounding less arrogant and more quickly achievable 
than some of the more grandiose re- 


cooperation. $ gional initiatives put forward by Ja- 

In speculating on what Asian eco- Asian countries trade dependence on major markets, % 2 panese politicians — including 
nomic cooperation might actually in- Trade with: Japan NICS Asean US former Prime Minister Yasuhiro 
volve, Miti analysts are quick to : "— - Nakasone's 1987 proposal for the for- 
admit that Japan might fest kick SS C" mation of a Pacific Forum for Eco- 
off the process of integration by nci i — o SES 0 E os nomic and Cultural Cooperation. But 
showing itself far more open than be- Miti's attempt at a low profile ap- 


fore to regional pressures for liberali- 
sation of its economy. Japan may be 
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proach to economic diplomacy has 
35.9 not saved it from ministerial backbit- 


buying more Asian products than be- ing within the government. 

fore yen revaluation but its surpluses Officials in the Asian Affairs Bu- 
with most neighbouring countries . | NEW > 52 | 83 | »s | 193 | reau of the Ministry of Foreign Affairs 
are still huge, and the ratio of imports ese say Miti has been in too much of a 
to GNP (only 6.376 in 1987 compared EL 225 qoo pow qp ows j hurry to grab the initiative in promot- 


with 9.7% for the US) suggests an un- 
realised capacity to buy more from 
abroad. 


*Five countries, excluding Singapore 
Note: Figures are for 1987 
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Source: Ministry of International Trade and Industry 


ing discussions on economic cooper- 
ation as well as careless in consulting 
other ministries. A more serious 
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Externally; its retractable landing gear and 
cíean lines mean that the A109 MK 1l "Plus 
not'only performs weltbut looks fe eoe (olo 
Internally: the luxuriously appointed cabin 
gives airliner-liKe comtor; jow noise and 
vibration levels: While the avionic systems 
ahd -criticat systems..redundancy com: 
bined. with excellent. single-engine -per- 
formance ensure ‘maximum flight safety: 
Cénipetitively priced; with low operating 
costs and low maintenance down-time, 
thé A109 MKi *Plus"-sets new standards 
in executive/córporate helicopter trans: 
port. 

in the world of airplanes; hélicgpters. and 
aerospace Systems Gruppo: Agusta pro- 
vides the power to. evolve: 
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problem is that Miti may have overlooked some of the political pit- 
falls involved in trying to promote an Asian regional grouping. 

Reactions to the idea from the EC and the US could well be un- 
favourable, one foreign ministry source suggests, especially if Asian 
moves towards economic integration are taken as a sign that Japan 
and other Asian countries have "ien up" on Gatt and the free 
trade system. Within the region, Multi-Fibre Arrangement (MFA) of- 
ficials feel Japan needs to tread carefully to avoid offending Asean — 
the only existing Asian economic cooperation institution in which 
governments, rather than private individuals, play the leading role. 

MFA officials believe that at least one major Asean country — In- 
donesia — still has mixed feelings about the notion of a broader eco- 
nomic group in the West Pacific, and that premature moves by Japan 
might provoke a veto from the Suharto government or even a back- 
lash in the form of charges that Japan is seeking to assert hegemony 
in the region. Ironically, MFA officials also admit that Indonesia may 
be one of the countries that stands to gain most from the establish- 
ment of an East Asia-wide forum for economic debate. 

The decline of Indonesia's oil exports and the need to restructure 
the economy towards exports of manufactured goods are issues 
which could usefully be taken up by the region as a whole, with 
Tapan and the NICs offering financial support, as well as advice in set- 

ga new course for the country's economy. 

The question of which countries, or territories, should belong to a 
regional grouping is another problem that bothers the Japanese au- 
thorities. Both Miti and the MFA appear to agree that the US and 
Canada — and perhaps even the EC — would be welcome to sit in 
on regional economic debates. But there are doubts about the status 
to be accorded to China, Hongkong and Taiwan, all three of which 
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Takeshita in Singapore: new balance. 





pose tricky political questions while obviously possessing the right 
economic credentials. 

Soviet membership is a little discussed but bothersome issue on 
which the Soviet affairs division of the MFA is said to have strong feel- 
ings. The Soviet Union's anxiety to be considered a part of Asia 
might lead Moscow to seek membership in an economic forum, but 
this could well run counter to Japan's policy of withholding eco- 
nomic cooperation with Moscow while the "Northern Territories" 
issue remains unsolved. 

The range of possible pitfalls in the way of any direct approach by 
Japan to promoting regional economic cooperation suggests that 
bureaucrats and politicians are likely to prefer to lead from behind on 
the issue, leaving Australia and possibly Asean to come up with con- 
crete proposals. But Japan can hardly avoid becoming the dominant 
player in any regional grouping once it gets under way. Once the Ja- 
panese come to terms with their own strength, moves towards an ef- 
fective framework for cooperation in the region could shift from a 
slow crawl to the brisk pace needed to cope with the approaching 
decline of US imports. B 
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REGIONALISM 


Bitterness 
beneath the 


trade boom 


By Nigel Holloway, Mark Clifford and Jonathan Moore 
I: regionalism begins at home, then Japan and its two over- 











achieving neighbours, South Korea and Taiwan, ought to form 

the kernel of an East Asian economic grouping. Japan's trade 
with the two countries totalled US$50.3 billion last year, even 
though Taiwan's and South Korea's combined GDP was only US$230 
billion. By contrast, US-Japan trade totalled US$132 billion — and 
US GDP is US$4.5 trillion. Japan is Taiwan's second-largest trade part- 
ner, while Taiwan is Japan's fourth-largest. For South Korea, Japan 
is No. 2, and for Japan, South Korea is No. 2. 

Trade is not the only material required to cement them together. 
Politically, top South Koreans and Japanese are getting on better 
than at any time since the war. Lower down, there remains tre- 
mendous hostility between the two people. For Taiwan, the situa- 
tion is almost the opposite. The Taiwanese feel much less bitter than 
the South Koreans towards the Japanese, but Taipei and Tokyo do 
not have diplomatic relations. Japan cannot move closer to Taiwan 
for fear of offending Peking. 

Taiwan and South Korea are, of course, great economic rivals, as 
well as partners, of Japan. The relationship will never be easy, as 
shown by the trade flows over the last couple of years. The yen's 
take-off against the US dollar should have led to a sharp cut in the 
chronic trade deficits of South Korea and Taiwan with Japan. In 
Taiwan's case, the deficit actually rose by a third to US$5.6 billion in 
1988. South Korea's deficit dropped from US$5.2 billion to US$3.6 
billion last year, but the trend reversed in the first quarter of this 

ear. 

j One reason is that the yen has fallen against the US dollar over 
the past 12 months, while the won and the New Taiwan dollar have 
both risen. This makes their goods less competitive in Japan, a trend 
exacerbated by the rapidly rising costs of South Korean and 
Taiwanese manufacturers. To raise productivity, they have had to 
invest heavily in capital equipment — most of which comes from 
Japan. In addition, South Korean exports of cars and Taiwan’s of 
computers contain many Japanese components. 

South Korea's export surge has made Japanese business increas- 
ingly nervous, prompting trade disputes and slowing technology 
transfer. Japanese manufacturers’ anti-dumping suit against South 
Korean knitwear manufacturers last year was the clearest sign thata _ 
new era had arrived. "Japanese manufacturers are extremely ap- 
prehensive of the South Koreans," says a Japanese diplomat based 
in Seoul, who expects trade friction to grow. "What is going to hap- 
pen between our two countries is what happened between the US 
and Japan." 

The knitwear dispute was resolved when the South Koreans 
agreed to voluntary export restrictions which limit their volume 
growth to 1% annually. The South Korean textile industry has also 
agreed to establish a price-monitoring system to guard against . 
dumping. 

South Korean officials are alarmed at the precedent set by the 
knitwear case. “It was ridiculous," says Leem Lae Gue, director of 
the Asia division at South Korea's Ministry of Trade and Industry. 
"They were complaining even though they run a surplus with us." 

Leem says that South Korea expects Japan to allege other unfair 
trade cases in areas such as cement, synthetic fibres and iron and 
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fend its industries and refuse to agree to voluntary restraints in the 
future. 

For its part, Japan’s Ministry of International Trade and Industry 
(Miti) has not heard of any rows brewing in industries like cement. 
Kouki Uchimaru of the international trade policy bureau says: 
“Japan welcomes the expansion of imports from South Korea, but 
does not like it when it is concentrated on one item [like knitwear] — 
it’s like heavy rain.” 

South Korean companies complain that Japanese firms are un- 
willing to transfer sophisticated technology for fear of strengthening 
a competitor. One measure of this is that royalty payments are small 
in relation to the number of technology transfer agreements. While 
Japanese companies account for more than half of the technology 
transfer agreements in South Korea since 1965, royalties paid to 
them are less than one-third of the total. Either the Japanese are giv- 
ing their technology away too cheaply, or they are handing over out- 
dated technology. 

South Korea would like Japanese companies to export more 
technology, but that seems un- 
likely. Japanese manufacturing 
investment is declining because 
of won appreciation and South 
Korea’s unsettled (and increas- 
ingly expensive) labour market. 
“There is evidence they are af- 
raid of investing in South Korea 
or transferring technology to 
South Korea,” says Leem. 

Officials of the Japan Exter- 
nal Trade Organisation (Jetro) 
in Seoul say that one encourag- 
ing trend is the advent of 
three-way joint ventures. These 
typically involve a South Ko- 
rean, Japanese and US or Euro- 
pean company. This phenome- 
non is a recent one, and Jetro 
has tallied only five such cases 
to date. Venture partners tend 
to be well-established industri- 
al companies. One venture, 
which will manufacture en- 
gineering plastics, includes Mi- 
tsubishi Gas Chemical, General Electric and Tongyang Nylon. 

There is also growing cooperation between South Korea and 
Japan on multilateral issues. The two countries are consulting more 
on issues like the Uruguay Round of Gatt talks, which centre on ser- 
vices. The South Koreans also say they will be active participants in 
Japan's proposed meeting of Asian and Pacific trade and industry 
ministers this autumn, if it occurs. 


Trade flows 


*NICs/Japan trade 
f Australia/Japan trade 


outh Koreans are starting to feel a bit less bitter towards Japan. 

Last year, for the first time, South Korean tourists in Japan out- 

numbered the traditional leaders, Americans. Japanese stu- 
dents have started going to South Korea for holidays — a record 
30,000 of them last year. 

Japanese films, records and videos are prohibited from commer- 
cial sale in South Korea, but pirate copies of music and videos are po- 
pular around universities in Seoul, asign that attitudes towards Japan 
may be easing among. the younger generation. Bars and coffee 
shops are also starting to show Japanese music videos, while Japan- 
ese fashion magazines are increasingly popular. 

In contrast to South Korea, Taiwan's main economic interest in 
relations with Japan has shifted in recent years from reducing the 
trade deficit to gaining access to industrial technology. With an eye 
to acquiring high- and medium-technology and to promoting eco- 
nomic relationships of all kinds, Taiwan is placing increasing em- 
phasis on broadening its trade and investment contacts with Japan. 
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steel. He says that the South Korean Government will strongly de- 
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A group organised under Taiwan's Council for Economic Plan- 
ning and Development has drawn up a plan for encouraging Japan- 
ese technology-related investment, and officials as high as President 
Lee Teng-hui have called for businessmen to pay more attention to 
Japan for this reason. 

But Taiwan is hampered in its pursuit of greater trade co- 
operation because of its poor diplomatic standing. Since Japan, 
like most nations, recognises the Peking regime as the sole gov- 
ernment of China, something like a Miti-sponsored meeting of re- 
gional trade ministers would probably have to exclude Taiwan. 
Japan and Taiwan maintain contacts through large, unofficial 
embassies in Tokyo and Taipei, and also through numerous private 
contacts such as trade missions. Miti, however, has an office in 
Taipei. 

eee Taiwan's meagre international profile has a positive ef- 
fect on the country's economic relationships because of Taiwan's po- 
licy of aggressively promoting "substantive" trading and investment 
relationships in lieu of official contacts. Taiwan is hoping that unoffi- 
cial, economically powerful friends like Japan and the US will assist 
itin its bids to gain entry to inter- 
national economic organisations 
like Gatt and the IMF. 

The opportunity for cont 
with Japanese counterparts ic .. 
big attraction for Taiwan private 
businessmen and unofficial gov- 
ernment representatives who 
participate enthusiastically in 
such groupings as the Pacific 
Economic Cooperation Council 
and the Pacific Basin Economic 
Council which had its annual 
meeting in Taipei from 14-18 


y. 

While technology transfer 
from Japan is still at an early 
stage, Taiwan has high hopes 
that several semi-official institu- 
tions set up to promote technol- 
ogy in industry, such as the In- 
dustrial Technology and Re- 
search Institute, the Electronics 
Research and Service Organisa- 
tion and the Biotechnology Re- 
search Centre, will begin to become involved in gaining tech- 
nology from Japan. Predictably, however, many Japanese « 
panies remain reluctant to give their best technology to Taiwan, 
fearing intensified competition from Taiwan companies in their 
markets. 

Japan is Taiwan's second-largest investor, after the US, with 
US$2.4 billion in accumulated investment at the end of March 1989. 
Most of the investment is in electronics and chemicals, with service 
industries in retailing also growing as the number of affluent, shop- 
ing-minded Taiwan residents grows. Sogo department stores oc- 
cupies a prime site in central Taipei and other retailers are coming. 
Most of the big Japanese manufacturers and trading houses have in- 
vestments in Taiwan. 

Despite the sizeable trade deficit, trade negotiations between the 
two countries are much less developed than those between Taiwan 
and the US, largely due to Japanese concerns that increasing the 
level of its contacts with Taiwan would anger China. Instead, trade 
frictions are handled with piecemeal, unilateral requests and re- 
sponses. 

One effect of Taiwan's "buy-American" policy is a de facto "not- 
buy-Japanese policy," said a Western analyst in Taipei. "Areas 
where there is exclusion of Japanese firms for investment projects 
and sourcing must be grating to certain interests in Japan," he said. 
However, "Japan has such influence here it is probably a minor an- 
noyance overall." a 


Source : Statistics for each country (Miti) 


8 JUNE 1989 








The bank that puts the 
Arab world at your fingertips 


When you're doing business with the Arab tries GIB offers the highest professional standards 
world, it's only sensible to use a bank that speaks the in merchant and wholesale commercial banking ser- 
language, knows the markets and understands the vices, including trade finance, foreign exchange and 


business environment. investment advice. 
And when it comes to experience And with its offices in London, New York, 


and contacts in the region, nobody has / Singapore, Tokyo and Frankfurt - and bank- 
more to offer you than Gulf International ing connections worldwide - it is ideally 
Bank. placed to serve you wherever you are. 


Founded specifically to develop trade, dla al cell Rs 
industry and investment in the Arab coun- Gulfintemationad Bankasc office. 


For full information, contact your nearest 





GIB OFFICES: HEAD OFFICE: PO. BOX 1017, MANAMA, BAHRAIN TEL: (0973) 534000 TELEX: 8802 DOWALI BN 
LONDON: 2-6, CANNON STREET, LONDON TEL: (044) 1 248 6411 TELEX: 8812889 GIBANK G NEW YORK: 499, PARK AVENUE, NEW YORK TEL:(01) 212 303 3060 TELEX: 424027 GIBANK NY 
SINGAPORE: SHELL TOWER, 50 RAFFLES PLACE, SINGAPORE TEL: (065) 224 8771 TELEX: 28227 GIBSIN RS TOKYO: 1-1, MINAMI AOYAMA 1-CHOME, MINATO-KU, TOKYO TEL: (081) 3 423 4096 TELEX: 2425596 GIBTYO 
FRANKFURT: TRITON HAUS, 42 BOCKENHEIMER LANDSTRASSE, FRANKFURT/MAIN TEL: (049) 69 720363 TELEX: 4185504 GIBG 


A pes 


m 


= 
E tae 
| y 
AU 
Mi 





A timely flow of information that is creating 
new global opportunities. 


C. Itoh is a highly sophisticated world trade company. 

With a global network of offices serving as cultural, commercial and 
technological ambassadors between various nations around the world. 
Trading expertise that offers immediate access to the kind of 
information that creates opportunities. 

Coupled with first-class finance, development, planning and organizing skills, 
to meet the challenging needs of rapid international trade expansion. 
Whether you are exploring new commercial possibilities, 
or seeking new technologies, now is a fruitful time to call C. Itoh. 


«€i» C. ITOH & CO.ITD 


Tokyo Head Office: 5-1, Kita-Aoyama 2-chome, Minato-ku, Tokyo, Japan 


Offices in Asia: Bangkok Beijing Bombay Calcutta Chongqing Colombo Dacca 
Dalian Goa Guangzhou Hong Kong Islamabad Jakarta Kaohsiung Karachi 
Kota Kinabalu Kuala Lumpur Kuching Kwangyang Lahore Manila Nanjing New Delhi 
Penang Pohang Pusan Qingdao Rangoon Sandakan Seoul Shanghai 
Shenzhen Sibu Sichuan Singapore Taipei Tianjin 
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INVESTMENT 


Asia misses 
out on 
Japan’s cash 


By Charles Smith in Tokyo 


apan's direct investment in the Asian newly industrialised 

countries (NICs) and Asean has boomed since the 1985 revalua- 

tion of the yen as manufacturers have tried to escape from high 
costs at home by shifting production offshore. But the relocation of 
Japanese manufacturing to the region has been neither as complete, 
nor as consistent, a process as is sometimes suggested. 

Compared with the US and Europe, Asia still lags as an invest- 

nt destination for Japanese industry, though officials at the Eco- 
nomic Planning Agency (EPA) believe this partly reflects "excessive" 
investment in the US by Japanese motor manufacturers. What is 
more remarkable is that Japan's position as the primary source of in- 
vestment capital for Asean is already being challenged by the North- 
east Asian NICS. 

Japan invested three times as much money as the NICs in the five 
^non-NIC" Asean nations (i.e., excluding Singapore) in 1986, the first 
year after yen revaluation began forcing companies to shift produc- 
tion offshore. In 1987 the ratio was again roughly three to one as Ja- 
panese companies announced 
just over US$1 billion worth of 
projects, against the US$350 
million investment from the 
NICS. In the first six months of 
1988, however, the four NICs 
investors pulled marginally 
ahead, with US$751 million 
worth of Asean investments 
against US$733 million from 
Japan. 

A breakdown by country 

` ws the NICs far ahead of 
. ,an in the Philippines (with 
US$113 million in new invest- 
ments against Japan's US$32 
milion) and in Indonesia 
(US$490 million against US$169 
million). On the other hand, 
Japan still led overwhelming- 
ly in Thailand, with US$255 
million in new projects against US$86 million from the NICs. 

Japanese analysts see these country-by-country differences as 
providing significant pointers to the way Japanese companies look at 
Southeast Asia, and to future investment trends. The main conclu- 
sion is that Japanese investors are more cautious than investors in 
South Korea, Hongkong and Taiwan. 

Japan has lagged as an investor in the Philippines because of 
doubts about the country's medium-term political stability, while 
Taiwanese businessmen, who tend to work to a shorter time scale in 
calculating investment returns, have been willing to pour money 
into the country. In Thailand, Japanese businessmen have been im- 
pressed by the consistency of the government's economic policies, 
including a relaxed attitude to the remittance of profits. But factory 
space in and around Bangkok is now virtually exhausted and Thai- 
land (unlike the northeast Asian NICs) lacks an infrastructure capa- 
ble of sustaining a more broadly based investment boom. 
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This means that Japanese companies that would formerly have 
chosen Thailand as the obvious site for a Southeast Asian produc- 
tion venture may have to start looking elsewhere, according to 
Munenori Wakita, an investment specialist at Nomura Research In- 
stitute. Wakita thinks that Indonesia, with its vast reserves of labour, 
is the obvious next choice, though he admits that some companies 
could harbour doubts about the country's political stability after the 
retirement of President Suharto. 

Indonesia's need to step up exports of manufactured goods as a 
substitute for declining oil exports should make it anxious to encour- 
age manufacturing investment from Japan, Wakita thinks. The first 
signs that the Indonesians themselves recognise this was a change in 
the rules governing foreign joint venture investments (the only kind 
permitted) in the manufacturing sector. As from December 1988 for- 
eign investors have been allowed to hold an 8576 stake in a joint ven- 
ture formed with an Indonesian partner. Previously, the maximum 
permitted foreign shareholding was only 4976. 

Wakita sees Indonesia rather than China as the next major 
threshold for Japanese investment in the region because of its 
superior infrastructure (at least in heavily populated West Java) and 
because China's workers lack motivation and the ability to work to 
deadlines. Toshihiko Kinoshita, senior adviser to the president of 
the state owned Export-Import Bank, agrees that China has yet to 
reach take-off as an investment destination but believes this may be 
partly because of the bureaucratic manner in which big Japanese 
companies make decisions on overseas investment. 

China cannot offer the legal guarantees and administrative con- 
sistency that big companies seem to want, but it can and does offer 
the chance to make a quick profit to certain types of electronics man- 
ufacturers whose operations require large amounts of low-cost but 
relatively skilled labour. Kinoshita says Japanese companies that are 
family run or have unusually dominant top managements have 
been the ones to seize these op- 
portunities. The same kinds of 
companies have been quicker 
to see opportunities in the 
Philippines than companies 
using "bottom-up" decision- 
making processes. 

Japanese analysts seem to 
feel that, compared with China 
and Indonesia, Malaysia offers 
only limited scope for further 
investment. Malaysia's popula- 
tion of around 16 million may 
be too small to support more 
than a handful of really large 
manufacturing investments, 
says Wakita. But Malaysians 
have a reputation for patience 
and consistency that has made 
the country a good centre 
for ventures involving repeti- 
tive processes such as integrated circuit assembly. 

Workers in Japan itself and, to some extent in the Northeast 
Asian NICs (Taiwan and South Korea) are seen by Japanese mana- 
gers as being increasingly unsuited for this kind of work. Instead, 
Taiwan, in particular is emerging as a centre for medium-to-high 
technology ventures which can come close to matching Japanese 
quality standards with much lower production costs. 

Japanese companies willing to pay half as much to Taiwanese 
workers as they are paying in Japan can easily assemble a highly 
skilled labour force and expect to be able to re-export their output 
back to Japan, Wakita says. The same is true in South Korea, except 
that investments in South Korea have more often taken the form of 
joint ventures with big South Korean companies aimed at the US 
(not the Japanese) market. 

The scope that countries like China and Indonesia, and to a lesser 
extent Taiwan and South Korea, still offer for absorbing Japanese in- 
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vestment is a major reason why 
Japan's manufacturing presence in 
the region may still be in the early 
stages of its growth. But Asia's ab- 1986 
. Sorption capacity is not the only fac- j 

tor in the equation. Economists in 
Tokyo see the offshore transfer of Ja- 
panese production capacity as some- 
thing that has to be done to reduce 
the countrys external payments 
surplus to a manageable proportion 
of GNP. 

According to an international eco- 
nomics specialist at the EPA, about 
1096 of the "tradable" or manufac- 
turing sector of the economy (which 
in turn accounts for about a third of 
GNP) needs to be shifted overseas 
over the next few years to reduce the 
payments surplus to a level of 1-1.5% of GNP — the point at which 
the EPA believes Japan can expect to live in reasonable harmony with 
its trade partners. This means that Japan may have to resign itself to 
becoming a net importer in a number of basic items such as steel and 
cement which were formerly seen as export industries. 

The transfer will not matter, Sakuma says, because companies in 
industries that are subject to relocation can easily shift their resources 
to new service industries serving the domestic market, or to high- 
technology manufacturing that is too sophisticated to go abroad. 
What may matter more is Japan's unwillingness to shift technology 
as well as money and production capacity overseas. 


Note: Years are fiscal years starting 1 April 





COOPERATION 


Softly, slowly, 
support for 
regionalism 


B ehind a facade of caution, and subject to important differ- 





ences of view between ministries and even between individu- 

als within the same ministry, Japan's ruling élite is becoming 
increasingly interested in the idea of Asia-Pacific economic coopera- 
tion. 

No Japanese official will yet go so far as to endorse Australian 
Prime Minister Bob Hawke's proposal for an Asian version of the 
OECD. But the view is spreading that some kind of "soft" policy co- 
ordination will be needed to help the region overcome the problems 
itis likely to face as the US (almost inevitably) retreats from its role as 
the main source of growth for many of Asia's export-oriented 
economies. 

Some Japanese officials also accept the view that a stronger re- 
gional voice is needed in organisations such as Gatt. The new vogue 
for regionalism, however, does not mean that Japan plans to take 
the lead in forming an exclusive or inward trade block. Officials rule 
this out on the grounds that trade blocks are inherently protectionist, 
and that the formation of such an organisation in Asia could stimu- 
late protectionist sentiment elsewhere. 

The alternative to a block could be an occasional regionwide con- 
ference of trade and economy ministers, but such conferences might 
have to be backed up by regular meetings of working level officials, 
according to a source at the Ministry of International Trade and In- 
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Direct overseas investment by Japanese companies by region 


to transfer only proven or well-used 
technology to overseas production 
ventures, while US manufacturers 
have been willing to put their latest 
know-how to work overseas. This re- 
luctance has exposed Japan to criti- 
cism in the past and could become a 
problem again as more companies 
and industries go abroad. 

Nomura's Wakita agrees that 
many big Japanese companies are 
vulnerable to criticisms of over-cauti- 
ousness in their attitude to invest- 
ment within the region, but notes 
that small Japanese companies may 
prove more adventurous. This is im- 
portant, says Wakita, because the 
huge amount of liquidity accumulated recently by medium and 
smaller manufacturers could provide the launching pad for a new 
wave of direct overseas investments by such companies. 

Small Japanese companies began using their surplus liqui 
from 1986 onwards to buy shares on the Tokyo stockmarket, but 
have now shifted to overseas portfolio investment and to merger 
and acquisition activity of the type exemplified by Aoki Corp.'s re- 
cent takeover of Westin Hotels. In future, Wakita says, small com- 
panies may act as the spearhead for direct overseas investment in 
Asia. This could provide the cue for a fairer and more horizontal dis- 
tribution of labour between Japan and the rest of the region. E 
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dustry (Miti), the central government ministry which has done most 
push the idea of regional cooperation. Miti hopes the regional coop- 
eration bandwagon will start rolling in the autumn of 1989 with a 
meeting of trade and economic ministers, to be held probably in 
Australia. 

Miti sees its Asian regional trade conference as being an open 
ended affair, with membership open to any country (or territory) 
which cared to join. The main aims would be to ^promote free trade 
and regional economic growth" but the conference (or supporting 
meetings of officials) would not confine themselves to generalities. 
The stress instead would be on a sectoral approach, with different 
groups looking at such matters as market access (in the richer coun- 
tries), improvement of the investment environment (in newly - 
dustrialised countries), transport, technology exchange and perh . 
even such subjects as the impact of economic growth on the natural 
environment. 

Miti's idea that an Asian regional economic conference should 
spend much of its time looking at sectoral issues seems to be one 
reason why its proposals have been well received by a number of 
other Japanese ministries and agencies. The Evironment Agency 
(not normally known for its foreign policy involvement) is said to be 
keenly interested in taking part, while the Ministry of Finance (MoF) 
hopes to use the regional cooperation concept as an umbrella under 
which to initiate talks on the reciprocal liberalisation of financial mar- 
kets (a manoeuvre which might help to take some of the heat out of 
demands for unilateral liberalisation by Japan). 

MoF's Customs and Tariffs Bureau, which has long fretted over 
the high personnel costs of Japan's farm import inspection system, is 
another source of support for regional economic cooperation. The 
bureau wants to hold regular meetings with the customs bureaus of 
other countries in the region to discuss ways of simplifying and 
speeding up customs inspection systems. 

Even the normally protectionist Ministry of Agriculture (MoA) is 
said to be showing some interest in a regional get together to discuss 
problems in farm trade. The MoA apparently hopes to garner some 
regional support for Japan's arguments with the US over farm im- 
port liberalisation, including the vexed issue of rice imports, where 
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When Nikkei Talks, 





At times, Japan's economic triumphs seem even 
more remarkable at home than they do overseas. 
How it all comes together with such uncanny synchro- 
nicity can often suggest something truly miraculous. 

Take a closer look though, and you discover some 
very basic reasons for this well-managed success, 
the most obvious being the consistently high level 
of business information. 

Which brings us to Nikkei. 

Nikkei is many things to many people: Its The 
Nihon Keizai Shimbun, the world's largest selling 
business daily, and specialized papers in each of 
the areas of marketing, finance and industry. It's 
advertising with more impact per yen than any source 
around. Plus television, databases and much more. 


NIKKEI 





Nihon Keizai Shimbun, Inc. 1-9-5 Otemachi, Chiyoda-ku, Tokyo 100-66, Japan Tel: (03) 270-0251 Telex: J22308 NIKKEI 

Nihon Keizai Shimbun America, Inc. New York Office: Suite 1802, 1221 Avenue of the Americas, New York, NY 10020 U.S.A. Tel: (212) 512-3600 
Los Angeles Office: 725 South Figueroa Street, Suite 1515, Los Angeles, CA 90017 U.S.A. Tel (213) 955-7470 

Nihon Keizai Shimbun Europe Ltd. London Office: Bush House, Aldwych, London WC2, U.K. Tel: (01) 379-4994 


Frankfurt Office: Kettenhofweg 22, 6000 Frankfurt/M 1, West Germany Tel: 069-720214 


Japan Listens. 


That's why we say when Nikkei talks, Japan listens. 
Oh yes, Nikkei speaks English, too. With media like 
The Japan Economic Journal, and Nikkei Telecom? II— 


Japan Financial News & Data, the most complete 


English database on Japanese business available. 

So if you're interested in doing busi- 
ness in—or with—Japan, we suggest A 
one very good place to start. The Æi 
source most business people in diu 
Japan count on for ideas, oppor- : 
tunities and inspiration. The 
source that listens as well 


as it talks. 
Nikket. 
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Compared with the euphoria to be found elsewhere in 
. Kasumigaseki (the Tokyo district housing Japan's central govern- 
ment ministries) officials at the Ministry of Foreign Affairs (MFA) still 
sound distinctly cautious. The MFA takes the view that Asian eco- 
nomic integration is progressing "naturally" and that institutions 
might be more of a hindrance than a help in furthering the process. 

"If we try to establish a formal framework to promote coopera- 
tion, we will have to start worrying about who should join," one 
senior official told the REVIEW. This could be difficult given the 
anomalous political status of Taiwan and Hongkong, both of which 
have strong claims to be included in any regional trade grouping. 

MFA officials say that attempts by Japan to take the lead in pro- 
mioting regional economic integration could “arouse suspicions” — 
not only in the region itself where there are memories of the pre-war 
Greater East Asia Co-Prosperity Sphere — but also in Europe where 
the emergence of an Asian trade block might be seen as an argument 
for strengthening the EC's own external barriers. 

Despite these reservations, the MFA admits that a need may exist 
for some kind of policy coordination forum in the region. The MFA 
says it is "glad" that Australia has taken the lead in proposing such 
an arrangement, but middle ranking MFA officials privately "regret" 
that Miti had to be in such a hurry to follow up, and build upon, the 
Australian initiative. One official told the REVIEW that there had been 
far too little time for ministries to consult with each other on the best 
way of approaching the regional cooperation idea. He also stressed 
that even within the MFA, wide differences of view existed on the 
case for promoting dialogue with Japan's neighbours. 


idea that Japan could attract criticism for trying to exercise re- 

gional hegemony if it promotes the notion too actively. Yet as 
a former Miti minister, Uno is also said to be aware of businessmen's 
interest in promoting regional growth. 

Aside from inter-ministerial and interdepartmental jeaulousies, 
MFA officials continue to worry about the sensitivity of Asean to- 
wards any new attempts at building regional economic blocks. A 

staff member of the policy planning division of the Asian Affairs 
Bureau recalled that Indonesia, in particular, reacted strongly 
against a Pacific Basin Economic Cooperation Initiative put forward 
by the late Prime Minister Masayoshi Ohira in 1979. Indonesian op- 
. position forced Japan to abandon its plans for a government forum 
to discuss economic cooperation in favour of the much looser Pacific 
. Economic Cooperation Council in which officials, businessmen and 
. Scholars take part in a “private capacity.” 

Today Indonesia seems less opposed to the idea of a government 
forum, the MFA admits, but officials still see a need to move cau- 
tiously on the issue. This was reflected in a recent policy statement 
by Prime Minister Noboru Takeshita in which "respecting the views 
of Asean" was listed as the first of three principles to be borne in 
mind in promoting West Pacific economic cooperation. 

Takeshita's other two points, set out in a speech delivered in 
. Jakarta on a recent Asean tour, stressed that any regional coopera- 
. tion effort should be designed to promote free trade and that it 
should be "multi-faceted" — an expression that officials say refers to 
the fact that no one knows what a regional organisation should talk 
about. Potential members of such a grouping have widely differing 
ideas on the agenda, so for the time being "the only thing to do is to 
admit that anything can be discussed." 

Japan is likely to take its time before forging a unified government 
position on regional economic cooperation — not least because the 
Recruit Affair has left the country without effective political leader- 
ship. Third country diplomats, however, suggest that if the foreign 
ministers of Asean officially endorse the idea at a conference in July, 
Japan may be encouraged to commit itself positively. Meanwhile, 
regional economic cooperation remains a vogue word in 
. Kasumigaseki and the theme for countless studies by individual 
Japanese ministries. m Charles Smith 
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playing 
the nice guy 


By Anthony Rowley in Geneva 


apan tries hard to be a good citizen of the General Agreement on 

Tariffs and Trade (Gatt) — often too hard for its own good and 

for the good of the multilateral trading system. This at least is 

e view of certain officials within the Geneva-based secretariat of 

Gatt who are trying to encourage Tokyo to adopt a tougher and less 
acquiescent approach. 

Japan appears to be heeding the advice. Apart from the gener: " 
more assertive line Tokyo has begun to take in Gatt's curn 
Uruguay Round of multilateral trade negotiations, it recently hit out 
openly against the US for not playing by Gatt's rules. 

The curious paradox of Japan undermining the multilateral trade 
rules enshrined in the Gatt by being too ready to obey them arises 
out of Tokyo's readiness to accept the Gatt formal dispute-settle- 
ment procedures, as well as out of its willingness to agree to Gatt- 
evading voluntary restraints on its exports. 

Gatt's dispute-settlement procedures are invoked whenever the 
contracting parties request a "panel" to investigate alleged unfair 
trading practices. There have been some 120 such panels over the 
past five years — the majority of them much more recently — and 
Japan has been at the receiving end in a majority of cases, with either 
the US or the EC being the complainant. 

Japan itself has initiated panel proceedings only once — against 
the EC's use of so-called Japanese "screwdriver" plant rules and its 
levying of anti-dumping duties against assemblies or even compo- 
nents made in these plants. This case is still pending. The traditional 
Japanese dislike of litigation is cited as one factor behind Tokyo's 
passive attitude in invoking Gatt panels. 

As trade frictions with Japan mount, the US in particular has 
made use of the Gatt panel mechanism to prise open Japan's import 
markets for a host of goods ranging from agricultural and fisher 
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Tokyo fish market: US friction. 
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products to leather goods and semiconductors. Japan has accepted 
the panel findings virtually without demur in most cases, and 
quickly implemented Gatt recommendations. 

This partly reflects Tokyo's anxiety to maintain the integrity of the 
multilateral trading system, from which it has benefited enormously 
in post-war decades, and partly the fact that it is politically more ac- 
ceptable in Tokyo for Japan to obey the injunction of a multilateral in- 
stitution than to be bullied by a single foreign power into opening up 
its markets. 

Nevertheless the effect of Japan's ready acquiescence in the find- 
ings of Gatt panels appears to have encouraged the US to believe 
that it can get much of what its wants from Japan this way without 
having to accept the discipline of such proceedings itself. 

Washington's attitude has in turn aroused the ire of the EC and 
on 10 May Japan's ambassador to Gatt, Yoshio Hatano, surprised 
the Gatt Council by publicly siding with the EC and accusing the US 
of adopting a cavalier attitude towards Gatt's dispute-settlement 
procedures. The US was undermining the credibility of Gatt, 
Hatano charged. 

The particular occasion was when the US blocked for the fourth 
time adoption by the Gatt Council of a ruling against its handling of 
patent infringement cases. Likewise Washington has so far not im- 
plemented various Gatt panel rulings of relatively minor economic 
importance, whereas it has “benefited hugely” from Japan’s accep- 
tance of such decisions, according to Gatt sources. 

These sources claim that the US is losing a great deal of goodwill 
among Gatt members through its extreme reluctance to accept the 
findings of Gatt panels. Hatano told the REVIEW that “what we com- 
plain about is not that we have lost so many panels — 12 on agricul- 
ture alone — but that certain other countries do not implement the 
findings of Gatt panels as Japan does.” 

Hatano suggested that while Japan would continue to abide by 
the findings of Gatt panels, there could be mounting pressure from 





A Firm Commitment 


Mitsui O.S.K. Lines 
prides itself on prompt, 
dependable service. 
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Cars for Europe: exports limited. 


political groups and ultimately industrialists too in Japan which 
would make it more difficult to comply so readily with such findings 
in future. 

The traditional consensus approach in Gatt panels — which, ac- 
cording to Hatano, Japan has never sought to upset even though it 
did not always agree with the panel findings — could be overthrown 
too if the US and Australia have their way. Under proposed amend- 
ments to the dispute-settlement procedure, a Gatt panel’s findings 
would be enforceable even if there were a “consensus minus one or 
minus two.” Thus Japanese objections could be vetoed should 
Tokyo become less acquiescent in future. 


apan hopes to get agreement within the Uruguay Round on a 

strengthened dispute-settlement procedure. The hope is that 

this will end the present situation whereby various countries 
take "unilateral retaliatory action" against other countries' imports 
even after current Gatt procedures have been invoked. Unless all 
countries are prepared to abide by better rules, Japan for one fears 
that the Gatt mechanism for settling trade disputes may lose all cre- 
dibility. 

There is a good deal of sympathy in Geneva for Japan's point of 
view. Even sources within the office of the US Trade Representa 
accredited to the Gatt acknowledge that Washington has "got itseit 
in a bind" over trade and that both the US Congress and the admin- 
istration of President George Bush are seeking to "get tough with the 
world" and Japan in particular. 

At the same time, though, US sources argue that Washington 
at least keeps its trade friction with Japan "transparent" by attacking 
Tokyo through Gatt panels. The EC, by contrast, now prefers in- 
creasingly to hit Japan through anti-dumping actions, which are 
subject to national rather than multilateral rules, and through 
voluntary export restraints, which also do not fall within the ambit of 
Gatt. 

It is in this area of voluntary export restraints (VERs) or voluntary 
restraint agreements as they are also known that some Gatt officials 
in Geneva feel strongly that Japan is being too nice to the EC and the 
US, which increasingly pressure Tokyo to volunteer such restraint. 

For example, VERs limit Japan's exports of motor vehicles 
to EC countries — some on a government-to-government and 
others on an industry-to-industry basis — as well as to the US. 
VERs apply also to steel, footwear and a host of other industries. 
There are now no fewer than 160 such agreements in place, 
according to Gatt. 

"The attitude of Japan in readily accepting such agreements has 
led to the spread of VERs [which are outside Gatt competence] and 
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Aiming high. 


Most people know Sumitomo Metals as a 
world leader in steelmaking. But what many people 
don't know is that we're part of the Sumitomo 
Metals Group, more than 100 affiliate companies 
working together in a broad range of manufacturing 
and service industries; companies excited by the 
challenge of new business ventures; companies 
aiming high. 

Examples include the production of machines 
that manufacture integrated circuits as large as 
four megabytes; the development of new ways to 
utilize the vast amounts of energy that coal can 


provide; the manufacture of special materials like 
titanium and titanium alloys; and the development 
of computer software and hardware to integrate 
office and production-line systems. 

But don't misunderstand. Sumitomo Metals 
hasn't forsaken the steel business. Our search for 
steelmaking excellence will continue. In fact, many 
technologies that propel our new businesses are 
deeply rooted in steelmaking. But if ever you see 
our name on a product or service that seems 
unrelated to steel, we want you to understand. 

It's just Sumitomo Metals, aiming high. 
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bh SUMITOMO METAL INDUSTRIES,LTD. Tokyo & Osaka, Japan 
TOKYO HEAD OFFICE: 1-3, Ohtemachi 1-chome, Chiyoda-ku, Tokyo, Japan Phone: Tokyo (03) 282-6111 Telex: J22865 Fax: (03) 282-6224 





OUR VIEW OF JAPAN 


Japan's desire to make the transition from a saving 


society into a consumer society is gaining momentum. 


More Japanese are travelling abroad, demanding a 
better environment and the prospect of a five day 
working week is creating a notable upsurge in the 
pursuit of leisure. All this is evidence of Japan's 
confidence in its own economic future. Optimism and 
buoyancy in a country which has always been known 
for its impressive regard for tradition will offer both 
international and domestic investors a whole new 
range of opportunities. 

Mutual respect and reciprocation are key to success 
in Tokyo. The Q-ratio and reassessment of property 
as a corporate asset are examples of how 
a combination of western and Japanese 
methods of financial analysis is giving 
international investors more powerful tools 
to make comparative assessments across 
sectors and markets. The lessons learned 
from experience in the market as well as the 
growing willingness of Japanese companies 
to open themselves up to international scrutiny 
have provided non-Japanese investment houses 
the opportunity to do more business in Japanese 
securities with clients outside Japan, while at the same 
time, gaining market share trading Japanese securities 
for the Japanese. It is a gradual process but the 
trend is clear. 

James Capel has played the role of a catalyst to these 
changes. We are the world's leading agency trader in 
Japanese warrants. We have one of the largest research 
departments of any non-domestic investment house in 
Tokyo and it includes a high proportion of Japanese 
nationals. We also facilitate fixed income trading for 
a wide variety of Japanese and Pacific basin clients. 

At the same time, while James Capel is international 








in every sense of the word, the level of business we 
carry out for Japanese clients in the Japanese market is 
earning us a reputation as a domestic house serving the 
local market. 

Against this background we are actively seeking to 
expand our business. We already handle a substantial 
amount of American investment in Japan through our 
offices in New York and Los Angeles. New teams have 
been located in Paris and Frankfurt to help European 
institutions to buy into the Japanese markets and our 
well established departments in London and 
Edinburgh continue to add to the amount and quality 
of the investment advice available on Tokyo. 

While relative newcomers in providing 
Corporate Finance services to the Tokyo 
market, we can put the full strength of 

our world-wide distribution and 

research capabilities at the disposal of 
any corporate client whether Japanese, 
American, European or Asian. We have 
the international experience and a solid 
track record, particularly in winning hard 
fought cross border mergers and acquisitions. 

Investment management is also a growing area 
of expertise and we are among the acknowledged 
leaders in the technique of indexation. Indeed, our 
recently launched Japanese Index Trust is proof of 
our confidence not only in the value of the technique 
but in our own abilities. That is not to say however 
that indexation is the complete picture of our 
investment management skill. We have a well 
organised, professional department in London and 
Hong Kong to actively manage funds for governments, 
trustees and institutions. 

Talk to us today. We may be able to offer you a 
whole new view of an ancient world. 





James Capel 
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has undermined the multilateral 


trading system,” commented 
one Gatt official to the REVIEW. 
“It would have been better if 
Japan had insisted on its Gatt 
rights.” 

Such insistence would have 
meant that the countries complain- 
ing of Japanese import penetration 
would either have had to prove 
dumping or invoked the Gatt 
“safeguard” provisions against a 
surge in exports. In the safeguard 
case, they would have had to offer 
Japan compensation in other areas 
of trade before they could impose 
quotas or tariffs on the goods com- 
plained of. 

However, there is a feeling 
within Gatt that Japan may have 
decided that if it has to accept cer- 
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Tokyo motor show: content requirements. 


Juntary approach not only pre- 
serves international harmony and 
saves face within Gatt for the complainant but also permits Japan to 
capture the "quota rent" involved. 

This quota rent goes to the government of an importing country 
if a tariff is applied or to the holders of quotas in the importing coun- 
try if quantitative restrictions are applied. If, on the other hand, 
Japan accepts voluntary restraint, the quota rent is captured by those 
who hold export licences for the goods. 

"This gives Japan an incentive to agree to VERS," a Gatt source 
commented to the REVIEW. Japan is accused by such sources of en- 
couraging protectionism and of making the international trade sys- 
tem less transparent through "secret deals." 





One rule for all 


Japan will never pit its own form of economic regionalism in Asia 
against regional trading blocs in Western Europe and North 
America, according to the Japanese Ambassador to Gatt, Yoshio 
Hatano. Nevertheless, he does not rule out the possibility of 
some sort of Pacific economic community coming into being. 


In an interview with the REVIEW in Geneva, Hatano said: 


"There are suggestions outside Japan that, in order to fight 
against regionalism in Europe and North America, we should 
form our own group, but that is not the policy we are going to fol- 
low." 

Hatano says that economic regionalism poses potential dan- 
gers if it favours certain nations at the expense of others. "This is 
against the basic principle of the Gatt most-favoured nation treat- 
ment, which requires that any favourable [trade] treatment given 
to one nation must be given to all." 

But "regionalism is not always dangerous," he adds. The Ja- 
panese appear to have been persuaded of this by arguments 
which Gatt managing director Arthur Dunkel put to them recent- 
ly to assuage Tokyo's fears over the possible protectionist effect of 
the US-Canada free-trade agreement. 

Dunkel argued that, because all the 50 United States of 
America have aligned their trade policies (and currency) instead 
of maintaining sovereign rights, this helps, rather than hinders, 
Japan's trade with the US. By extension, the US-Canada agree- 
ment ought to be good for Japan. 
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. On all such issues, Japan's at- 

titude is influenced by the fact that 
its has done well out of the Gatt sys- 
tem on the whole — and would 
prefer to preserve the system de- 
spite its faults rather than risk erod- 
ing it even further by taking too 
militant a stance. 

Japan joined the Gatt in 1955, 
some five years after it was 
founded. At that time, a number of 
countries invoked Article 35 which 
permitted them not to offer Japan 
the same trade concessions offered 
to other Gatt contracting parties. 
This explains how certain Euro- 
pean countries were able to pre- 
serve quota restrictions against 
Japan which otherwise would have 
been outlawed by Gatt. 

The US did not invoke Article 35 
against Japan and for several dec- 
ades, while the US enjoyed a trade 
surplus and was busy building up 
the multilateral system, took little action against Japan's burgeoning 
exports. It was only when the US trade deficit reached serious pro- 
portions that Washington felt obliged to act against Japan by any av- 
ailable means, through the Gatt or through bilateral trade legislation. 

The fact that Japan was not seen to open up its internal markets 
fast enough to the US and other countries — especially after Japan 
was given a strong hint by the naming of the last Gatt round the 
Tokyo Round explains, some observers feel, why Washington is 
being so beastly to Japan in the Gatt at present. It could also explain 
why Tokyo is not more forceful in countering such attacks. 

Japan does have its own firm ideas, however, on what it wants to 


IN 


Var Saar ~ 
- See V —— 9 


Nevertheless, the Japanese remain uneasy about the protec- 
tionist implications of the North American agreement, and even 
more so about the plan to establish a fully integrated Economic 
Community in Europe by 1992. Tokyo will try to pre-empt fur- 
ther protectionismin these Western blocs by “working [through 
the Gatt] for free trade on a global basis," says Hatano. 

Hatano says there are "some moves towards regional cooper- 
ation in Asia but at present this is being done at the level of the 
private sector. We have not entered into any serious talk on re- 
gionalism in the sense of trade promotion only among Asian 
countries. We have never thought about such a step." 

Deputy Chief of Mission Frederick Montgomery at the office 
of the US Trade Representative in Geneva takes a similar view. 
“Tt is important to have a strong multilateral system within which 
free-trade areas, customs unions, etc. can operate," he told the 
REVIEW. The US intends working to strengthen the Gatt system 
in order to permit this. 

But as the "inexorable process of global integration continues 
there will be efforts at regionalism in South America, Asia and 
maybe Africa,” according to Montgomery. “As long as this takes 
place within a global set of rules it will be more trade-creating 
than trade-diverting." 

Because Asia is in what the US trade representative terms a 
"tremendous state of flux," he does not expect to see the early 
emergence of any regional bloc within Asia. He notes that, at pre- 
sent, the chief impetus towards such a grouping is coming from 
Australia but that the position of Australia and New Zealand — 
not to mention the US and China — is something yet to be resol- 
ved in the context of discussion on an Asia-Pacific economic com- 
= Anthony Rowley 
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see emerge from the current Uruguay Round. Apart from support- 
ing the US on the need to obtain agreement on trade in services and 
the safeguarding of intellectual property rights, Tokyo is pursuing a 
firm, independent line on so-called trade-related investment mea- 
sures (TRIMS). 

Japan's Ministry of International Trade and Industry and leading 
export industries such as motor vehicle makers and electronic goods 
manufacturers feel strongly that the emphasis in protectionism is 
now switching from trade restraints such as tariff and non-tariff bar- 
riers to the investment field, especially within Europe. 

When Japanese manufacturers set up plants in Europe, they 
quickly find themselves up against rules of origin which try to prove 
that a product made partly of imported Japanese parts and compo- 
nents in fact originates in Japan rather than in the European host 
country. These rules of origin are closely allied to local-content re- 
quirements within the EC, and anti-dumping rules are used as a 
means of enforcing local-content. 

Japan argues that all such devices are against the spirit, if not the 
current letter, of Gatt because they discriminate against imports and 
favour locally manufactured items. For this reason, Japan is pushing 
hard to get agreement on things such as local-content rules and 
other investment measures, under the TRIMs heading of the 
Uruguay Round. 

The irony of this situation is that it was the US which originally 
pushed to have TRIMs included in the Uruguay Round, to secure 
safeguards for US multinational concerns investing in developing 
countries of Latin America and elsewhere. Now Japan is attempting 
to use TRIMs as a weapon against the EC and to some extent against 
the US too. 





Protectionist 


fear over 
trade bloes 


M akoto Kuroda, a former vice-minister at Japan's Ministry of 


TRADE 


International Trade and Industry (Miti), who became fam- 

ous for his abrasive negotiating style during two years as 
Miti's chief trade negotiator, says Asia is heading "naturally" to- 
wards greater economic integration and 
may soon overtake the US as an import mar- 
ket. However Kuroda thinks the process 
needs a push. He advocates talks at govern- 
ment level on "any topic" that seems rele- 
vant to the region's economic future, includ- 
ing issues such as energy and the environ- 
ment. 

What Asia needs to avoid, says Kuroda, 
is the trap of setting up a rigid institutional 
Structure to manage economic integration. 
Asia is not like Europe and therefore should 
not take the EC (or any other existing institu- 
tion) as its model. 

Kuroda says he disagrees strongly with 
the view that Japan and other West Pacific 
nations need to counter the process of set- 
ting up protectionist trading blocs in other 
parts of the world by creating a bloc of their 
own. "The EC's 1992 programme will defi- 
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Some within the Gatt secretariat take a rather purist view on such 
issues. They argue that, as Gatt does not recognise the legitimacy of 
local-content rules, it ought not to be asked to legitimise them in ef- 
fect by drawing up a set of rules. Japan counters that if Gatt does not 
standardise the rules then the EC and others will continue to write 
them as they go along. 

So far as rules of origin are concerned, Ambassador Hatano 
acknowledged to the REVIEW that these constitute a “major 
problem" for Japan, but he said that Japan had not decided 
whether this was something to be tackled via the Uruguay 
Round, by means of a Gatt panel or possibly through bilateral 
approaches. 

Japanese officials are reticent on the question of anti-dumping 
duties. They hesitate to accuse Europe or the US of abusing anti- 
dumping rules because the rules are far from being "black and 
white," as one Japanese source put it. The anti-dumping duty equa- 
tion involves subjective factors such as what is an acceptable level of 

rofit. 
E Tokyo admits that the problem of anti-dumping levies is "poten- 
tially very dangerous because many countries could resort to anti- 
dumping procedures as they fall outside any Gatt code. We see the 
need for some understanding but it is most difficult because there +- 
no [international] consensus on this matter." 

The Japanese appear to have taken the view that it is better to 
avoid trying to take something as politically sensitive as anti-dump- 
ing rules before the Gatt and to concentrate instead upon the more- 
readily achievable end of getting an agreed definition of local-con- 
tent, and maybe rules of origin, incorporated within the Uruguay 
Round. x 


nitely turn out to be outward-looking despite what the pessimists 
say. The US-Canada free trade agreement bears careful watching, 
but I don't think it will become a trade bloc." Even if regional trade 
blocs do become a reality, Kuroda thinks Asia stands to lose more by 
confronting them than by standing up for free trade. 

Kuroda says that Australia may have muddied the debate over 
regional cooperation by proposing a "hard" type of institutionalisa- 
tion at meetings of the Pacific Economic Cooperation Council (PECC) 
where academics play a leading role. The proposals of Prime Minis- 
ter Bob Hawke's government appear to be less rigid than the ideas 
put forward in PECC and have grown "less institutional" since 
Hawke's original speech proposing the creation of an Asian OECD, 
Kuroda claims. 

Kuroda says that the proposal to form a US-Japan free trade arc - 
floated by former US ambassador to Tokyo Mike Mansfield, p 
vides a good starting point from which to study the two countries' 
relations. But an "old style" free trade area that would exclude other 
nations is not a serious option. What the US and Japan need is to get 
beyond the small minded approach to bila- 
teral economic relations. This could mean 
placing stress on the value of goods crossing 
national borders and more on the real rela- 
tionship which is based on interdependence 
between the two countries' industries. 

Kuroda claims that present US-Japan 
trade frictions are not as bad as they seem. 
The delay faced by the administration of US 
President George Bush in filling some key 
official posts has meant that Congress has 
dominated the debate on trade issues, but 
this will change eventually. Kuroda also be- 
lieves that US Trade Representative Carla 
Hills is more moderate than some early 
statements may have indicated. Despite 
this, he warns that the situation could wor- 
sen. “The trend towards economic globali- 
sation makes political nationalism a very 
dangerous force.” B Charles Smith 
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The Long-Term Credit Bank of Japan offers 
advice to help your business grow. We'll 
give you constant backing, and, when 
you're ready, we'll show you how to branch 
into new areas, too. What's more, with our 
support, you'll continue to flourish. 

We were established in 1952 to ensure a 
steady flow of long-term funds for industrial 


growth. Today we're one of the world's top 
20 wholesale banks. This is the reward for 
our belief in following our client's business 
through from start to finish; for making 
sure your plans are successfully realized. 
We specialize in Long-Term Corporate 
Financing and Merchant Banking Services 
such as Project Finance, Mergers and 


(irc 


The Long-Term Credit Bank of Japan, Limited 


Acquisitions, Leasing and Investment 
Advisory Services, as well as a full range 
of additional Banking Services. We also 
have over 60 offices worldwide, which 
means we can offer you both global and 
local support. 

So, if you want to see your business grow 
bigger and stronger, why not try LTCB? 


Head Office: 2-4, Otemachi 1-chome, Chiyoda-ku, Tokyo 100. Tel: 03-211-5111 Telex: 24308 


MEGATOP NOW BREAKS 
THE SOUND BARRIER. 








MEGATOP 747 — the largest, fastest long-haul 


aircraft in the world — cuts hours off normal travel 


times. It also has an advanced audio entertainment 





system that cuts off during inflight announcements. 


And automatically resumes again exactly where it 
left off, without missing a note. If you know 
the score when it comes to music, you'll really 
appreciate the concert hall-like fidelity of our 
new system, too. Other creature comforts include 
added spaciousness, additional toilets and the 
convenience of new ‘superbin’ overhead lockers 
for storage of your carry-on luggage. Now, 
while you sit back and enjoy inflight service even 
other airlines talk about, you'll be travelling 
further, faster, more luxuriously, than you 
ever imagined. The MEGATOP 747 — the lastest 
addition to the world’s most modern fleet. 


A great way to fly 1 


SINGAPORE AIRLINES uf 











GOOD NEWS! * 


portable computers and reliable, 
easy-to-use copiers, world class 
facsimiles, telephone systems 
and satellites. 
Products to help you do 
Because we've spent a century =— business faster and easier. Today 
innovating technology to create i "e 4 and tomorrow. Anywhere in 
a full range of office products. A E — Te LE Asia. And to bring you more 
The world’s most powerful, A d = | good news. Every day. 









There are two sides to every & 
business deal. And good business M 
is good news for both sides. 

Its also good news for us at 


Toshiba. 


In Touch with Tomorrow 


TOSHIBA 





E. FOCUS JAPAN 


TECH N O L O G Y 


Sap widens as 
knowledge 


stays at home 


By Bob Johnstone in Tokyo 


s cash-rich Japanese companies pour ever-larger amounts 

into research and development, the technological gap be- 

tween Japan and its neighbours in the region is widening. But 
it would be unrealistic to expect that, as a result of this gap, Japan will 
ever be as forthcoming with its technological jewels in the future as 
the US has been in the past. 

For one thing, the Japanese do not have the same motivations to 

sfer technology that the Americans had. The strategic considera- 

1s are not there — it is hard to imagine, for example, a Japanese- 
style State Department urging the necessity of making economic 
concessions like licensing key technologies in the interests of main- 
taining good strategic relations with the 
newly industrialised countries. Nor do Ja- 
panese companies suffer from the financial 
pressure that has caused so many US com- 
panies — especially smaller ones — to sell 
their intellectual property. 

Above all, the Japanese, with the benefit 
of hindsight, want to avoid the boomerang 
effect — their own technologies coming 
back to haunt them in the form of cut-price 
manufactures. They are determined to 
avoid the sort of error that RCA made in 1962, 
when, just as the US company was begin- 
ning to mass-produce colour TV sets, it 
licensed the technology to Japan. As a re- 
sult, RCA failed to capitalise fully on its own 
invention. 

Nor are the Japanese about to dish out to 

" somers licences to their microchip 
nology as, in their enthusiasm to get the 
industry off the ground, did the pioneer 
semiconductor firms in Silicon Valley. 
Perhaps since they have almost invariably 
had to pay to obtain it, the Japanese put a much higher value on 
technology than do Americans or Europeans. They are accordingly 
loath to part with it unless there is adequate quid pro quo. 

To most Japanese, technology transfer still means technology 
flowing to rather than from Japan. Government figures for fiscal 1987 
show the number of cases of technology transferred to Japan as in- 
creasing, to 2,709, up 14.7% on the previous year. And, though the 
ratio is decreasing, Japan still pays around three times as much for 
licences, patents and royalties on technology than it receives. 

The activities of the Technology Transfer Institute (TTD, a Tokyo- 
based private company that inexplicably also manages to combine 
the function of a non-profit foundation authorised by Japan's Minis- 
try of International Trade and Industry, give some idea of the extent 
of Japan's abiding need to find out about the latest technological de- 
velopments in the West. Last year, the institute sent 173 "missions" 
— study groups of researchers, mostly from big companies — over- 
seas. 

Of these, 106 went to the US, 60 to Europe, and of the remainder, 
only two went elsewhere in Asia (one to Hongkong to discuss risk 
management; the other to China, where the topic was cosmetics and 
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Technological checkpoint: fear of competition. 
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toiletries). A TTI spokesman said that in future there would be more 
missions to Asia, adding that, because of the difference in the level of 
technology between Japan and the rest of the region, Japanese com- 
panies had little interest in such missions. 

Coming to Japan in 1988 under the TTTs sponsorship were 50 
groups, 20 from Europe, 11 from the US and 19 from South Korea. 
That there should be so many from South Korea is hardly surprising 
given the similarities in industrial structure between the two neigh- 
bours, and the professed desire of the chaebol to follow the course 
first charted by their keiretsu counterparts. 

But some of the devices used so successfully by the Japanese to 
accomplish technology transfer are becoming less viable as the con- 
sequences of the Japanese strategy loom ever larger. For example, 
the shotgun-wedding approach to joint ventures, in which an in- 
coming foreign firm wanting to set up manufacturing in a country is 
forced by the government of that country into a partnership with a 
local company to ensure that technology transfer takes place. Such 
localisation requirements have long been a major bone of contention 
between South Korea and the US. 

Licensing, however, continues apace. The Japanese are well 
aware that licensing a certain amount of technology is in their long- 
term interest, since it helps develop and expand the markets for their 
products. In the first two months of 1988, according to the magazine 
BK Electronics, for example, there were 39 cases of technology trans- 
fer contracts in the electrical and electronics industries. Of these, 18 
were with Japanese companies, 16 with US ones. Between them, 





companies in the Goldstar and Samsung groups accounted for a 
third of the total. 

What sort of technologies are transferred? Not surprisingly, they 
are mainly restricted either to earlier-generation products or ones in 
which the Japanese believe that they have lost competitiveness (for 
example, Canon recently transferred low-margin dot matrix printer 
technology to Hyundai, leaving Canon free to concentrate on high- 
end laser printers, products in which it maintains a proprietary ad- 
vantage). 

State-of-the-art though they may not be, there is plenty of 
mileage left in such technologies. "South Korea still has a great deal 
of room for advance through technology transfer,” says Dr Young- 
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Ok Ahn, an expert on technology transfer who travels the world ad- 


vising developing countries on the subject. 

Ahn contends that in most cases, getting hold of technology is 
not actually so much of a problem as might be thought. The pre- 
requisite is people. "What you need," he says, "is some smart 
people who know where the technologies are — then you can go 
shopping." Since great minds have a well-documented tendency to 
think alike, there are invariably two or three sources in the world for 
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any given technology. This tends to mean, Ahn claims, that 
"technology is a buyer's market." 

In the US, it is often said that the best form of technology transfer 
is a graduate student. Or, better yet, from an Asian point of view, an 
engineer with a few years' experience working for a high-technology 
firm. However, since Japan has very few graduate schools and since 
Japanese engineers tend to stay with the same company for their en- 
tire career, the source of such qualified people is still overwhelm- 
ingly the US. 

The extraordinarily rapid growth of Taiwan's electronics indus- 
try, for example, would not have been possible without the input of 
Taiwanese engineers returning from Silicon Valley. (It should also 
be pointed out that the other crucial factor in the equation was 
a government prepared to bend over backwards to provide a 
fertile atmosphere in which talented people could flourish.) South 
Korea, too, has benefited greatly from the skills that returnees 





Competition 
spurs Tokvo 
into action 


By Chris Perry in Tokyo 


he Multi-Fibre Arrangement (MFA) is not a conversation topic 

| as engaging as, say, where you can get good clothes marked 

down to rock bottom prices. But on 2 February, three months 

after Japan’s knitwear industry levelled an anti-dumping petition 

against South Korea's prolific sweater exporters, the MFA attracted 

more attention than usual when the alleged offenders suddenly 
opted for voluntary export restraints. 

Since details of the petition were not made public, nobody knows 
which side (if any) won. But the dispute made it clear that Japan had 
better put some serious thought into how it plans to respond to fu- 
ture export challenges from its aggressive Asian neighbours. 

Japan's Ministry of International Trade and Industry (Miti) de- 
nied that there was anything protectionist in the petition brought by 
the Japan Knitting Industry Association (JKIA) against South Korean 
knitwear makers. Tsutomu Higuchi, deputy director in Miti's Inter- 
national Trade Division, says that even the danger of damage from 
unfair trading practices is enough reason to apply for anti-dumping 
duties as a self-protection measure justified under the General 
Agreement on Tariffs and Trade (Gatt). 

Higuchi says that unfair competition is clearly defined in anti- 
dumping and countervailing measure codes negotiated in the Tokyo 
Round of Gatt, but not all independent experts agree. In a paper 
submitted to the 1983 Conference on Global Negotiations in New 
Delhi, Martin Wolf, director of studies at the Trade Policy Research 
Centre in London, knocked the value of codes negotiated during the 
Tokyo Round and said "some of the agreements, particularly the 
one on subsidies and countervailing measures, could usefully be 
clarified and strengthened." 

Wolf went on to say that Gatt dispute-settlement procedures re- 
viewed during the Tokyo Round need improvement "chiefly to raise 
the level of objectivity." Higuchi stresses that Japan's basic stance is 
to maintain an open market in the long run. Until the textile row 
with South Korea, Japan had never resorted to protection of its tex- 
tile industry under the MFA. 

The MFA is an exception under Gatt Article 19 allowing a 
safeguard system for textiles. While Article 19 provides for 
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bring back with them from the US, though not to the same extent as 
Taiwan. 

It is possible that in the future, the amount of technology which 
flows from Japan on two legs will increase from the current trickle. 
The rri has recently widened its charter to include the recruitment of 
engineers, and claims to have 2,000 specialists on its books. 

A TTI spokesman says that he expects demand for Japanese ex- 
pertise from other countries in the region, especially Taiwan, will in- 
crease soon. China also represents a potentially huge market for the 
institute's services, but the problem, says the spokesman, is that the 
Chinese do not have the money to pay for qualified people. 

A further obstacle is that the younger Japanese engineers in the 
TII database — the ones with the most desirable skills — typically 
want to work in the US. It is the older experts, such as those with 
skills in heavy industry, who are prepared to work elsewhere in 
Asia. » 


emergency protection against competitive imports, special treat- 
ment of textiles under the MFA is based on the critical role they play in 
developing economies. Japan resorted to Article 19 only after it was 
certain South Korea had unfairly grabbed a huge market share, M= 
officials say. 

Japan's imports of South Korean knitwear increased about 5. ,. 
from 1987 to 1988, gaining a 60% share of the whole imported knit- 
wear market — mainly sweaters. Ministry of Finance (MoF) statistics 
show that in 1988, Japan imported 63.5 million sweaters and cardi- 
gans from South Korea, valued at US$504 million, up 55% on 1987. 

"We are not saying this is dumping because of low price stem- 
ming from low value added," JKIA president Yasuyuki Nagashio 
says. When damage done by low-priced exports is proved, dump- 
ing can be corrected, and then "we can expect fair trade and compet- 
ition," he says. 

After knitting industry talks between Japan and South Korea last 
autumn failed to resolve the alleged dumping, JKIA filed its petition 
with the MoF in October. When South Korea chose voluntary export 
restrictions to the tune of an annual growth rate of less than 196 for 
the next three years, along with price-monitoring, JKIA dropped its 
anti-dumping petition. 

“JKIA is not against imports. We never even thought of opposing 
imports, even once: Japan's market is internationalised," Nagashio 
says. On the other hand, the knitwear settlement “has become a test 
case and helpful reference, not only for knitwear makers, but also 
other industries," he says. 

Future disputes will be judged case by case, but under the sa ~ - 
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basic policy as the Japan-South Korea knitwear dispute, Higuchi 
says. After an allegation of unfairness, Miti will examine a case based 
on Gatt rules. If it finds evidence of unfair competition, countermea- 
sures will be taken. If the findings show "fair trade and an orderly 
market, then we will tolerate it," Higuchi says. 

But defining fair trade and an orderly market depends on which 
side you are on. Wolf says that Gatt, "like other constitutional ar- 
rangements, has an educational function," and this leads to prob- 
lems. Merchantilist language in the Gatt "concerning tariff conces- 
sions, combined with the language of its escape clauses, all of which 
emphasise the cost of increased imports, teaches the wrong lesson." 
Wolf quotes Gustav Flaubert, who once called imports “the canker 
at the heart of trade." 

"For this reason, membership in the Gatt is of little help in ex- 
plaining the value of an efficient trade policy," Wolf says. 

Noting a "renewed trend towards bilateralism with the growth of 
voluntary export-restraint agreements, negotiated mainly with 
Japan and the advanced developing countries," Wolf says such dis- 
crimination undermines "stable, transparent and liberal trade 
policies." 

He traces the growth in discrimination to "the failure of the provi- 
sion in the Gatt [Article 19]" that allows emergency messures against 
import surges, “but only on a non-discriminatory basis. Govern- 
ments have found voluntary discriminatory arrangements a more 
attractive alternative," Wolf says. 

Mitis Higuchi says that with Japan's international industrial 
competitiveness relatively decreasing in relation to the newly indus- 
trialised countries (NICs) and Asean. “We can't say there will be no 
problems of this [knitwear dispute] type in the future." 

The changing relationship almost jumps off the Miti statistics 
sheet. In 1985, Seoul posted a huge negative trade balance. Last 
year, that deficit had turned into a US$8.9 billion surplus after three 
years of dramatic increases. Last year, the NICs together registered a 
US$14.5 billion surplus. 

Figures from the Japan External Trade Organisation (Jetro) show 
that 25% of all manufactured imports to Japan came from the NICs 
and Asean last year, with a value of about US$29 billion. That was 
triple the value fo manufactures imported from the NICs and Asean 
in 1985. 

A development economist in the Overseas Research Department 
of Jetro, Nobuo Kobayashi, points out three trends in Japan's rela- 
tions with the NICs and Asean: rising imports; more efforts by indus- 
trial circles to communicate; and a new division of labour taking 
shape through Japan's overseas investment. 

Japan will have to diversify its industries parallel to the interna- 
tional division of labour trends, according to Kiyoshi Inagaki, an 
analyst with the Mitsubishi Research Institute. Like Kobayashi, he 
also sees a new division of labour emerging. 

For example, women's underwear used to be produced in 
Taiwan, but is now made in China, Inagaki says. Japan's main un- 
derwear importer, Wacoal, also has factories in Malaysia and Thai- 
land. In the future, design, technology and planning for textiles will 
be domestic, while production will shift from the NICs to Asean and 
then to China, he says. 

But setting up a vast division of labour network with Japan as the 
high technology nerve centre and other Asian nations performing 
"orderly" roles in the hierarchy raises questions which, if un- 
answered, could throw a spanner into the works. 

It the wake of the sweater dispute with Seoul, Miti has decided to 
spend around US$60,000 on a survey of the textile industry in the 
NICs. The information it yields could help avoid trade friction in the 
future, but whether it will contribute to a fair, clear and comprehen- 
sive trade policy as regards Japan's neighbours is another question. 

While the Gatt, surveys and industry talks may all play a useful 
role, the fast-changing economic relationships between Asian na- 
tions suggest it will take additional resources to ensure free, fair 
trade in Asian manufactures. The outcome of the knitwear row with 
South Korea did not show where the resource of leadership will 
come from. E 
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Worker scarcity 
may force 
change in rules 


By Charles Smith in Tokyo 











f one of the tests of regional economic integration is free move- 
| ment of labour, and approximate equality of working conditions 

in different countries, then the Asia-Pacific region must be dec- 
ades, if not centuries, away from achieving such integration. 

Average-wage levels in Japan, according to estimates by the 
Ministry of Labour (MoL) in Tokyo are about five times as high as 
wages in the two northeast Asian newly industrialised countries 
(NICs), some 20-30 times those of Philippine workers, and about 
times as high as wages in China. The disparity, combined with i 
creasingly severe labour shortages in some sectors of Japan's econ- 
omy (particularly the construction industry), explains why the treat- 
ment of foreign workers has become one of the hottest issues now 
facing Japan. 

The number of foreigners arriving in Japan with legal working 
visas nearly doubled between 1982 and 1988, rising from 42,775, to 
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Construction site: many illegal workers. 


81,407, but the explosive increase in the number of foreigners work- 
ing illegally is what worries the authorities. This has now reached 
the point where the government urgently needs to choose between 
clamping down hard on illegals (and their employers) or accepting 
that Japan cannot realistically continue to seal its labour market off 
from the rest of Asia. 

According to Mitsuaki Yoshimen, head of the Foreign Workers 
Employment Policy Office in the MoL, a total of 14,314 alien workers 
were found to have overstayed their visas and were expelled from 
Japan in 1988, a six-fold increase from 1983. The number of illegals 
actually caught, however, is thought to be only a tiny proportion of 
those working in Japan. Computerised lists of arrivals and depar- 
tures show that there are around 70,000 foreigners in the country 
with expired visas. 

Yoshimen estimates that at least as many more foreigners are in 
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a dozen firms. Or you relax—and leave all the work and worry to NYK. 
NYK does it right. Our comprehensive computer simulation program, for example, 
will evaluate all factors in different transport mode combinations. 
On every level, at every step, NYK offers superior time-and-money-saving services. 
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PSA: 
Europe's World Class 
Auto Maker 


PSA: two of the most prestigious names in the global automobile industry, 
Peugeot and Citroén, 
and a diversified group of engineering and service companies. 


Peugeot and Citroën: two marques, two cultures, two identities 
and a combined presence in more than 150 export markets. 


Outstanding performance in 1988 


Net income of FF 8.8 billion on consolidated sales of FF 138.5 billion. 
Market leadership in France with 34.2 96 of the market. 
Frances leading exporter, with FF 55.5 billion in export sales. 
Europes third largest auto maker, with 12.9 96 of the market. 
Total worldwide production of 2,103,700 vehicles. 


Ambitious goals for 1992 


When the single European market debuts in 1992, PSA intends to be 
Europe's largest automobile manufacturer. To meet the challenge, we're sharpening 
the competitive edge acquired in recent years: 

Highly skilled, dedicated people, unmatched quality, efficient manufacturing facilities, 
unceasing innovation and probing, product-driven research. 
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Adding the two categories together, the MoL estimates that there are 
around 150,000 foreigners working illegally in Japan. An important 
trend in the past two years has been that men, working in construc- 
tion and other unskilled sectors, have overtaken female entertain- 
ment workers as the largest category of illegal workers. 

Male workers accounted for 6276 of the 14,000 overstayers found 
by the Ministry of Justice in 1988, compared with 38% in 1987. 
Among illegal male workers caught by the authorities, some 8076 
were working in construction or heavy industry, two areas of 
Japan's economy that are notoriously short of labour. Nearly all the 
foreign workers employed in these two sectors are thought to be 
doing unskilled or dirty jobs. The vast majority, according to MoL of- 
ficials, are employed by medium- or small-sized companies at wages 
that are substantially lower than those paid to Japanese workers for 
the same job. 

A feature of the employment scene in the construction industry, 
according to the Ministry of Construction (Moc), is that medium- 
sized companies are sponsoring immigration of Chinese students 
into Japan who are then employed as unskilled workers. The Moc 
says foreign unskilled workers pose serious problems in the con- 

ction industry because of language difficulties and because of the 

trance and welfare payment problems which can arise when ac- 
uuents occur. Under the Japanese welfare 
system, a construction worker who loses a 
finger in an accident can claim compensa- 
tion of more than ¥ 1 million (US$7,300) a 
year. Translated into Chinese currency, 
such payments might be enough to main- 
tain a worker comfortably for the rest of his 
life. 


he influx of low paid foreign workers 
i into unskilled jobs is seen by the MoL 


as posing a threat to the stability of 
the labour market, and more seriously as 
being socially destabilising — MoL officials 
claim to be worried about the two-tier social 
structure which could come into existence if 
Japan increasingly hands over dirty and 
dangerous jobs to foreign workers. But MoL 
officials agree that the government cannot 
simply handle the situation by clamping 
down more vigorously on the illegals. In- 
1, the ministry has come up with a po- 
_ for simultaneously tightening up on the 
influx of workers into unskilled jobs while attempting to promote job 
opportunities in other areas. 

The most positive feature of the MoL plan (which calls for revision 
by parliament of the existing Immigration Control Law) is to create 
10 new job categories under which various types of skilled foreign 
workers can legally enter Japan, in addition to the 12 provided for in 
the existing law. The new categories include school teachers, stu- 
dents at vocational schools and employees of overseas subsidiaries 
of Japanese companies. 

On the negative side the MoL proposes to start punishing Japan- 
ese companies that employ foreign workers outside legally recog- 
nised categories. This includes all unskilled workers employed in 
the construction and manufacturing sectors. 

The 600 MoL regional offices will be used to police a ban on for- 
eign unskilled workers and will issue warnings to companies found 
to be ignoring it. Employers who persist in employing illegals will be 
subject to fines and jail sentences. Imprisonment for up to three 
years is likely to be provided for in the revised legislation, though it 
seems unlikely that penalties will be as stiff in practice. 

Apart from changing the rules under which foreigners can work 
in Japan, the MoL says it wants to help create employment oppor- 
tunities in neighbouring countries by establishing training facilities. 
A pilot training scheme costing X160 million will be launched as 
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soon as the 1989 national budget is through parliament, but this pro- 


onwards, Yoshimen says. 

Outside Japan the MoL is commissioning studies by the Interna- 
tional Labour Organisation (ILO) on policies to create job oppor- 
tunities in the Philippines and Thailand. Japan diplomatically chose : 
the ILO as a vehicle to avoid the appearance of direct Japanese inter- 
vention. 

The Mor's proposals for revising the present Immigration Control 
Law may lead to a fall in the influx of illegal workers or at least a 
slower rate of increase in 1990 and 1991. But few economists or busi- 
ness leaders see them as a permanent solution to the problem. A 
study group on foreign workers sponsored by the Economic Plan- 
ning Agency published a report in May suggesting that in the long 
run Japan may have little option but to admit unskilled as well as 
skilled foreign workers and recommended that the government 
should do its utmost to ensure that such people are smoothly integ- 
rated into society. 

The Japan Committee for Economic Development (Keizai 
Doyukai) an association of top businessmen which rivals the 
Keidanren as a private sector policy think-tank, has suggested a jis- 
shu (on-the-job training) scheme under which companies would be 
allowed to bring foreign workers to Japan as "trainees" for two-year 





Labour protest, Tokyo: changes needed. 


periods. The foreigners would be paid the same as Japanese workers 
for equivalent work but would eventually be required to return to 
their own countries. 

The scheme would help to improve the quality of labour in the 
workers' home countries besides meeting Japan's labour shortage, 
Keizai Doyukai says. It claims that the Ministry of Foreign Affairs 
supports the idea but admits that the MoL is hostile. 

Japan's foreign labour problem needs to be tackled as a matter of 
urgency not just because existing procedures for handling migrants 
seem to be breaking down but also because the country is coming 
under attack from within the region. The government's sudden de- 
cision in late 1988 to clamp down on the issue of student visas in 
China created an uproar in Shanghai, where tens of thousands of 
would-be migrants had paid fees to middlemen to help them get the 
places in Japanese language schools and training institutes needed 
to apply for a visa. 

The issue also has the potential to cause plenty of ill will in coun- 
tries like Bangladesh and Pakistan which have been supplying the 
construction industry, but that does not mean it is about to be 
resolved. According to a researcher who helped to write the Keizai 
Doyukai report, no fewer than 17 Japanese ministries and agencies 
will have to be satisfied before any radical change can be made in 
current policies. e 
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CURRENCIES 


Advantages 
seen in Asian 
monetary union 


By Nigel Holloway in Tokyo 


f Japan and some of the newly industrialised countries (NICs) 
I were to coordinate their trade and economic policies, then there 

could some day be an Asian currency system, taking the Euro- 
pean Monetary System as a model. A tripolar currency network 
could be created, a dollar area, a Pacific zone and a European cur- 
rency union.” This view, stated by no less a figure than the president 
of the West German Bundesbank, Karl Otto Poehl, in Hamburg in 
March 1988 went down like a lead balloon in Asia. 

Japan's coldness towards the idea was matched by the unen- 
thusiastic response of its neighbours. Any regional alignment of this 
kind would inevitably centre on the yen. It was the usual story: no- 
body wanted to see Japan dominate the region as it did during 
World War II. 

But the suggestion should not be dismissed too quickly. On the 
face of it, there are three advantages. First, an Asian currency zone 
would encourage intra-regional trade. In 1987, 4296 of Asia's total 
imports came from within the region, but only a third of its exports. 
Second, it would lower the worldwide dependence on the US dollar 
as a means of payment and as an international store of value, thus 





New role for the yen 


In 1954, the UN Economic Commission for Asia and the Far 
East proposed the establishment of an Asian Payments Union 
modelled on its European equivalent of the time. The idea was to 
promote intra-Asian trade with a system of mutually extending 

credit to members of the union when they ran a trade deficit with 
each other. 

The plan ran aground after Japan opposed the idea. Its vertical 
trading relationship with many Asian countries meant that it im- 
ported commodities from its neighbours and exported finished 
goods back to them — ending up with a current-account surplus. 
Under the proposed system, Japan's Asian customers would 
have come to Tokyo for credit and Japan would have had to give 
them possibly unlimited amounts. 

The finance official charged with the task of blocking the idea 


was Yusuke Kashiwagi, who is now the chairman of the Bank of 


Tokyo. In an interview with the REVIEW, he said that Japan could 
not afford to lend on that scale at the time — though it might be 
different today. He believes that the yen will be used increasingly 
as a currency for trade payments by, and for loans to, Asian 
countries. 

But Kashiwagi thinks that the internationalisation of the yen 
should not stop with the surrounding region, but ought to be- 
come a worldwide phenomenon. The role of the US dollar would 
be supplemented — not replaced — by other currencies, such as 


the deutschemark, sterling and the yen. This was not something : 


that could be created by a country like Japan, but was a question 
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Tokyo trading: Overseas Chinese interest. 





helping to stabilise currency movements. Third, a currency z 
could smooth out trade flows. 

This third point was the one that concerned Poehl most. In nis 
view, the currencies of the NICs were tied too closely to the US dollar. 
When the dollar fell in 1985, South Korea and Hongkong made what 
he called windfall profits by selling more goods to Europe. If they 
had linked their currencies more strongly to the yen, their competi- 
tiveness would have been blunted much more quickly. 

Under pressure from the US since 1986, South Korea, Taiwan 
and Singapore did in fact lift the value of their currencies against the 
dollar, and thus in relation to both European and Japanese curren- 
cies. And last October, the Nihon Keizai Shimbun reported that the 
Bank of Korea, the central bank, had shifted policy towards 


of what the market would accept. With the decline of the US 
economy, people were concerned whether the US dollar could 
and should still predominate. 

He believes the yen is already extremely attractive. Its avail- 
ability is unlimited, credit is easy to get and interest rates are low 
and so is domestic inflation. Eventually, the yen might become 
the most popular international currency. 

Only two main obstacles stand in the way of full inter- 
nationalisation, Kashiwagi says. The Tokyo money markets havı 
been completely revamped. But there are still no three-month Ja 
panese treasury bills (TBs) to create as large and as liquid a market 
as its equivalent in the US. Only six-month bills are currently av- 
ailable in Japan. How much would be needed? Maybe financing 
20% of the government deficit with three-month TBs would be a 
good idea. That would make it much more attractive to hold yen. 
The second point is that withholding tax on the interest paid on 
government debt would have to be removed. 

He opposes the regionalisation of Asian trade for the same 
reason that an Asian currency zone is a bad idea. Commerce will 
increase but it should remain open to the rest of the world. North 
America and the EC must not be given an excuse to become even 
more protectionist, he says. 

Kashiwagi, a former vice-finance minister for international af- 
fairs, visited Singapore in mid-May and found that people there 
shared his views on trade and finance. And another encouraging 
thing. Until now, foreign-exchange hoarders like Singapore and 
Taiwan have invested their reserves in the debt of industrial 
countries like the US and Japan. In future they will be trying to 
help their neighbours more, he says, and may even take 
part in the Philippines’ multilateral aid initiative. 

m Nigel Holloway 
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Mitsui O.S.K. Lines' Alligator container service spans 
oceans and crosses continents by ship, rail and truck. 

Our Alligators provide Asian shippers with fast and 
frequent sailings to the world's principal markets in the 
Americas, Europe, the Middle East and Oceania. 

For dependable delivery and experienced handling, you 
can count on Mitsui O.S.K. Lines’ globe-trotting “Alligators.” 
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“Look after this 
planet, it’s the only 
one we have? 


A personal message 
from HRH The Duke of Edinburgh 
WWE International President. 





Acid rain. The pollution of 
soils, lakes and rivers. The 
imminent extinction of species. 
The destruction of tropical forests. 
All these have been headline news 
for many years. 

But they're only the tip of an 
iceberg. Put them all together and 
add in the stories which never 
make the news, and you begin to 
see the hammering the world is 
taking from its huge and ever- 
growing human population. 

This hammering is cumulative. 
Every new case is added to the 
damage that has already been 
done, so that we are constantly 
accelerating the process of 
destruction. 


Our life-support system 


All life on earth is inter- 
connected, dependent upon the 
physical processes taking place in 
the atmosphere and the oceans. 

This natural system is our life- 
support system, and if we damage 
any part of it we are putting our 
Own survival at risk. 

The purpose of WWF - the 
World Wide Fund for Nature — and 
all the other nature conservation 
bodies, is to limit any further 
serious damage and to restore the 
balance between man and his 
natural environment. Please take 
an interest in the health of our 
planet, itis the only one we have. 


Write for further information to 
WWE International, CH-1196 
Gland, Switzerland. 





WWF 
World Wide Fund For Nature 





a dual linkage of the won with both the dollar and the yen. 


But these are only small steps towards currency cooperation in 
Asia. Yujiro Ban, a researcher at Tokai Bank, is one Japanese who 
has suggested such a zone. To begin with the four dragons (South 
Korea, Taiwan, Hongkong and Singapore) would start a common 
monetary system, because their levels of development are similar. 
Subsequently the other Asean members and Japan would join. This 
would require Japan to import much more from Asean to narrow the 
gap in income. 

It is ultimately up to the markets to decide whether the yen will 
be used more by Japan's neighbours. First, look at trade. The ratio of 
Japan's export transactions (by number) with East Asia executed in 
yen fell from 4776 in 1985 to 3676 two years later, though there ap- 
pears to have been a slight increase to 38% in April-August 1988. 

One reason for the decline, says the Bank of Tokyo, is that certain 
export categories, such as heavy equipment and ships, stagnated. 
Another is that the rise in the yen after 1985 made foreign importers 
reluctant to use the currency. 

Asia's use of the yen for Japan's exports is roughly the same as 
the world average. The EC and Africa are the two areas with a higher 
ratio of around 50%, while the US (Japan's biggest market) is only 
16%. By contrast, the share of imports to Japan from East Asia (by 

ue this time) denominated in yen increased sharply from 9% in 

6 to 1776 by mid-1988. The main reason for this was that Japan's 
overseas plants in the rest of Asia were sending more of their pro- 
duction back home. 

The growth of so-called reverse imports should boost the ratio of 
Japan's total purchases from abroad made in yen. There appear to be 
two obstacles. One is the tax treatment of any foreign-exchange loss- 





TRADE BLOCS 


To some in 
Japan, less 
is better 


Ņ reeping enthusiasm within the Japanese Government for 
some form of institutional framework to promote economic 

~A growth in the Western Pacific is not shared by Toshio 
Watanabe, a professor of economics at Tokyo Institute of Techno- 





logy. Watanabe says that establishing any kind of is deg trade or 


economic organisation would be dangerous 
because it would provoke protectionists in 
the US and lead to more Japan bashing. He 
also thinks it unnecessary. Watanabe as- 
cribes the region's remarkable growth over 
the past five years to the fact that it was one 
of the few areas of the world were free trade 
has been reality, not fiction. 

The region's role over the next five to 10 
years should be to melt the regional trade 
blocs being formed elsewhere (notably be- 
tween the US and Canada and within the 
EC) by demonstrating its superior economic 
dynamism. Actually, the melting process is 
already under way, Watanabe claims. This 
is apparent from the fact that the EC's trade 
with Japan has grown faster in each of the 
three years 1986-88 than trade between the 
EC's own members. In 1987 and 1 ! the 
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Hawke: regional plan. 


es. The other is the problem of "transfer pricing" — i.e., oid a 
different price for an item in one market than in other. 

What about yen-denominated loans? The share of worldwide 
cross-border lending by Japanese banks is growing, says the Bank 
for International Settlements (BIS), reaching 21% last year, just above 
that of British banks and double the share of US ones. The BIS re- 
ports that much of this new activity by the Japanese took place in the 
Western Pacific, due to rapid economic growth. Yen-denominated 
assets in Asia (excluding Indonesia) of banks reporting to Bis totalled 
US$18 billion at end-1988, against US$7 billion (at end-1988 ex- 
change rates) five years earlier. 

Worldwide cross-border claims in yen almost quadrupled to 
US$59 billion last year against 1983 — still small in relation to Japan's 
gross capital outflow of more than US$800 billion in the same period. 
Minoru Kobayashi, a managing director at the Industrial Bank of 
Japan, says that the Tokyo Government has not tried very hard to 
encourage yen-denominated commercial lending. Borrowers have 
been deterred by the rise in the yen and exporters from borrowing 
countries do not have enough incentives to price their goods to 
Japan in yen. 

Will the yen become internationalised? Kobayashi says that one 
important indication would come from asking the Overseas Chinese 
whether they believe they can trust the yen. Yes, they are investing 
in Japanese equities and real estate, but this is mainly hot money 
chasing short-term capital gains, he thinks. The Overseas Chinese 
and a government like Singapore's are trying to diversify their cur- 
rency settlements, he believes, but the yen seems to be less impor- 
tant than the Deutschemark. "People in Asia prefer globalisation 
rather than regionalisation" for currency systems, says Kobayashi. m 


same was also true of trade between the EC and the Asian newly in- 
dustrialised countries (NICs) (South Korea, Taiwan, Hongkong and 
Singapore). 

Watanabe says that forming trade blocs is the natural recourse of 
weak countries (hence, in his view the US-Canada trade agree- 
ment). The west Pacific might lose its competitive edge in future and 
be driven to follow the US and European examples, but Japan is 
leaning towards regionalism because it feels lonely. This is not a 
good reason to change the existing free-for-all system on which Asia 
has flourished. It could even be a bad reason, Watanabe thinks, be- 
cause any attempt by Japan to promote regionalism could highlight 
the stark contrasts between Japan's affluent economy and those of 
its neighbours and make the country more isolated. 

Australia possibly has more reason to feel lonely than Japan be- 
cause its dependence on exports of farm products makes it more vul- 
nerable to the discrimination built into the US-Canada Free Trade 
Agreement. But even the Australians probably have more to gain by 
leaving well alone than by trying to promote the formation of a re- 


gional economic institution (as Prime Minister Bob Hawke seems to 


be doing). 

Watanabe's confidence that Asia will 
continue to flourish by keeping things the 
way they are is not based on an absence of 
problems or threats to the region's growth. 
He expects the US to eliminate its budget 
deficit by 1995 at the latest and believes this 
can be achieved only at the cost of ending 
the country's role as the chief absorber of 
Asian exports. 

Given the enormous dependence of the 
NICs on exports to the US as a source of eco- 
nomic growth (77% in the case of Taiwan for 
1981-88) this can only cause severe shock to 
the region. However, Watanabe thinks that 
Japan and the NICs will themselves be able to 
take over the absorber role as the US fades 
out as a market. The fact that exports from 
the NICs to Japan and to each other grew 
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much faster in 1988 than exports to thel US proves this is 
happen, he says. - Hc 

Intra-region trade (which also indudes. Aséan) i is being stimu- 
lated by the rush to "out-source" products like consumer electronics 
in which Japan formerly maintained a rigid domestic self-sufficiency. 
Matsushita Electric, the leading Japanese maker of home electronics 
products, now produces its entire output of domestic air-condition- 
ing units in Malaysia from parts produced at other Matsushita fac- 
tories in Singapore and Thailand. The fashion for out-sourcing has 
been taken up by South Korea and Taiwan. This is one reason, 
Watanabe says, why the four Asian NICs taken together are now in- 
vesting more than Japan in countries like Indonesia and the Philip- 
pines. 

Watanabe says the boom in regional trade will enable the West 
Pacific region to overtake the EC as the world's biggest trading area 
by 1995, only three years after the final integration of the EC's own 
market. His answer to Japanese officials who say he is too optimistic 
is that optimism could be a safer course than retreating to the "block 
mentality" that some Japanese officials (and a good many more Aus- 
tralians) now seem to favour. u Charles Smith 





VEHICLES 


Tough tariffs 


push car 
makers offshore 


By Stella Danker in Tokyo 


he soaring yen from 1985 may have pushed many Japanese 

manufacturers to set up low-cost operations, but the coun- 

try’s car makers had already driven into the rest of Asia long 
before then. A relationship stretching back nearly 30 years has 
spawned a strong network in the Western Pacitic. 

Japan's car makers realised that they had to manufacture where 
they wanted to sell. High duties imposed on imported Japanese cars 
by Southeast Asian countries had priced the cars out of the reach of 
most consumers. 

The first plants set up by the Japanese were purely assembly  , 
erations. Japan exported completely knocked-down (CKD) kits con- 
taining at least 60% Japanese parts. These were put together in Asian 
workshops and the finished product sold to the local market. But 
these countries were not content with simple nuts ands bolts assem- 
bly, and wanted to develop their own vehicle industry. 

The next phase saw them introducing tariffs on Japanese kits, 
then steadily increasing these over the years. Thailand now slaps a 
300% tariff on CKD kits of 2.3 litre cars, and 112% on kits with under 
60% imported parts. Most countries have also been increasing the 
minimum portion of car parts that have to be locally procured. In 
Thailand, this has been raised from 25% in 1981 to a current 54%, 
while foreign car makers setting up shop in India for example would 
have to procure 95% of car parts locally after five years of the pant 2 
production. 

Such disincentives work wonders. Japanese exports of CKD kits, 
the largest portion of which end up in Asian countries, have fallen 
steadily. Last year, 597,240 CKD units left Japan, down from 771,656 
in 1984, according to the Japan Automobile Manufacturers Associa- 
tion JAMA). | 

This fed a demand in Southeast Asia for top-quality components 
and led to the establishment in the past 15 years of more than 100 Ja- 
panese outfits making car parts. In the same [ee technical assist- 
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ance was provided to 120 local manufacturers. Kurt Hahn, a vehicle 
analyst with Tokyo-based stockbroker UBS-Phillips and Drew, says 
that further expansion in the region "has been put on the back 
burner for the time being" while car makers shift into gear in Europe 
and the US — Europe because the Japanese want to ensure access to 
the EC, and the US because it is the largest market. The US alone ab- 
sorbs just under half of all Japanese car exports. As Hiroyuki 
Nakamura, manager of JAMA's Overseas Trade Department, puts it: 
"We want to produce cars everywhere there's a market to sell our 
cars. And the Asian market is limited." 

Hahn sees another problem in greater cooperation between 
Japan and the Western Pacific. "Basically no one trusts Japan and 
they still have clear memories of what happened in the last 40 years. 
Japan is much too powerful and the others are much too fearful." 

An official from Japan's Ministry of International Trade and In- 
dustry (Miti) vehicle division tells it differently. He reckons that 
Japan's car makers have done all they can in the region. Greater Ja- 
panese involvement would require what he calls “motorisation” — 
the ability of the region to buy more cars. Taiwan and South Korea 
have motorisation appeal, but China does not. Japan's car makers 
are casting covetous eyes on South Korea's and Taiwan's quickly ex- 
panding motor industries. 

South Korea's car makers especially have worked their way to a 
respectable share of the US market. The industry has been expand- 
ing at an annual average rate of 30%, rising from No. 21 on the global 





car production league table 10 years ago to 11th place in 1986. Most 
of South Korea's production is for export. 


apan's car makers say: if you can't lick them, joint them. South 
Korea's top three makers all have links with Japan — Mitsubishi 
Motors Corp. has a 776 stake in South Korea's No. 1, Hyundai; 
azda an 8% stake in No. 2, Kia, while Isuzu and Nissan have tech- 
nical assistance links with No. 3, Daewoo. Nissan also has a 
technological tie-up and a 25% stake in Taiwan’s largest car maker, 
Yue Loong. 

With such links, Mitsubishi became the first Japanese car com- 
pany to sell a non-Japanese Asian car through its domestic dealer 
network, shipping 150 Hyundai Excel passenger cars into Japan last 
year. Its US sales subsidiary is also now marketing the car. China 
would love to join the action, and has invited Japanese investment. 
But car makers are not biting, unconvinced of China’s political stabil- 
ity and commitment to open up to business. Dealings with China 
have so far consisted of technical assistance, with no capital invest- 
ment. For example, Toyota Motor Corp. and Toyota Tsusho Corp. 
recently agreed to help train Chinese car maker, Shenyang Co., to 
produce its Hiace model. 
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Car making, Japan; South Korean competitor: jostling for market share. 
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The people who are interested in China are those who feel they 
can sell to the Chinese, like Honda Motor Co., but even then the 
company is not putting in any money. Shigeaki Kato of Honda's 
public relations divison, calls it a “manufacturing collaboration" — 
an arrangement which has pleased the company. 

Honda's first such contract was in December 1981 for the 
Chinese-owned Koryo to produce a yearly 80,000 small motorcycles. 
Honda extended the seven year contract for a similar length this 
year. At the same time, it has made two other similar “collabora- 
tions.” Together they should add another 70,000 small two-wheelers 
a year — all for the local market. 

Elsewhere, the next phase in the development of the Western 
Pacific’s car network will be in the interlocking of supplies for pro- 
duction, and perhaps distribution says Yukio Yoshida, vice-general 
manager of Mitsubishi Motor's office of international business. This 
is already happening to a small extent. 

Whether this takes off could depend on the results of the Asean 
Economic Ministerial Meeting held in Thailand last October, which 
proposed a scheme called "Brand to Brand Complementation in the 
Automotive Industry" of the region. This would make it cheaper for 
car parts from one Asean country to go to a car manufacturer in 
another. There are still conflicts, and some countries are less keen 
than others to encourage the scheme. 

It is an arrangement which Mitsubishi Motor can easily exp 
The company has the most extensive span in the region among the 
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Japanese, with operations in the Philippines, Indonesia, Thailand, 
Malaysia, India, Taiwan, South Korea, Australia, New Zealand, 
India, Bangladesh and China. Mitsubishi Motor and the Mitsubishi 
Group also share a 30% stake in Malaysia's government-backed Pro- 
ton Saga. 

The links between them are becoming more intertwined. For 
example, the Australian plant supplies cylinder heads to Mitsubishi 
Motor in Japan and will soon also supply the Thai factory. Hyundai, 
which used to import low-cost transmissions from the Philippines, 
has since started its own operation and supplies the Thai, Taiwanese 
and Japanese outfits of Mitsubishi Motor. 

While some of this is also happening between Honda's West- 
ern Pacific operations, the company sees further regional co- 
operation including research and development (R&D). Honda 
has a separate R&D company in Singapore which it sees servic- 
ing the region. 

Nissan has R&D facilities in the US and Britain and is consider- 
ing one for the rest of Asia, too. A company spokesman says: 
"International competitiveness is required for the whole reg- 
ion. It's the key to promoting more exchange between the coun- 
tries." m 
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POLITICS 


Strong in one 
way, weak 
in another 


By Nigel Holloway in Tokyo 
T he good thing about regional economic ties in East Asia is that they 








have thickened and tightened without anybody creating a bureau- 

cracy to promote them. If it ain't broke, don't fix it. But there comes a 
time when even politicians need to become involved in the process. The prob- 
lem with East Asia's economic success is that the more trade there is, the 
pn the possibility of friction. 

The absence of a supranational guiding hand has not come about by acci- 
dent. The difficulty in setting up any form of Asian economic grouping is that 
Japan would have to play the leading role. And nobody wants that, least ofall, 
it seems, the Japanese. The economic leviathan is a political pygmy. And this 


inversion affects every aspect of integration — political, economic, financial, 
military. 

The imbalance between Japan's economic might and its political weakness 
could become so awkward that the edifice may eventually topple over. That 
time is approaching, if the views of the Japanese interviewed for this article are 
oh sie to go by. Tokyoites were asked to discuss the extent to which Japan’s 

— and its neighbours’ distrust — may hinder its leadership 
^ the region. Their views were remarkably divergent, but both opin- 





‘lo you, 
it’s 
the great 
unknown. 
‘lo us, 
it’s 
home. 
eet ze 


ions seem to agree that Asian primacy for Japan is still a long way off. 

Opinions crystallised around two extremes — one of bleakness, the other 
optimism. First, to distil the pessimistic view: 

The Japanese are still weighed down with the debt of history. We 
can never seem to repay what we owe. Attitudes have hardly 
changed at all since 1945. Some Asian countries use the historical 
debt to extract things from Japan, like aid or investments. China 
tends to turn its criticism of Japan on and off like a tap. 

But the Japanese themselves are just as bad, because they have a 
profoundly ambivalent attitude towards the war in Asia. They feel 
guilt for the atrocities committed against other Asians. Yet they 
plead not guilty to what was done to the Western powers. We were 
conducting an Imperial game in Asia no different from that of Bri- 
tain, the US, the Netherlands, Germany and France. 

Japan was not “cleansed” by the US occupying forces after the 
war. The Emperor was kept on the throne; even war criminals were 
allowed out of jail to form the kernel of the governing party. When 
Emperor Hirohito died last January, there was no soul-searching, 
because of this unchanged ambiguous war attitude and for fear of 
opening a Pandora's box. Who knows where such a debate could 
have led? Even the US-Japan Security Treaty would not have been 
safe from scrutiny. 

Beneath these mixed feelings is a superiority complex tow 
the rest of Asia. The gunboat diplomacy conducted against China 
the mid-19th century showed that Japan would have no choice but 
to learn from the West, a result of which is a contempt towards 
Japan's neighbours. The great danger is that many leading Japanese 
are coming to the stage when they think they have nothing more to 
learn from the West, either. 

Maybe we need another “war,” this time a political, rather than a 
military, one to give us another shock. Otherwise we'll never learn. 
We have to come to terms with ourselves before we can do the same 
with our neighbours. 
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urners for Hirohito: no looking back. 


According to this thesis, the inability to reconcile political relationships 
with Japan's massive and growing economic power will lead to tremendous 
international upheaval. One of the assumptions here is that Japan is a "special 
case." It just does not behave like "normal" countries and so should be dealt 
with commensurately. By contrast, the optimistic Japanese view sees the 
country as essentially little different from any other. 

Before the war, the Japanese wanted to lead a better life by 
exploiting other Asians. Every Japanese is guilty of this, not just the 
military. The lesson of that conflict was that the earlier course was 
prohibitively expensive in lives and money. Since then, we have 
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this worldwide network. And 


markets. 


found that Japan can do very nicely by becoming a nation of mer- 
chants and clerks. 

There are two points to conclude about this switch from 
militarism to pacifism. If some post-war Japanese like to appear as 
great moralisers who have seen the light, they have no qualifications 
to do so, because everybody was guilty for what Japan did. Second, 
Asia's suspicion that Japanese militarism is only just below the sur- 
face is unfounded, since pacifism is an incomparably easier way to 
gain a better life. 


were lucky, we could attain the position of second or third- 

strongest economy in the world. This frustration, the belief 
that we could do only 70% as well as the whites, enabled the 
militarist-minded to survive in Japan. But since then we have 
progressed beyond our wildest dreams. The pacifist course we 
took has proven triumphantly correct. The number who want a 
much more strongly armed Japan now form, at most, only 1% of the 
population. 

People like [Singapore Prime Minister] Lee Kuan Yew, who warn 
of a military resurgence in Japan if Western protectionism takes 
hold, are not wrong, but they are exaggerating the possibility. If 
Japan is totally excluded from European and US markets, then 
militarism is possible, but that extreme form of protectionism is 
highly remote. 

Take the Japanese attitude to “Japan-bashing.” We can take it, be- 
cause our own government lied to us. They warned that yen revalu- 
ation would make our firms bankrupt, but it turned out to be a bless- 
ing to the consumers, taxpayers and voters of Japan. The US is a bet- 
ter political opposition for the ruling Liberal Democrats than the 
domestic parties. 

When we organise seminars in Japan for Asian academics, our 
worried visitors are always asking us to “do something" about West- 


B efore the two oil shocks of the 1970s, we thought that, if we 
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ern protectionism, to establish a regional economic block. We simply 
reply: “Do nothing. Keep growing.” By forming our own economic 
community, we would not be able to punish the Europeans or the 
Americans. We Asians are all too dependent on them and they 
know that we cannot form a convincing group because of our past 
history. So the costs of doing so would far outweigh the benefits. 
What our Asian neighbours really want is for Japan to open up its 
market. But this will happen, as long as we continue to be “bashed” 
by foreigners into allowing market forces to work in Japan. Since the 
whole region is doing pretty well as it is now and since we all lack the 
inner motivation to group together, why do we have to do more? 





POLICIES 


So near... 
and yet 
so far 


() ne of the biggest obstacles to the formulation of a clear Japan- 





ese policy line on how to improve or develop relations with 

the East Asian region is embarrassment, stemming ostensi- 
bly from the history of the relationship. Keitaro Hasegawa, an 
economist who has written more than 60 books on Japanese busi- 
ness practices, is an exception to the general Japanese pattern of in- 
hibition. 

In Sayonara Asia, a deliberately provocative book published in 
1985, Hasegawa said that Japan and its neighbours were about as far 
apart as the 45-storey Kasumigaseki building (Tokyo's first sky- 
scraper) and Yumenoshima (dream island) a man-made island in 
Tokyo Bay which was formed by dumping the capital's garbage. 
Hasegawa says the comparison still holds true — except for a “small 
red-brick building labelled South Korea" which he imagines as being 
located a few hundred metres northwest 
of the Kasumigaseki building. 

Hasegawa's drastic views on the 
Japan-Asia relationship stress politics as 
much as economics: he sees Japan as the 
only nation in the region which can 
guarantee freedom to its citizens (with 
the possible, recent, exception of South 
Korea). But his main interest is the mas- 
sive gap in economic power which he 
claims has opened up since yen revalua- 
tion boosted the value of Japan's GNP 
against that of neighbouring countries. 

Hasegawa claims Japan is leaving 
Asia further behind, as the strength of 
the currency and the absence of internal 
inflation stimulate its companies to- 
wards greater innovation. This will con- 
tinue over the next decade as Japan re- 
tains a virtually inflation-free economy 
and big Japanese companies spend 
more and more heavily on research and 
development. 

A measure of the newly indus- 
trialised countries (NICs) failure to keep {i 
up is the apparent failure of South Ko- Wi : 
rean and Taiwanese efforts to penetrate Mi INN 
Japan's market for consumer goods, 
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Hasegawa: obstacles ahead. | 





We held a meeting in Bangkok last February with representatives 
from Asean. As usual, the Singaporeans took it upon themselves to 
act as devil's advocate. One of them said that since the US military 
presence in the West Pacific will decline, shouldn't we all prepare for 
Japan to take a bigger military role in the region? The Japanese repre- 
sentative immediately replied that his country would never take 
such a step. 

But the interesting thing was the reaction of people from the rest 
of Asean. There was no violent antagonism towards the idea. It was 
much more pragmatic, that this was indeed a point worth consider- 
ing on its merits. " 


after a short-lived sales boom petered out early in 1989. The taste for 
NICS' products died away, Hasegawa says, when consumers dis- 
covered problems with after-sales service and reliability. More im- 
portant, Japanese companies were quick to come up with simple, 
one-function products that mimicked the best offerings from Taiwan 
and South Korea. 

Hasegawa admits that the NICs have exported successfully to the 
US, but offers another humiliating comparison to explain this. South 
Korea and Taiwan, he says are like the cormorants which Japan 
fishermen use to catch fish in the Nagara river in Gifu, a mount: 
ous prefecture in central Honshu. Japan is the fisherman holding tne 
line tied around the cormorant's neck: in other words, Japanese 
companies are the providers of most of the materials and know-how 
that support the NICs' export efforts, as well as the final beneficiaries. 
Hasegawa says he has told friends in South Korea that other coun- 
tries may be queueing up for the role of cormorant. The next candi- 
date for the role, he thinks, could be China. 

Hasegawa disagrees with the widely held view that the US may 
be about to pull the carpet out from under Japan's prosperity by 
limiting its imports. The US market is "in a sense" more open than 
Japan's he concedes, and US businessmen and trade officials know 
that interdependence between the two countries has gone too far for 
a "real" trade war to be possible. 

The US, however, could still clamp down on imports from the 
rest of Asia without damaging its domestic industry. This is another 
reason why the economic gap between Japan and the region will 
widen further. Closer economic integration between the two sides 
will not solve the problem, at least until something is done to adjust 
the "balance of disadvantage" suffered 
by the region. 

The conclusion is that Japan has to do 
something to help its neighbours, p: 
ably by setting up an institution (ot . . 
stitutions) to channel Japanese economic 
and business know-how to the region. 
Until Asian countries such as the Philip- 
pines are educated to understand the Ja- 
panese "system," Japanese aid will 
largely be wasted, Hasegawa thinks. To 
get the education process going, Japan 
probably needs to create "some kind of 
slogan about a regional economic deve- 
lopment zone," but this could be dif- 
ficult, given Asian memories of the pre- 
war Greater East Asian Co-prosperity 
Sphere. 

Hasegawa admits that he may be 
open to charges of arrogance but says his 
views are shared by many of the senior 
Liberal Democratic Party politicians with 
whom he has close contacts. What he 
does not claim is that when Japan finally 
comes up with a formula encapsulating 
its policy towards the region, Hasegawa 
will be the man to sell the idea to neigh- 
bouring countries. Charles Smith 


wer he. 
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Disappearing world 


Soul of the Tiger: Searching for Nature’s 


Answers in Exotic Southeast Asia by 
Jeffrey A. McNeely and Paul Spencer Wachtel. 
Doubleday, New York. US$19.95. To be 
published in Hongkong by the Guide Book Co. 


In these days of flood, famine, and other 


disastrous side-effects of man’s inhumanity 
to his environment, conservationists are 
continually searching for effective ways of 
turning the human race from the path of 
self-destruction. This timely and ambitious 
book brings into focus the ancient relation- 
ship between man and his surroundings in 
an attempt to halt our ruthless. exploitation 
of the planet’s natural resources. 

There can be no doubt that recently, in 
historical terms, homo sapiens has become 
too smart and too greedy for his own good. 
As the authors point out: “Four stages of 
human development have increasingly 
affected the natural world: control of fire, 
domestication of animals, irrigation, and 
development of the world marketplace.” 

To substantiate their thesis they have 
scoured Southeast Asia for examples of our 
use and abuse of natural resources. For 
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Elephant rodeo in Thailand. 


instance, the control of water can be more 
dangerous than beneficial, they claim, citing 
by way of illustration the rise and fall 
of the Khmer civilisation which created 
Angkor. A sophisticated irrigation scheme 
led to prosperity and population in- 
creases, requiring more timber for grandiose 
buildings, resulting in deforestation, floods, 
and ultimately the collapse of the kingdom. 


T 


But the bulk of the book is devoted to 
man's relationships with animals, both wild 
and domestic, and the consequent 
protection or destruction of species. The 
region’s religions, taboos, rituals, myths, 
legends, and business practices are all 
subjected to exhaustive scrutiny. 

The many customs described may 
demonstrate simple common sense or be 
outright bizarre. The Kelabit tribe in Borneo, 
for example, relies with complete logic on 
the arrival of certain migrant birds to tell 
them when to plant their crops. At the other 
extreme, in an annual ceremony on Mount 
Popa in Burma, a woman risks her life to 
ensure abundant monsoon rains. Clad in a 
loose robe, she incites a king cobra to strike 
at her repeatedly, until its supply of lethal 
venom has been exhausted by biting only 
the thick cloth of her garment. 

The way in which many of these tales 
of weird and wonderful beliefs < ` 
ceremonies are brought to life through 
authors’ personal experience and involve- 
ment is particularly telling. Not surprisingly 
many episodes resulted from their friend- 
ship with Dr Boonsong Lekagul, whose 
work has been an inspiration of conserva- 
tionists far beyond his native Thailand. 

The symbiotic relationships between 
people and animals are sometimes 
bewildering in their richness and diversity, 
so the organisation of material obviously 
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presented difficulties. There is a good deal of 
jumping around between subjects, perhaps 
a result of blending information from two 
sources. Magazine-style summaries are 
injected periodically, with each point 
marked by a dot in the margin, but these 
interrupt the already slightly jerky flow of 
the main narrative, and are repetitious. 
Sometimes attempts to make serious points 
light-heartedly also backfire and appear 
merely frivolous. But these are relatively 
minor faults. The message of the book is 
clear, and of overwhelming importance if 
we are to survive. 

The catalogue of the abuse to which we 
are subjecting planet Earth gives little cause 
for optimism. It is depressingly easy to agree 
with the prophets of doom, be they 
scientists, or philosophers like Dr Karan 
Singh, former maharajah of Kashmir. He 
told the authors that we are experiencing the 

t of four ages of a 4.3 billion-year cycle 

scribed in an ancient text. If the Hindu 
sages were right, then the end may indeed 
be close, as geologists believe the Earth to be 
approximately 4.3 billion years old. 

We are obviously dependent on our 
environment and must spare no effort to 
coexist with the myriad organisms that 
share it. Learning from the "primitive" 
customs and beliefs laid bare in this fas- 
cinating study could well be our best hope 
of delaying the inevitable. m Sue Earle 
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Brought to book 


Hirohito: Behind the Myth by Edward 
Behr. Hamish Hamilton, London. £15.95 
(US$25.50). 


Perhaps the Fates have had the last laugh 
on Hirohito: they seem to have decreed that 
he will never have an impartial biographer. 
But then few men have inspired such un- 
qualified extremes of reverence and revul- 
sion as Japan’s late emperor. 

Edward Behr's avowed intention is to 
“restore the balance” distorted by too many 
Hirohito apologists who have helped propa- 
gate the “myth” of a peace-loving “puppet” 
emperor duped by his war-mongering 
ministers. Behr claims he does not have “an 
axe to grind,” but the book necessarily 
centres on exposing both Hirohito's war role 
and the subsequent creation of a sanitised 
post-war image of him. 

The earlier of the book's 26 chapters re- 
veal an unpromising and somewhat carping 
urgency in Behr's tone, as when he claims 
that “nowadays, any hint that Emperor 
Hirohito may deserve a portion of the blame 
for the events that led to Pearl Harbor and 
tens of millions of Western and Asian deaths 
is regarded as unwarrantable." Recent opin- 
ion polls show that the majority of Japanese 
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regard Hirohito as at least partially responsi- 
ble for the conduct of the war. 

Behr says Hirohito's offer to Gen. Doug- 
las MacArthur to accept sole responsibility 
for the war “was, of course, an empty ges- 
ture," since he knew MacArthur was "on 
the whole against his indictment as a war 
criminal," and that MacArthur "knew that 
the Emperor knew that he knew this." We 
are not told how so much knowledge pass- 
ed between these two men before they had 
even met. As Behr himself states, the US 
Congress resolution declaring “it is the po- 
licy of the United States that Emperor 
Hirohito of Japan be tried as a war criminal" 
was issued in September 1945, only a few 
weeks before their meeting. How could he 
not know of this? 

The 12-year-old Hirohito's remark on 
hearing of the death of his early father-fig- 
ure, Gen. Maresuko Nogi, that "Japan has 
suffered a regrettable loss" was probably no 
more than acquired aristocratic understate- 
ment, but it becomes, for Behr, "frightening 
composure." Brought up in a court environ- 
ment of debauchery and decadence, 
Hirohito himself became teetotal and had no 
truck with prostitutes. Even this is given a 
negative gloss: Hirohito is described as “an 
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uxorious, primly monogamous husband" 
for being merely faithful to his wife. 

As Behr gets into his stride, however, the 
strain of unconvincing assertion gradually 
gives way to one of persuasive revelation. 
His two key sources — the diaries of former 
Lord Privy Seal Koichi Kido, hitherto only 
selectively quoted and never published in 
English, and the Sugiyama Memorandum, 
a record of top-level meetings by Army 
Chief of Staff Gen. Hajime Sugiyama — are 
revealing of Hirohito's awareness of, and 
complicity in, a series of major military and 
political incidents: the invasion of China, the 
assassination of the Manchurian leader 
Zhang Zuolin, the attack on Pearl Harbor, 
the mass civilian suicides in Saipan (the re- 
sult of an "ambiguous Imperial message"). 

More damaging to the Hirohito “myth” 
is his response to incidents in which the de- 
gree of his prior knowledge and involve- 
ment are genuinely in doubt, but when he 
could have used his undoubted authority to 
demonstrate the humane qualities his 
apologists insist were so frustrated by con- 
niving generals. As Behr admits, he “re- 
ceived disastrously wrong advice from 
many of those around him," but this hardly 
explains why he never ordered an investiga- 
tion into the Bataan "Death March," com- 
muted five death sentences on the eight cap- 
tured US airmen of the “Doolittle” raid but 
not the other three, and took no significant 








action against the perpetrators of the "Rape 
of Nanking." 

Nor did he do anything to investigate 
"Unit 731," the setting up of which he had 
officially approved, whether or not he was 
kept informed of its atrocities. He actually 
awarded its head, the loathsome Gen. Shiro 
Ishii, with the Order of the Rising Sun 
(MacArthur is no less loathsome for grant- 
ing amnesty to the butchers in this unit in re- 
turn for their bacteriological "knowledge"). 

Behr is really giving Hirohito the trial he 
managed to avoid (also courtesy of MacAr- 
thur), and the cumulative effect of his de- 
tailed examination is undeniable. 

From Behr's account pre-war Japan was 
a depressing affair, a land of fanatical bully- 
boy politicians, a poverty-stricken peasan- 
try, a weak-kneed judiciary granting le- 
niency to “patriotically motivated” assas- 
sins, and a hysterically nationalistic press. 

What emerges is a picture of a nation 
stifled by its own ethical nullity. “In wartime 
we were all deaf mutes,” says film director 
Akiro Kurosawa, but this was true of 
peacetime too — a blinkered, passive 
populace under blinkered, xenophobic lead- 
ers (some top officials were unable to accept 
the fact of defeat even after two atomic 
bombs, notably the ridiculous fanatic war 
minister Korechika Anami; and even 
Hirohito’s surrender speech to the nation 
failed to mention either the word “surren- 





der” or “defeat,” though he did manage to 
refer to “the imperishableness of [Japan's] 
divine land"). 

What Behr says of Kido is equally appli- 
cable to Hirohito: "He was not so convinced 
about the rights and wrongs of any policy as 
with the risks accompanying it," an observa- 
tion with lamentable resonances given all 
the current hot air in Japan about “political 
ethics." 

Behrs dosing chapters highlight US 
complicity in letting Hirohito off the hook 
and setting in motion the gentle marine 
biologist image of him on which Japan feeds 
its new generations, and end with a brief but 
pertinent swipe at Japan's infatuation with 
its self-professed "uniqueness." 

Behr's is an important book and one 
comes away from it with a general feeling 
that as aman Hirohito, though far from good, 
was not wholly bad. As an emperor during 
the war he was too often indecisive, ineff 
tual, and inconsiderate. Had he been bor 
commoner he would probably have made a 
diligent, if unremarkable, “salaryman.” 

But ultimately it is less important that tor- 
eigners argue about Hirohito than that the 
Japanese do. Given the inordinate influence 
of the Japanese Education Ministry and the 
convenient timidity of Japanese publishing 
houses in fields like this, there are grounds 
for pessimism about the book appearing in 
Japanese. B Anthony Head 
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You probably picture Hyundai as a maker of affordable, high- 
quality cars. 


That picture's not wrong. Just incomplete. 


Those who work with advanced computers, ships and nuclear 
power plants have a better idea of our scope. 


In fact, you'll find the Hyundai name behind sophisticated 
engineering projects, petrochemicals, robotics, and satellite 
communication systems, among other exciting and diverse 
industries. 


Which is why, in Korea, Hyundai has become a symbol of our 
nation's economic progress. 


So by all means, remember our cars. But don't forget the big 


AHYUNDAI 


K.P O. Box 92 Seoul, Korea 
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See Hyundai? 


Risk control for businesses that bruise easily. 


When you ship $1.2 billion worth of 
bananas worldwide, a small flip in currency 
exchange rates can make a big difference in profits. 

Chiquita, like a lot and companies, 
gets a good grip on those risks with options on 
currency futures at the Chicago Mercantile 
Exchange. Hedging Deutschemarks, Pound 
Sterling and Yen, Chiquita has successfully 
guarded against financial bruising for years. 

The CME lists both futures and options 
on Yen, Deutschemarks, Swiss Francs, Pound 
Sterling and Australian and Canadian dollars. 

Eighty percent of all exchange-traded 
currency worldwide is traded at the CME. So 
Chiquita finds it easy to slip in and out of 
currency options quickly. And when the 
GLOBEX" electronic trading system comes 
on-line, it will be possible to trade CME 
currency futures and options 
just about 24 hours à 
a day. 
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ECONOMIC 


The US names its Super 301 ‘unfair’ traders 


Bark worse than bite 


By Nayan Chanda in Washington 


fter an intense debate within the US 
administration on the merits of 
branding countries as unfair trad- 
ers, President George Bush chose 
to placate congress and antagonise trading 
partners by naming Japan, India and Brazil 
as the top offenders. But the timing in the 
case of the two Asian countries appeared in- 
^"eropriate as each of their governments 

s an election, making a strong political 
1caction to the move inevitable. 

Notable exceptions from the list issued 
on 25 May were South Korea and Taiwan 
which had made last-minute concessions to 
US demands for market-opening measures, 
leading some observers to suggest that the 
threat of being placed under the spotlight 
was likely to prove more effective than the 
actual act of being named. 

In a bid to restrict the range of countries 
with which the US has formally placed itself 
in conflict, Bush only issued warnings to 
countries allegedly violating US intellectual 
property rights instead of targeting any for 
immediate negotiations. 

The unfair trader designations were is- 
sued under the Super 301 provision of the 
Omnibus Trade Act of 1988, under which 
the administration was required by 30 May 
to identify the trade barriers most harmful to 
US exporters. The administration is also re- 

` ed to name countries engaging in sys- 

atic violation of US copyright and pa- 
tents. Following the publication of the list 
the administration has 12-18 months to 
negotiate the removal of the barriers. If the 
talks are unsuccessful, the administration 
can levy tariffs of up to 100% on selected im- 
ports from an offending country. 

US Trade Representative (USTR) Carla 
Hills said the administration had found 
Japan, Brazil and India maintaining a pat- 
tern of unfair trade barriers which are harm- 
ful to US exporters. Japan was cited for its re- 
fusal to buy US commercial satellites, super- 
computers and its barriers to American 
lumber. India was named for restricting for- 
eign investment and the operation of for- 
eign-based insurance companies; Brazil for 
its import licensing practices. 

Washington alleged that because of 
Japan's policy of prohibiting the purchase of 
foreign satellites if they interfere with "indi- 
genous development objectives," US satel- 
lite manufacturers are effectively shut out of 
the Japanese market. Stringent Japanese re- 
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Japan thinks the US law is unfair and 
India thinks it unjustified: 100. 


quirements have also been blamed for the 
exclusion of US wood products from Japan. 

Although recently Japan announced 
plans to buy eight US-made supercomput- 
ers within three years, the administration 
charged that through a variety of barriers 
Japan had “thwarted the open procurement 
process” of supercomputers, which both the 
US and Japan see as key products in the hi- 
tech market. 

While the administration abstained from 
naming Japan as practising widespread un- 
fair trade, it set up a special committee in- 
volving the secretaries of state and treasury 
and the USTR to propose talks with Japan on 
a range of alleged Japanese barriers such as 
bid rigging, market allocation and exclusion 
of foreign competition. 

In a bid to avoid antagonising a large 
number of trade partners simultaneously, 
the administration refrained from naming 
priority countries violating intellectual prop- 
erty rights. Instead, it has adopted a 
graduated approach. The administration 
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put eight countries, including India, China, 
South Korea, Taiwan and Thailand, on a 
“watch list” because of their claimed failure 
to protect US patents and copyrights. If 
these countries do not settle the outstand- 
ing problems by 1 November they will 
be cited as “priority countries” open to 
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possible retaliation within 21 months. 

Seventeen others, including Indonesia, 
Japan, Malaysia, Pakistan, and the Philip- 
pines, were cited for “special attention” on 
the issue and their progress will be reviewed 
by the administration through negotiation 
by 1 November. 

Congressional frustration over the mas- 
sive US trade deficit has led to implementa- 
tion of the Super 301 provision, mainly to 
ease protectionist sentiment. The bill was in- 
troduced after an unsuccessful attempt by 
Congressman Richard Gephardt to intro- 
duce an amendment requiring identification 
of countries incurring “excessive and un- 
warranted” trade surpluses and calling for 
mandatory annual surplus reduction of 
10%. While abandoning its arbitrary criter- 
ion and retaliation, the Super 301 retains the 
wholesale approach of the Gephardt 
amendment. 

Judging by the flurry of trade negotiation 
and concessions made by some of the US’ 
trade partners in the run-up to the release of 
Super 301 list, the provision can be said to 
have achieved part of its objective. The Ja- 
panese announced plans to buy US super- 
computers. After tough negotiating sessions 
with the USTR, a South Korean delegation 
made concessions by lowering quotas on a 
number of agricultural products. Although 
at the end of the negotiation Hills said that 
“numerous products of interest to US ex- 
porters remain restricted or banned," South 
Korea was spared from being put on the list. 


aiwan, which also has been 
spared, has promised Washington 
to reduce its bilateral trade surplus 
by at least 10% a year between 1989 
and 1992 and to cut import tariffs to an aver- 
age 3.5% in 1992 from last year's 5.7%. 

In the months preceding the deadline, 
trade officials and lobbyists of various coun- 
tries have pressed the administration 
against putting them on the list while the 
congress has given repeated warnings to the 
administration to fulfil its mandate. 

Not surprisingly, the task of naming the 
unfair traders triggered an intense debate, 
with US officials involved in trade strongly 
urging naming Japan and other officiais in- 
volved in macro-economic or security issues 
opposing the move. 

Administration sources said that Hills, 
Commerce Secretary Robert Mosbacher and 
Agriculture Secretary Clayton Yeutter have 
favoured going ahead with the Super 301 
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list. They have forcefully argued that putting 
countries on the list was essential not only to 
signal that the US was serious about taking 
retaliatory action, but also to assure an in- 
creasingly frustrated and impatient congress 
that the administration was serious about 
fulfilling its mandate. 

However, presidential economic adviser 
Michael Boskin, director of the Office of 
Budget and Management Richard Darman, 
Defence Secretary Richard Cheney and Sec- 
retary of State James Baker had cautioned 
against naming countries such as Japan as 
unfair traders and damaging broader rela- 
tions. Boskin even took the debate public, 
saying that retaliation against US trading 
partners could spark a trade war. 

In the end Bush leaned towards tough 
action to satisfy congress. Although he has 
been unable to address effectively the issue 
of the budget deficit, there is awareness that 
without a range of other measures, Super 
301 will not go far in resolving US trade 
problems. 

Hills reminded congress that removal of 
foreign barriers alone “will not erase the 
trade deficit, that the trade deficit is a pro- 
duct of broader economic factors, the rate of 
savings, the rate of spending, taxes, interest 
and the like.” 

There is also considerable doubt how ef- 
fective even the naming of priority countries 
will be in bringing rapid solution. Under 
the law, the US will have until 30 November 
1990 to enter into some agreement with a 
named country. Over the next three years, 
that country can either open up or pay repa- 
rations according to whatever agreement is 
negotiated by 30 November 1990. 

“So, as a practical matter,” Sen. Max 
Baucus pointed out, “we have one, two, 
three, close to four or five years by the end of 
the three-year period within which the US 
and a priority country can, pursuant to an 
agreement, work out the differences.” But 
others disagree. “If no progress is made in 
the first year it would be obvious,” says Will- 
iam Archey, International Vice-President of 
the American Chamber of Commerce, “and 
the administration will be obliged to act 
sooner than mandated by the law.” 


Nigel Holloway writes from Tokyo: Japan's 
public reaction to being cited by the US as an 
“unfair” trader was nasty, brutish and short- 
tempered. Foreign Minister Sousuke Uno 
said the US itself was unfair in making a un- 
ilateral decision on trade because Washing- 
ton imposes a “considerable” number of im- 
port restrictions. But private comments from 
officials have been more moderate. The 
Ministry of International Trade and Industry 
(Miti) said flatly that it will refuse to engage 
in bilateral negotiations with Washington as 
required under the Super 301 provisions. In 
contrast, the Foreign Ministry indicated that 
Japan might be prepared to hold talks with 
the US, but not under conditions imposed 
by Washington. 
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Although Japan expected to be included 
on the list, the US action is likely to produce 
a strong backlash in the country. The mea- 
sure is regarded as symbolic, pregnant with 
political conflict but economically barren. 
Sources argue that Super 301 is expected to 
make only the slightest difference to the bila- 
teral trade imbalance, now running in 
Japan’s favour at an annual rate of US$55 bil- 
lion. 


he Japanese resent being singled 

out as an "unfair" trading partner. 

Most people believe India and 

Brazil were tagged onto the list to 
avoid precisely this impression, after South 
Korea and Taiwan managed to side-step the 
issue by making last-minute trade conces- 
sions to the US. The Japanese do not under- 
stand what being “unfair” to the US means 
and no senior figure in Tokyo is bothering to 
help define it for them. 

The Japanese Government's official reac- 
tion to the finger pointing was sharply nega- 
tive, in part to convey the message that its 
disarray over the Recruit scandal would not 
weaken its resolve to stand up to the US 
over trade. Japan's room for concessions is 
extremely limited, analysts say. The popu- 
larity of the ruling Liberal Democratic Party 
has sunk to an all-time low in the opinion 
polls, in part because of previous decisions 
to open Japanese markets to foreign com- 
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Uno: counter-charges. 


petition. Elections to the upper house are due 
by August and a general election may come 
some time this year. 

The Japanese counter-offensive began at 
a ministerial meeting on 31 May of members 
of the OECD in Paris, where Uno and the 
Minister of International Trade and Indus- 
try, Hiroshi Mitsuzuka, sought to win sup- 
port from other members who are alarmed 
by the shift towards trade unilateralism by 
the US. Miti has indicated that it would be 
prepared to start wide-ranging discussions 
with the US about Japan's economic struc- 
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ture, as long as these had nothing to do with 
the Super 301 provision and if the US prob- 
lems of low savings and poor productivity 
were also included. 

Washington's choice of targets — super- 
computers, satellites and forest products — 
was met with reactions ranging from puz- 
zlement to anger. The chairman of the Japan 
Electronic Industry Development Associa- 
tion said Japanese supercomputer makers 
held only 2% of the US market, while US 
firms had a 15% share in Japan. The manag- 
ing director of Mitsubishi Electric point- 
ed out that US companies already had a 
50% share of all Japan's domestically pro- 
duced satellites through development 
agreements. 

The head of the federation of lumber as- 
sociations said the allegations of unfairness 
against his industry were “incomprehensi- 
ble,” because the US itself imposed quotas 
and duties on wood imports. One theorv is 
that the three items were chosen by the | 
because compromise on them could .. 
reached quickly. 


Ajit Dayal writes from Bombay: Indian reac- 
tiori to being named an "unfair" trader for 
obstructing foreign investment was swift. A 
“dismayed” Dinesh Singh, India's com- 
merce minister, pronounced "this law and 
action under it as totally unjustified." 

India's two main business lobbies, the 
Federation of Indian Chambers of Com- 
merce and Industry and the Associated 
Chambers of Commerce and Industry (As- 
socham), condemned the US move which 
came just ^when there has been a wind of 
change in the policies of the government" 
towards foreign investment, according to 
Assocham. The Foreign Exchange Regula- 
tion Act (FERA) of 1973 limits investment by 
foreigners in Indian companies to 40% (with 
some exceptions in hi-tech areas). 

Besides investment restrictions, the ''^ 
challenged India for barring foreign con 
ition in the insurance industry, which New 
Delhi made a state monopoly in the 1970s in 
a bid to secure a source of cheap investment 
capital for the state. 

In practice, US and Indian private in- 
terests are not so divergent when it comes to 
investment. The government of Prime 
Minister Rajiv Gandhi has been gradually 
streamlining investment procedures for In- 
dian and foreign businessmen alike. The 
latest US challenge might have the perverse 
effect, however, of slowing or even revers- 
ing this momentum. 

Assocham president Viren Shah, a steel 
magnate, worries that "the precipitate action 
of the US Government might not help mat- 
ters, as no government would like to change 
policies under foreign pressure." Especially 
in an election year, New Delhi must avoid 
giving an impression of knuckling under to 
Washington's threats. Indian businessmen 
themselves have been lobbying for years for 
more liberal foreign investment laws. * 


8 JUNE 1989 





INVISIBLE HAND 





Japan's price fixers 


he history books may well regard 
"Super 301" as the US reaching for 
a crowbar after exchange rates had 
failed to prise open Japan's mar- 
kets. But the truth is that endaka — the era of 
thestrong yen — has notlasted long enough, 
letting the Japanese economy off the hook. 

It took 34 months for the yen to rise from 
a low of 263.65 to the dollar in February 
1985 to a high of 120.45 in January 1988. 
For the 17 months since then the yen has 
been in retreat and is now 14% weaker than 
it was at its peak last year. 

The result is that Japan-style perestroika 

only half-succeeded. Producers have 
....Iuctured, withdrawing from low-tech 
products and ruthlessly rationalising their 
industrial processes. Unit costs fell by 4576 
during 1985-88, while companies added 
68% more value per unit of exports. 

But the restructuring of Japanese con- 
sumption — the other half of the equation 
— has been a miserable failure. Salarymen 
and housewives were robbed of most of the 
benefits of a higher exchange rate, and now 
that the yen has fallen they will be robbed 
again in the form of higher prices. Accord- 
ing to DB Capital Markets, a West German 
brokerage in Tokyo, the total income gain 
arising from the dramatic shift in the terms 
of Japan's trade was ¥35 trillion in 1985-88. 

Who got the money? Foreign consum- 
ers received more of that trade gain 
than have Japanese counterparts — ¥6 tril- 
lion against ¥5 trillion. Japan's exporters did 
not pass on the full impact of the yen’s rise in 
'-- form of higher foreign currency- 

yminated export prices. They could 
attord to do this because they were busy 
ripping off consumers at home. 

The public sector took their cut by not re- 
ducing their charges to reflect the fall in 
things like oil prices. They gained ¥6 tril- 
lion. Japanese companies did best of all, poc- 
keting Y 18 trillion from the rise in the yen. 

A good illustration of where the money 
went is to track the trend of different types of 
prices in Japan. As one would expect, im- 
port prices halved between the beginning of 
1985 and the end of last year. Wholesale 
prices declined by 15% during the same 
period. Yet retail prices actually rose slightly. 

Before looking at the causes of the discre- 
pancy, its effects are pretty clear — most im- 
portantly on Japan’s trade performance, the 
source of all the bad blood with the US. 
Things were moving in the right direction in 
1987 and for the first half of last year — ex- 
port volume stagnated (up only 0. 6% during 
the period) and imports grew sharply 
(climbing 19%). 
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By the middle of 1988, the process was 
stalled and by the end of the year it had 
begun to reverse, as the yen faltered. Ex- 
ports started to boom again and imports 
were not rising nearly fast enough to close 
the gap significantly. In dollar terms, the 
rate of import growth was almost double the 
rise in exports, but the trade surplus last year 
hardly budged. 

That export turnaround was due to the 
superb way Japanese firms had restruc- 
tured, taking advantage of the worldwide 
boom in demand for manufactures and for 
capital goods in particular. But Japan's im- 
port performance was as feeble as its export 
act was impressive. Its share of the world's 
total imports has fallen from 6.876 in 1985 to 
6.6% last year. South Korea, Taiwan, Hong- 
kong and Singapore combined import more 
than Japan, though their combined income 
is only one-eighth that of Japan. 

To Japan's credit, manufactured imports 
have grown from US$40 billion to US$92 bil- 
lion in the three years to 1988, but that looks 
less impressive in yen. Too many manufac- 


Japanese price trends 
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tured imports (29% in fact) are capital goods 
and producer items like components which 
are not very responsive to a big change in 
domestic demand. Japan's trade figures 
need an infusion of consumer goods, which 
currently comprise only 12% of the total. 
Some things are beginning to change — 
for example, imports will come from newly 
relocated Japanese subsidiaries and more 
distributors are sourcing their brand-name 
products abroad. But these changes will not 
do Japanese consumers much good if prices 
do not fall. The Ministry of International 
Trade and Industry admitted in March that 
the prices of identical brand-name goods 
were between 30% and 60% higher in Ja- 
pan than in Europe and North America. 
Another study has shown that Japanese re- 
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tail prices are 55% more than in Britain and 
48% higher than in the US. 

One monumental reason for the block- 
age is Japan's distribution system. There are 
more shops in Japan than in the US, which 
has twice the population. But this is nothing 
in comparison with the labyrinthine chain of 
wholesalers, each link of which takes a cut of 
the profits. Goods are bought and sold 4.2 
times among wholesalers compared with 
the amount of retail sales. In US, the ratio is 
1.9. 

The Japanese Government is considering 
what it can do to liven up its distributors. Re- 
forms may include chipping away at the 
large-scale retail law, which stipulates that 
small shopkeepers can delay for more than a 
year the opening of a store with a floor space 
of more than 500 m2. Another could be to 
alter the system whereby Japan’s manufac- 
turers can determine the retail prices at 
which their goods can be sold. Disrupting 
these cosy arrangements threatens the ties 
between the ruling Liberal Democrats and 
one of their main supporters, the millions of 
small retailers who are almost as important 
as the farmers’ and builders’ lobbies. 

Imports are not the only items affected by 
the retail network. Indeed, they tend to pass 
through fewer hands than domestically pro- 
duced goods, and the latter are often even 
cheaper abroad than imports. A Canon 
single-lens reflex camera can be purchased 
in New York for half the price of the same 
item at Yodobashi Camera, Tokyo's 
cheapest outlet. 

Inefficient distribution is only a symptom 
of the fact that the supply of just about 
everything in Japan is strangled relative to 
demand. That is why prices are so high. 

The informal barriers to travel and tour- 
ism, for example, make life miserable for or- 
dinary Japanese. A Japan Air Lines (JAL) re- 
turn ticket to New York purchased in Tokyo 
costs 50% more than a return ticket from 
Hongkong to New York via Tokyo and 
bought in Hongkong. 

A thriving business has grown up in 
which agents purchase the tickets in Hong- 
kong and sell them in Japan. JAL is trying to 
stamp it out. The president of JAL, Susumu 
Yamaji, was reported to have said recently: 
“Cheap imported tickets may cause confu- 
sion in the market, so we can't recognise 
them.” 

The US’ strongest allies in its trade battle 
are Japan’s consumers. The sooner the Ja- 
panese start thinking of themselves as con- 
sumers rather than just producers, the 
quicker the trade surplus will disappear. 

m Nigel Holloway 
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South Korea s soaring real-estate prices spark protests 


Through the roof 


By Mark Clifford in Seoul 


plan to build two satellite cities near 

Seoul has triggered protests by resi- 

dents and opposition politicians, 
highlighting the South Korean Govern- 
ment's inability to control spiralling land 
and real-estate prices. Land prices rose 27% 
last year, the biggest jump in a decade. 

The real-estate boom has become a focus 
for discontent, with many South Koreans 
seeing it as evidence of a widening gap in 
the already uneven distribution of wealth. 
Prices for large apartments in Seoul's 
affluent Kangnam district passed the 
US$500,000 mark this year, while member- 
ships at the country's premier golf club now 
fetch more than US$400,000. 

President Roh Tae Woo's administration 
is committed to broadening home owner- 
ship, especially among the increasingly 
affluent middle class. But policies to restrain 
rising prices have been confused and inef- 
fective. 

A shortage of housing — worsened by 
government-controlled prices on new build- 
ing and a poorly developed mortgage mar- 
ket — has spurred price rises that make 
it difficult for first-time house buyers. 
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The government's announcement in late 
April that it will build two satellite cities in 
the villages of Pundang and Ilsang on the 
outskirts of Seoul, which will provide 
180,000 new apartments by 1992, marks an 
abrupt reversal in policy. For years the gov- 
ernment has sought to decentralise develop- 
ment. 

But still the capital has continued to 
swell, as farmers and their children have 
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been lured to the metropolitan area by 
higher-paying jobs and better schools. Seoul 
is now home to 10 million people, and more 
than 40% of South Korea's 43 million popu- 
lation live in the metropolitan region. 

Construction Minister Park Seung has 
been criticised for going ahead with the 
satellite cities. He had promised Roh earlier 
this year that no new towns or industrial 
complexes would be built in the capital area. 
But Park's decision to build the new cities re- 
flects the failure of the government's decen- 
tralisation efforts. 

Moreover, the handling of the projects 
has been bungled. Farmers who thought 
they would reap huge profits from the deci- 
sion to develop their villages were first pic- 
tured with smiles on their faces in the 
media; later they discovered that the gov- 
emment would expropriate land below 
market prices. Two residents reportedly 
committed suicide in protest at the develop- 
ment plan. 

Tenant farmers and village residents 
said the one-time payment that is intended 
to help them resettle is inadequate. 
Although they will have the right to live 
in the new apartments, they are unlikely 
to be able to afford the expected rents. 
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Prices for land surrounding the develop- 
ment areas rose sharply in the months be- 
fore the announcement, which has raised 
suspicions that insiders were tipped off to 
the plans. Opposition politicians charge that 
plans were leaked, to the advantage of in- 
fluential corporations and individuals. 

The exclusion of most of the corporate 
landholdings from forced sale to the govern- 
ment is fuelling the controversy. 
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The new town projects will lessen the 
pressure on real-estate prices in the met- 
ropolitan area. But they beg the larger ques- 
tion of the extent to which the govern- 
ment is willing to cede control to market 
forces. Politicians and newspaper 
columnists have blamed speculative pres- 
sure for price rises without looking at the 
failure of government policies to ensure 
adequate housing. 

Prices for new apartments are set by the 
government at a low Won 1.34 million 
(US$1,969) a pyong (3.3 m2). As a result, 
construction companies often prefer to 
warehouse their land rather than build new 
apartments. High capital gains taxes on 
property sales coupled with low property 
taxes encourage firms not to develop their 
land bank. 

“We don't like the Japanese too much 
but we openly imitate what the Japanese are 
doing," says Koo Bohn Ho, president of the 
Korea Development Institute, referrin; 
the land-warehousing practices that havc 
pushed up Tokyo real-estate prices. He says 
capital gains tax on property should be cut 
and property taxes raised. "Cutting down 
supply [of housing] has accelerated the in- 
crease in prices,” he said. 


he system of controlled prices gives 

windfall benefits for initial purchasers 

of apartments, who can re-sell at mar- 
ket prices, which leads to intense competi- 
tion for new apartments. Recently, several 
people were injured when 12,000 scrambled 
for fewer than 600 apartments in a develop- 
ment near Seoul. 

The scarcity breeds fraudulent schemes, 
too. A group was arrested recently after it 
sold purchase rights for non-existent new 
apartments. 

Despite the distortions in the system, 
there is strong resistance to raising prices of 
new apartments. Park's proposal earlier ` ` 
year to raise the prices of new apartm 
met heavy opposition. A subsequent plan to 
put up prices to between Won 1.8-2 million a 
pyong has also stalled. The stalemate re- 
flects a tension between trying to make 
housing affordable for all and the fact that 
price controls impede new housing con- 
struction. 

But the net result is policies that satisfy 
no one. South Korean officials in mid-1988 
rushed through a series of emergency mea- 
sures to cool off real-estate speculation. “If 
we fail, then our stabilisation policy is 
doomed,” said a top Economic Planning 
Board official at the time. Nearly a year later, 
failure is plainly evident. 

The main weapon against speculators 
has been tax probes. Alleged speculators are 
liable to find their names splashed across the 
newspapers, not an idle threat in a society 
which prizes austerity and discourages 
speculation — but not enough of a threat to 
eliminate speculators when big profits are to 
be made. 
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At the end of April, the government an- 
nounced it had arrested or indicted 34 real- 
estate speculators. Prosecutors billed this a 
“full-scale war" against speculation; most 
people in Seoul dismissed it as another sign 
of government failure. 

Deputy Prime Minister Cho Soon told 
the national assembly on 11 May that the 
government will introduce legislation to 
allow stricter control of land ownership be- 
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fore the end of the year. The bill is to 
be based on recommendations of a study 
group from the National Land Deve- 
lopment Institute, which is to report 
soon. 

The main features of the plan include a 
comprehensive land-tax system on an in- 
dividual’s holdings and heavier property 
taxes. Policymakers would like to levy 
charges on owners whose property values 
soar as a result of development. 
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The government also plans to end the 
use of aliases in financial transactions by late 
1990 or early 1991. The mandatory use of 
real-name financial transactions is necessary 
if taxes on property are to be reformed. 

The ending of aliases has been promised 
at various times since the early 1980s. 
Policymakers concede they lack credibility, 
but insist they are serious this time. A reason 
for believing them is that limited foreign in- 


vestment in the Korea Stock Exchange is | 


scheduled to begin in 1991 and, as a result, 
authorities thinks they can end false-name 
transactions with the minimum of disrup- 
tion to stock and property markets. 

On the housing supply side, the Roh ad- 
ministration has promised to build 2 million 
units, including 600,000 rental apartments 
for low-income households, by the end of its 
five-year term in 1992. Many people do not 
live in proper housing. 

South Korea's housing supply ratio, 
which measures the number of residential 
units as a percentage of total households, 
has dropped from 77% in 1978 to 69% last 
year. The situation is worse in urban areas, 
where there are fewer than six dwellings for 
every 10 families. 


Along with increased supply, the gov- | 


ernment hopes to develop a mortgage mar- 
ket. Mortages are limited to less than half the 
value of a dwelling, though that limit is 


being raised to make it easier for those with- | 


out large savings to buy housing. Whatever 
the government does, however, pressure 








on real-estate prices will continue as the | 


baby-boom generation of the 1950-60s as- 
pires to a house of their own. * 
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Dhaka Stock Exchange has yet to capture its market 





By S. Kamaluddin in Dhaka 


hile the Dhaka Stock Exchange 

W (DSE) in Bangladesh has made 

steady progress over the past few 

years, its effectiveness has been blunted by 

an internal struggle for control by a handful 

of brokers. The outdated laws that govern 
the DSE have also hindered its activities. 

Fast rising growth during fiscal 1986-87 
pushed annual volume to nearly 2 million 
shares worth more than Taka 162 million 
(US$5.1 million). But the following year 
volume plummetted to little more than 1 
million shares worth about Taka 121 million. 
Performance in the current fiscal year has 
improved, and in the first 10 months (July 
1988 to April 1989) nearly 1.2 million shares 
worth over Taka 128 million were traded. 
The recovery seems to have sharpened since 
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siens of life 


January, with volume reaching nearly 
229,000 shares in April compared with about 
80,000 in April last year. During the first 10 
months of fiscal 1989, average daily volume 
rose to 5,246, compared with 4,193 in fiscal 
1988, and 6,701 in fiscal 1987. 

However, informed sources say that this 
is just the tip of the iceberg since at least six 
to seven times this volume is traded outside 
the DSE floor. The Investment Corp. of 
Bangladesh (ICB), the only government 
agency to provide bridge financing to en- 
trepreneurs and underwrite public issues, 
maintains more than 28,000 investors' ac- 
counts while another 12,000 such accounts 
are held by two private sector investment 
companies: National Credit Ltd and 
Bangladesh Commerce and Investment Co. 
These three agencies together trade three to 
four times more shares every day than are 


FAR FASTFRN FCONOMIC REVIEW 











| 





Subscribe now 


and ensure your copy each week. 


FarEastern Economic 


JETSPEEDED RATES 


B5147 50 
USES 00 
USsas o 





Country 
Brunei 
China 
India 
US$58.00 
¥ 22,500.00 


US$18.00 US$33.50 


| 6,900.00 | 12,900.00 


Indonesia 
Japan 


























Malaysia | M$47.50 M$155.00 
Nepal US$37.00 | US$64:00 
Pakistan Rs270.00 | Rs505.00 Ris 875.00 
Philippines US$49.00 
Singapore $$43.00 S$8050 | $$140.00 
Sri Lanka Rs490.00 | Rs920.00 Rs 1,600.00 
Thailand US$20 00 US$37.50 US$65.00 
Rest of Asia US$26.00 | US$49.00 US$85.00 
North America US$59.50 US$103.00 
Australia A$35.00 A$66.00 A$115.00 
New Zealand |  NZ$44.50 NZ$8350 |  NZ$14500 
Europa eee: |. £21.00 £39.50 £69.00 
Em. = 
SURFACE MAIL RATES 






6 months 
HK$236.00 


US$43.00 
£28.00 
A$52.00 
¥8,170.00 


3 months 
HK$126.00 | 


US$23.00 
£15.00 
AS$27.50 
«4,350.00 





Country 









HK$410.00 


US$75.00 
£49.00 
A$90.00 
¥ 14,200.00 


Hongkong 
















Elsewhere 






... plus the Asia Yearbook 


Make the Asia Yearbook part of your Review 
subscription. Simply tick the relevant space in 
the coupon below and automatically receive the 
Yearbook. It gives you Asia minus the mystery. 
Minus the myth. A country-by-country survey of 
Asia. Everything from Finances & Currencies to 
Politics and Social Affairs. The only single 
medium of its kind. 


Rate: Soft cover US$28.95/HKS225 (or the 
equivalent in local currency). Add the Yearbook 
cost to your subscription rate shown above, and 
send the total, with the completed coupon. 


C 3months C 6months [ 1 year 


_) Please include the Yearbook at extra 
US$28.95/HK$225. For airmail delivery, 
please add: US$7/HKS$55 


is enclosed 


Payment of _ 








(Please print in block letters) 


Name —— 





mC OSG. LL oes ES OM 








Country be 





[] Jetspeeded O Surface mail 


Cheque payable to Review Publishing Company Ltd 
enclosed 


To: Circulation Manager 
Far Eastern Economic Review, 
GPO Box 160, Hongkong WONCO608 











market exists which is said to handle about 
the same volume as the DSE, while DSE mem- 
bers are also involved in the transaction of at 
~ Jeast twice the official DSE volume daily. 

- But why do they do it? One possible ans- 
- wer is that the practice developed from the 
: time when the government levied stamp 
. duty on each transfer of shares. Although 
` stamp duty has been abolished, the habit re- 
. mains, despite some brokers protests. 

. During fiscal 1989, 19 new public issues 
. worth nearly Taka 223 million were floated, 
and they were oversubscribed by more than 
. Taka 696 million. Two debentures were also 
issued worth Taka 80 million which also 


|; were oversubscribed by more than Taka 


.— 125 million. Despite the economy's slow 
progress, due mainly to natural disasters 
and lack of investment, the DSE's per- 


7 -.. formance has reflected investors willing- 
-..ness to commit funds. If the government 


accepts the DSE's request to exempt share 
transactions from capital gains tax in the 
soon to be announced next budget, invest- 


p. .. ors enthusiasm is likely to be further 
|: boosted. 


he recent entry of two foreign banks 
— American Express and the French 
Banque Indosuez — into the under- 
writing market, reflects the DSE's potential to 
absorb larger funds and develop into a 
sound base for a capital market. So far only 
ICB and a group of brokers are used to under- 
write a small portion of the public issues. 


- ‘ .. This group of brokers has underwritten four 


projects, two of which have been fully sub- 
scribed. Sources say that when one of the 
leading private sector insurance companies 
— Bangladesh General Insurance — of- 
fered Taka 30 million worth of shares, Ban- 


||. que Indosuez wanted to underwrite the lot. 
<t However, the authorities discouraged this, 


in the interest of wider participation, and 
~ American Express and ICB also asked to be 
-.. involved. 
"^. The activities of the DSE and all industrial 
investment in the country are governed by 
the Capital Issue Act of 1947, which was first 
formulated by the British during World War 
T to channel investment into war-related in- 
dustries. Among other things, this law dic- 
tates the size of investment, and the ap- 
pointment and salary structure of the chief 
executives. It has created several problems 
for entrepreneurs and needs to be amended 
suit the current needs of the investors. 
. Meanwhile, the DsE's governing body 
ás managed to function without holding 
annual elections for the past two years. The 
current chairman, Firoz Rashid, who is also 
nister for telegraph and telephone, ap- 
pears in no mood to relinquish his post. 
Rashid, who is not known to have a strong 
id safe constituency, is using the DSE as his 
ower base, his critics allege. The DSE's rules 
‘say that elections should be held at the end 
of each December. m" 





aded on the DSE floor. An organised curbs 
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Burma’s contraband trade with China ts booming 


The busy border 


southern Yunnan 


he southern Yunnanese town of 
i Damenglong, only 8 km from the 
Burmese border, consists of httle 
more than a dusty crossroads lined with a 
few dozen houses made of brick and con- 
crete. But a steady stream of lorries heavily 
laden with timber rumbles through this tiny 
town, and in the opposite direction go 
Chinese goods — for this is a major conduit 
for the highly lucrative contraband trade be- 
tween the two countries. 

In the past few years, China has easily 
overtaken Thailand as Burma's main, unot- 
ficial source of consumer goods, as well as 
being the main export market for Burmese 
forestry products, gem stones and minerals. 
Trade between the two countries, both legal 
and illegal, is now believed to total a stagger- 
ing US$1.5 billion a year. Mandalay, Lashio, 
Taunggyi and Kengtung — the northern 
Burmese towns which benefit from this 
trade — are undergoing an unprecedented 
economic boom at the expense of places 
such as Moulmein near the Thai border, 
where trade is slack and the previously 
well-stocked warehouses now stand 
empty. 
Well-informed sources say the Chinese 
success in penetrating the Burmese market 
is largely owing to an extensive economic in- 
telligence reporting system within Burma. 
This network monitors the availability of 
domestically manufactured Burmese pro- 
ducts, as well as the nature and volume of il- 
legal trade from other neighbouring coun- 
tries, China can then respond to market con- 
ditions by producing in its state sector fac- 
tories. At present, more than 2,000 carefully 
selected items are reported to be flooding 
the Burmese market. Chinese-made con- 
sumer goods are not only made deliberately 
cheaper than those from other neighbouring 
countries, but are also less expensive than 


local Burmese products. 
A Chinese-made rice cooker, for in- 
stance, retails for Kyats 1,100-1,300 


(US$39.28-46.43) in Mandalay, while a 
Burmese one, made in collaboration with 
Japan's Matsushita, costs as much as Kyats 
3,000. A rice cooker manufactured in Thai- 
land costs more than a Chinese-made one, 
but less than those made in Burma. Chinese 
medicines, beer, canned soft drinks, 
cigarettes, Michael Jackson T-shirts, sports 
shoes, crockery and bicycles are also consi- 
derably cheaper than similar products from 
Southeast Asia. 


Chinese petrol is readily available in all 
northern Burmese towns at Kyats 80-120 a 
gallon against the Kyats 85 a gallon black- 
market rate for Burmese petrol — of which 
there is, anyway, an acute shortage. (The of- 
ficial price of petrol is Kyats 16 a gallon in 
Rangoon, but it is available only to govern- 
ment officials and politicians.) In addition, a 
number of Hongkong-made goods such as 
Carlsberg beer, Coca-Cola and pop music 
cassettes find their way to Burma via 
China. 

To pay for all this, Burmese traders s ~ 
variety of goods, but mainly raw mate 
and half-finished products. Jade from 
Kachin State dominates in the north, while 
the main trading item at Damenglong is 
pinewood. It fetches Rmb 100-130 (U5$26.9- 
34.9) a cubic metre depending on the 
quality. Some Chinese imports are also paid 
for in US dollars, often earned from smuggl- 
ing along the borders with Thailand and 
Bangladesh, especially through the sale of 
opium from Burma's sector of the Golden 
Triangle. 

Significantly, the black-market rate for US 
dollars is Kyats 46-48 in Lashio in the north, 
compared with Kyats 36-38 along the Thai- 
Burma border. Opium smuggling to China, 
though illegal, has also become profitable. 
One viss (1.6 kg) of Burmese opium fetches 
Rmb 500 at the China-Burma border. How- 
ever, this is carried out at great risk to the 
traders involved — this correspondent saw 
photographs outside Chinese police stations 
in the border areas showing executior 
apprehended drug traffickers. HE yes 

The area opposite Damenglong is con- 
trolled by ethnic rebels who until recently 
were part of the insurgent Communist Party 
of Burma, but who have now revolted 
against the party (REVIEW, 1 June). Various 
rebel groups control most of the porous 
2,200 km border between China and Burma, 
while the Burmese Government holds a nar- 
row, 60 km corridor between Namkham 
and Panghsai/Kyu-hkok in northern Shan 
State, opposite Ruili in China. 

On 5 August 1988, official trade along 
that stretch of the border was established by 
the signing of an agreement between 
Burma's Myanma Export Import Corp. 
(MEIC) and its counterpart in Yunnan. Last 
December, Burma agreed to sell 1,500 ton- 
nes of maize, valued at US$180,000, in ex- 
change for Chinese milk powder, soap and 
toothpaste, 

In order to attract traders to the govern- 
ment-controlled border, the authorities re- 
cently decided to allow cooperatives and pri- _ 





vate merchants to use 25% and 40% 


respectively of their export earnings 


to import Chinese merchandise. 37 


They are allowed to use the black- 
market rate of Kyats 100:Rmb 15 for 
their transactions — a considerably 
better rate than the official Kyats 
6.5:US$1 rate. 

The condition, though, is that 
goods purchased in this way have to 
be resold to the MEIC for distribution 
inside Burma. Although trade has in- 
creased along the government-held 
part of the frontier, most of it is still 
believed to be conducted through 
rebel territory where there are fewer 
restrictions. The total two-way 
trade between the two countries — 
both unofficial as at Damenglong and 
the officially approved trade at Pan- 
ghsai-Wanting border-crossing in the 
— is estimated at US$1.5 billion a 






The extent to which the Chinese, legally 
and illegally, have come to dominate the 
Burmese market worries some observers, 
who see it as a serious challenge to Burma's 
own industrial growth. The country's out- 
dated manufacturing sector can no longer 
compete with China, nor will the Rangoon 
government be able to stop, or even restrict, 
the flow of cheap Chinese consumer goods. 
Given rampant corruption within the local 
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Burmese timber on a Chinese truck in Yunnan. 


authorities on both sides of the frontier, any 
suppression would be difficult to imple- 
ment, economic analysts believe. 

Indeed, local sources in Mandalay claim 
many businessmen from China have recent- 
ly moved to that northern city to supervise 
the trade. Some of them have even man- 
aged to buy Burmese National Registration 
Cards and thus become Burmese citizens — 
which has enabled them to buy property. 
This has resulted in skyrocketing prices for 
local real estate. 


The massive, seemingly uncon- 
trolled Chinese import of Burmese 
timber is also bound to create long- 
term problems for Burma. Officially, 
Burma has a tightly controlled fores- 
try programme which includes a 
sophisticated selection system and 
extensive replanting schemes. Ac- 
cording to the director-general of 
Burma’s forest department, Ba 
Thwin, out of the country’s total land 
area of 677,000 km2, 286,500 km" is 
covered by forest, of which 227,500 
knv is considered "good" and 59,000 
km? “poor.” The official annual pro- 
duction of timber is 350,000 tonnes 
of teak and 2,200,000 tonnes of 
hardwood. A total of 81,800 acres 
were planted between 1982-84 
and 1987-88 — 28,100 acres of teak 
and 52,2700 acres of various 
hardwood. 

In reality, however, timber extraction is 
believed to be much higher than that, since 
the official figures only include legal trade. 
And several of the ambitious re-planting 
schemes cannot be carried out because of 
widespread insurgency in the until recently 
forest-rich frontier areas. Deforestation has 
become a major problem all over Burma, se- 
verely damaging the country's watersheds 
which surround the country's sensitive cen- 
tral agricultural region. E] 
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Main items of the Consolidated Balance Sheet as at December 31, 1987 and 1988 (FF/000) 


ASSETS 


Cash and due from Banks 


Loans and Advances to Banks and Customers 


Securities and Investments 
Fixed Assets 
Other Assets 


Total Assets 
LIABILITIES 


Demand and Time Deposits 


Security Issues and Floating Rate Notes 


Other Liabilities 
Subordinated Loans 
Reserves 

Profits of the Year 
Capital 


Total Liabilities 


CONTINGENT LIABILITIES 


TOTAL FOOTINGS 


Bahrain 


1988 
2,978,291 
42,597,038 
2,224,404 
133,242 
2,572,247 


50,505,222 


45,309,824 
1,122,824 
2,160,796 

605,900 
306,782 

74,096 
925,000 


50,505,222 


12,578,215 
63,083,437 


ALUBAF Arab International Bank E.C. 
UBAF (Hong Kong) Limited. 
UBAF Bank Limited. 


Luxembourg/Frankfurt | UBAE Arab German Bank S.A. 





1987 


2,209,697 
41,491,256 
2,011,693 
134,730 
2,338,010 


48,185,386 


42,637,846 
1,934,064 
1,842,093 

534,000 
270,982 

41,401 
925,000 


48,185,386 


11,499,306 
59,684,692 


UBAF Arab American Bank. 

Union de Banques Arabes et Francaises - U.B.A.F. 
UBAE Arab Italian Bank S.p.A. 

ALUBAF International Bank - Tunis. 
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Hongkong stumbles towards decision on cable network 


Screening process 





By Michael Westlake in Hongkong 
T he long-running battle for the gov- 





ernment franchises to provide cable 

television services to Hongkong is 
nearing its end. The government is calling in 
applicants to see if their offers, made in Feb- 
ruary, still hold good. It is then expected to 
make a decision in July. 

But there are suspicions that concern 
among various government officials about 
the size and power of Hongkong Telecom- 
munications (HKT) may have forced the terri- 
tory's Executive Council (Exco), which ad- 
vises the governor, to call for a new cable 
network as a means of exerting leverage 
over HKT rather than as the most economic 
way of setting up the service. 

While no one seems to be arguing about 
the merits of competition as such, there are 
fears emerging that the call for a new net- 
work, on top of the one run by HKT, will pro- 
duce an enormous waste of resources. 

The issue is complicated by the fact that 
HKT, through subsidiaries, holds exclusive 
20-year franchises on telephone-voice links 
inside Hongkong until 1995 and all elec- 
tronic links with the outside world until 
2006. In addition, the government owns 7% 
of HKT, a holding which it is thought to be 
keen to dispose of next year. The public 
holds 18% and the remaining 75% is owned 
by British-based Cable and Wireless (CW). 

The leading — and for a while only — 
contender for the cable television franchise 
is the Hutchison Cable Vision (HCV) consor- 
tium, controlled by Hongkong magnate Li 
Ka-shing’s Hutchison Whampoa group. 
One of its consortium partners is British 
Telecom, CW's arch-rival. 

Last year the government barred HKT, 
until then HCV's main rival for the franchise, 
from upgrading and expanding its tele- 
phone network to carry cable television and 
limiting it to only 15% ownership of any 
new network, in effect knocking it out of the 
contest. One of the reasons given was con- 
cern that telephone revenue might be used 
to subsidise cable television operations. 

With HKT pulling out last October, and a 
deadline of 28 February for detailed pro- 
posals, the government then called for other 
offers in a bid to avoid having a one-horse 
race. Among the last-minute entrants were 
the US-based Supertech. But its bid was 
never taken particularly seriously because it 
involved using microwave links, something 
the government's complex but, in certain re- 
spects, unclear guidance notes for offers 
would permit only as a short-term measure 
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while a cable network was being set up. 

A third entrant was Hongkong shipping 
magnate Sir Yue-kong Pao's Wharf Group. 
It offered — as did HCV — a new network 
and a package of programming which 
would cost subscribers a basic HK$70-100 
(US$8.97-12.82) a month, with optional ex- 
tras. 

But the offer which has sparked interest 
in the government's real intentions came 
from Windows Television System (WTS). 
One of the WTS consortium partners is 
Hongkong's largest investment company, 
Sun Hung Kai. It has put forward the idea of 
leasing parts of the HKT network and adding 
to it to create a hybrid "common carrier," 
controlled not by HKT but by wrs. 

This, said WTS, would enable cable televi- 
sion to be provided sooner than if a network 
was to be built from scratch. WTS also offered 
free cable television services for three years, 
plus a HK$1 billion performance bond 
against default. 

WTS said it had been advised by the gov- 
ernment that Exco had not committed itself 
either way on the common-carrier ap- 
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rate network" for cable television, a decision 
designed to keep HKT out of cable television 
and to allow competition in non-franchised 
services such as facsimile and data-transmis- 
sion. 

But it now seems that officials are going 
beyond the intention of the statement, and 
want a physically separate system. Sun 
Hung Kai International executive Peter 
Fung commented to the REVIEW: "Replicat- 
ing an existing system means drawing tech- 
nicians away from HKT, which means driv- 
ing up labour costs and thus increasing costs 
for consumers." 

Another source said: "If you want a sec- 
ond bus company to compete for passen- 
gers, you don't have to ask it to build a 
whole new road system." 

Several sources felt that the government 
had become fascinated by the idea of com- 
petition for HKT because of distrust of the 
telecommunications giant in various ; 
ernment departments. One also said 
the notion that competition in non-tran- 
chised services would drive down prices 
was largely erroneous — price cuts came 
about mainly because advances in technol- 
ogy cut the costs of providing services, he 
claimed. 

And, with HKT's franchised services 
strictly regulated by a government scheme 
of control and by legislation, and other ser- 
vices accounted for separately, one source 
said that any problems were inevitably of 
the regulators’ own making. 





Y. K. Pao; Li Ka-shing: concern for shareholders and consumers. 


proach. It was therefore intrigued to be told 
that its application was regarded as unsuita- 
ble because it was lacking in detail. 

The common-carrier approach was in 
fact first proposed by HKT after it abandoned 
the cable television race last year. Apart from 
obvious savings in both cost and time, the 
common-carrier approach would also re- 
quire less trenching work — a major plus for 
Hongkong's congested road network. 

An Exco decision announced in July last 
year said that the government had decided 
to diversify local telecommunications own- 
ership by "requiring the provision of a sepa- 
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It seems an unlikely coincidence that, 
with five years’ warning required by the 
government if it is unwilling to extend or 
renew the domestic telephone franchise, ne- 
gotiations will not start until after the cable 
television franchises have been awarded, 
say sources. 

How much of the up to HK$3-5 billion 
that a new network would cost to build 
might be saved by merely adding to the ex- 
isting network, is open to debate. But if the 
end result is higher costs for telephone ser- 
vices, then it will be of concern to more than 
just Hutchison or Wharf shareholders. m 
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E PETTER AND BETTER EVERY DAY 


Like the nation we represent, Kuwait Airways 
has expanded, progressed and prospered 
within a remarkably short period of time. 


Today we have developed into one of the 
major international carriers, enabling more 
people, on more flights, to experience the 
tradition of gracious hospitality that is 
inherent in our culture. 


We think you will agree. 


The Challenge and the Change 





S tanding majestically in a large country estate near St-Quentin-en-Yvelines in France, 
Challenger exemplifies the advanced management philosophy of the Bouygues Group, 
Europe's largest building company. > A superb combination of architectural distinction, 
technical functionality and employee comfort and convenience, the company's new head- 
quarters meets the demands of a modern, dynamic and inspiring business environment. 
> All office areas, covering a total of 62,000 m^ are illuminated by Philips with specially- 
designed lighting schemes that enhance visual comfort for over 2500 employees. 
> Apertures in the luminaires assist air conditioning. ® Philips lighting is also used in heb 
company's shopping mall, recreation centres and carparks. PPP» The Chung Cheng 


Memorial complex in Taipei, Taiwan, is equally impressive, although totally different in style 
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)F PRIDE FOR PHILIPS TECHNOLOGY 





and architecture. œ Comprising a Memorial Hall, a large National Theatre and an even larger 
National Concert Hall, it is another fine example of Philips project capability. > In consortium 
with a German company we were responsible for the design, supply and installation of 
all lighting, audio, video, recording, theatre, stage, security and electronic acoustic systems 
for this US$ 70 million contract. > Lighting, sound, video, computers and commu- 


nications — expertly combined by Philips to provide a total capability in projects. <€ 





PHILIPS. THE SURE SIGN OF EXPERTISE WORLDWIDE. 


PHILIPS CORPORATE MARKETING COMMUNICATIONS, EINDHOVEN, THE NETHERLANDS. 


a PHILIPS 


Innovation 


HERCULES TO THE RESCUE; 77 mmm 


Eighteen hours can be along workday. There 


are not many aircraft with that kind of endurance. 


But eighteen hours is even longer to those who 
are lost, hurt, and trying to stay alive; or for those 
at home, waiting for word. 

That's why it's vital to have the C-130 Hercules 


airlifter on the job. When the lives of husbands, 


sons and daughters are at stake, what is needed 
is a search airplane that can stay out there.. for 


however long it takes. And once it finds the sur- 


vivors it can drop food, medical supplies and 


Being able to stay aloft for eighteen hours 
means the C-130 can cover a lot of territory and 
can fly radius flights of up to 2 100 nautical miles. 
This renders it an ideal choice not only for search- 
and-rescue missions, but for day-to-day maritime 
patrol as well. 

Versatile, dependable, affordable, the Hercules 
comes through when it matters most. 


= Lockheed 


Aeronautical Systems Company 


Giving shape to imagination. 
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INNOVATION 


A rogues’ gallery of genes 


or many people, especially in Asia, 

family planning is a meaningless 

slogan without the ability to choose 

the gender of offspring. Despite of- 
ficial policies designed to limit family sizes, 
many will keep procreating until they pro- 
duce a son and heir. 

In India and elsewhere, laboratories turn 
a tidy profit by providing “early warning” of 
unwanted daughters through the process of 
amniocentesis — the sampling of the amnio- 
tic fluid that surrounds the foetus in the 
uterus. 

Vhatever the ethics of this practice — 

the corollary, abortions — it shows that 
the demand for gender-control cannot be 
wished away. The lab that first offers genetic 
means of sex selection before — rather 
than after — fertilisation will boost vital 
population programmes and spare millions 
of women the risk of surgery and un- 
wanted pregnancies. The  patent-hold- 
ers undoubtedly will also make a pile of 
money. 

The crucial first step is to isolate the gene 
for maleness, the testis determining factor 
(TDF). A handful of scientists in the US and 
Europe, as well as India, have been plug- 
ging away at this quest. Results used to be 
freely shared, but now success looks close 
enough that researchers are becoming 
cagey, wary of competitors in the sprint to 
the finish line. 

Geneticists agree that the obvious place 
to look for the sex-determining gene is on 
the X and Y chromosomes. The nuclei of 

mosome cells contain deoxyribonucleic 
«a 4DNA), the complex molecule that carries 
the genetic encoding data that determines 
the characteristics of all organisms. Chromo- 
somes come in pairs. Normal human cells 
have 23 pairs, of which 22 comprise identical 
chromosomes. The only pair whose chro- 
mosomes might differ is the one which de- 
termines sex. Classic genetic “dogma” holds 
that females will have two identical X 
chromosomes, while males will have an X 
paired with a Y. 

But it is not always so simple, according 
to V. C. Shah, head of zoology at Gujarat 
University in Ahmedabad. Over the past 
decade, his research team has assembled a 
gallery of patients with dogma-defying con- 
genital sexual abnormalities: XX males, XY 
females, and hermaphrodites with no more 
than the normal 46 chromosomes, rather 
than having an extra X or Y chromosome, as 
do most hermaphrodites. (Hermaphrodites 
have the gonads of both sexes and the 
genitalia shows traits of both.) | 

These cases have been culled from 
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among more than 700 sexually abnormal pa- 
tients whose chromosomes have been 
karyotyped (matched and analysed) by 
Shah's team. Karyotype is the presentation 
of chromosomes arranged in a systematic 
pattern that reveals the presence or absence 
of abnormalities. India has an unusually 
high instance of congenital sexual ambiva- 
lence — and genetic abnormalities, in gen- 
eral — due to generations of caste in-breed- 
ing, Shah says. 

Ironically, he adds, this ^weakened gene 
pool" is a unique resource in the search for 
the sex-determining gene. Flawed or incom- 
plete chromosomes are clues for genetic 
sleuths. For instance, the Ahmedabad team 
has catalogued 18 different types of the Y 
chromosome, including a few rudimentary 
versions that lack the usual "arms" or "tail." 
These configurations suggest that the male- 
determining gene must be located some- 
where near the junction of the Y. 

At the same time, the existence of XX 
males suggests that X chromosomes, too, 
must carry at least the potential for male- 
ness. Shah is intrigued by the possibility that 
the TDF might exist on both X and Y chromo- 
somes, but that a normal X chromosome 
contains some sort of inhibiting gene that 
prevents its expression. 

His zoology training reinforces such 
speculation. Certain fish species, he says, 
determine sex according to the number of 
gender-linked chromosomes. If a fish has an 
XX pair, then it will be female; if there is only 
one X (labelled XO), then the fish will be 









FAHILY PLANNING ? 
OH YES — ONE DAN 
We ARE PLANNING... 
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male. But in neither is there a Y chromo- 
some. Even stranger is a class of reptiles 
whose eggs produce only females if in- 
cubated at under 30°C and only males 
if incubated at higher temperatures, re- 
gardless of the sex chromosomes are XX or 
XY. 

To test ideas such as the Y-junction locus 
of the sex-determining gene or the gene- 
cum-inhibitor hypothesis, Shah thinks the 
most promising approach is a method called 
“in situ hybridisation.” Researchers prepare 
a culture of chromosomes that contain the 
trait they are looking for — say, TDF in the X 
chromosomes of an XX male. 

To this culture, they introduce fragments 
of DNA which might include the gene of in- 
terest. If the target gene is present in both 
the DNA “probe” and the chromosome 
culture, the two TDF segments (condons) 
will bond chemically. Then the locus of 
the TDF on the chromosome can be found 
by tagging the DNA probe with radioiso- 
topes. 

It is basically a process of trying out va- 
rious DNA “keys” with different chromo- 
some “locks” until researchers hit upon a 
combination that fits, Shah said. India is well 
placed to get there first, because it has by far 
the world’s most extensive selection of locks, 
thanks to its extensive database of congeni- 
tal sexual abnormalities, he says. That base 
is poised for rapid expansion, too, now that 
his team has acquired a Rs 3 million 
(US$187,500) image analyser, which can 
speed up karyotyping 20 times. 

When it comes to keys, though, India 
lags behind researchers in Britain, the US 
and West Germany who are far more ad- 
vanced at crafting DNA probes. Worldwide, 
there are a total of 122 probes based on DNA 
from Y chromosomes, though no one lab 
has “more than a few,” Shah said. 

Shah said it is getting steadily harder to 
gain access to other researchers’ probes. So 
India is rushing to set up its own key factory 
at the Centre for Cellular and Molecular Biol- 
ogy in Hyderabad. Lalji Singh, who heads 
the operation, has just returned from a 13- 
year stint in British universities, where he 
became thoroughly versed in the techniques 
of cutting DNA with enzymes to produce 
probes. 

The Ahmedabad researchers hope their 
gallery of abnormalities will prove an advan- 
tage in making keys as well as providing 
locks. Probes made from truncated Y 
chromosomes, Shah suggests, are less likely 
to contain extraneous genetic data that is ir- 
relevant to the search for TDF. 

B Lincoln Kaye 
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BORROWING 


Volte-face opens door for Philippines debt relief 


IMF sets the pace 






By Rigoberto Tiglao i in | Manila - 


he IMF's US$1.17 billion loan facility 
| for the Philippines has emerged as 
5j the first test of its bid to play a more 
- .. active role in solving developing-country 
= debt problems. The credit package, which 
will see some of the IMF funds used to reduce 
current debt in line with the plan outlined by 
US Treasury Secretary Nicholas Brady, 
should also strengthen Manila's bargaining 
position in negotiations with commercial 
bank creditors. 

The IMF has come under attack for its po- 
licy of requiring debt-ridden countries to 
first reach agreement with commercial 
banks on fresh loans before extending its 
own standby credit facilities. 

However, in a major policy shift on 25 
May, the IMF's management approved the 
Philippine loan package despite the scant 
progress achieved on Manila’s request for 
US$1.7 billion and a debt-reduction facility 
in talks with commercial banks. 

Not all of the IMFs member countries 
were keen on the policy shift. Sources dis- 
closed that IMF managing director Michel 
Camdessus had to plead with a dissenting 
bloc of European nations to abstain in a vote 
on the Philippine loan request rather than 
block it completely. The European nations, 
including France and West Germany, had 
wanted to vote against the request on the 
grounds that the success of Manila’s eco- 

>o nomic programme, which will be financed 
- by the IMF facility, hinges on new money 
from more than 400 creditor banks. 

So far, however, negotiations with com- 
mercial banks have failed to produce even a 
commitment “in principle” on fresh loans or 

= debt-reduction arrangements. In view of 
-= this deadlock, the dissenting European gov- 
—^ ernments had wanted the IMF to approve 
the fund's credits in principle, as it had done 
with the previous two standby arrange- 
ments, and wait for Manila and the banks to 
reach agreement on debt-restructuring be- 
fore releasing funds. 

<- But Camdessus stressed that the IMF 
management was satisfied that talks had 
opened and that further negotiations had 
been scheduled. He was also reported to 
have pointed out that the Philippines’ re- 
structuring agreement with the so-called 
Paris Club of official creditors — sub- 
. sequently concluded on 30 May to provide 
: debt relief worth an estimated US$2.2 billion 
— could not proceed without the IMF loan 
approval. Manila stopped servicing its debt 
obligations with official creditors last Sep- 


















tember when the previous restructuring 
agreement ended. 

The IMF management also stressed to the 
beard that the loan approval would 
strengthen Manila’s bargaining position 
with commercial creditors. 

A few days before the IMF's approval, 
Philippine Finance Secretary Vicente Jayme 
hinted at the change in fund policy when he 
told the congressional committee on eco- 
nomic affairs in Manila that the IMF had “ag- 
reed to move ahead with the approval of the 
country programme without an agreement 
with the banks.” 

For the first time, the IMF facility has been 
directly linked to the country’s efforts to re- 
duce its debt. Manila’s request was for a 
three-year extended fund facility of special 
drawing rights, SDR 660.6 million (US$819 
million), which it would use for building up 
its reserves. 

As was done with Costa Rica’s recent IMF 
credit package, 25% of the loan will be “set- 
aside” to be used to settle part of the coun- 
try’s debts with commercial creditors. Mani- 
la will also use some of these funds to buy its 


own discounted debt-p. 





aper. This “set 
aside” fund appears to be pilot case. The IMF 
has indicated that it could extend a further 
40% of the country’s IMF quota (about 
US$218 million) which could be used to set 
up a similar fund to guarantee interest pay- 
ments to the banks. - 

While Manila has been keen on purchas- 
ing discounted debt paper, the modified 
facility will result in a smaller amount being 
added to its international reserves. So, for 
instance, the first tranche of the IMF loan 
(credited 24 May) amounted to SDR 71 mil- 
lion, lower than the expected SDR 94 million 
because of the “set-aside” funds. (The 
Philippines aims to build up reserves from 
their present US$1.7 billion level, including 
gold, to US$3 billion by the end of the year.) 

The modified credit facility should en- 
courage the banks to reach an agreement 
with Manila. The mechanics of the set-aside 
fund have not been finalised, but it wi ^ 
quire a new pact with commercial bank 
cause under the provisions of previous. ar- 
rangements, Manila and public institutions 
are barred from prepaying or purchasing 
Philippine debt in the world market. 

The most difficult part of the IMF pro- 
gramme for Manila is likely to be the cap on 
the budget deficit. This is expected to decline 
drastically from 3.4% of GNP this year to 
2.9% next year. Such a reduction, however, 
will require politically unpopular measures, 
such as higher taxes, public spending i 
and the lifting of subsidies. 





COMPANIES 


Foreign share stakes are reaching their ceilings 


ne of the most marketable stocks on 
O the Kuala Lumpur Stock Exchange 

(KLSE) has reached its maximum per- 
mitted level of foreign ownership, and 
another will soon hit its cut-off point. The 
two companies are Public Bank, with a mar- 
ket capitalisation of some M$1.4 billion 
(US$520.6 million), and Malaysian Interna- 
tional Shipping Corp. (MISC), with M$4.7 bil- 
lion; both are prevented by their articles of 
association from having more than 30% of 
their issued share capital owned by non- 
Malaysians. 

Public Bank announced on 18 May that 
the 30% level had already been reached, 
while MISC announced a week earlier that 
foreign ownership stood at 29.59%. Both 
companies are instituting a voluntary queu- 
ing system for foreigners who are willing to 
wait for other foreign-held shares to come 
onto the market to be registered. However, 
the managers of some overseas funds — 


Keeping it local 


which are thought to make up the bu. .: 
foreign-owned holdings — do not seem too 
happy with the idea, calling it archaic. 

The fund managers would prefer to see a 
separate listing for foreign-owned shares, 
along the same lines that Singapore Airlines 
has arranged successfully with the Stock Ex- 
change of Singapore. SIA Foreign is now 
trading at a 5$4.40 (US$2.25), or 32%, pre- 
mium to the ordinary stock and the Malay- 
sian companies — especially Misc — could 
expect to see similarly large premiums being 
offered for their foreign-eligible stock. 

The REVIEW understands that Public 
Bank is now drawing up an application for 
just such a separate listing, while MISC is 
planning to implement some unspecified 
“improvements” to the queuing system. — 

KLSE general manager Mohamed Salleh 
said there was “no existing mechanism" for 
separate foreign listings but hinted that the 
KLSE might be accommodating for com- 
panies which had a strong international d | 
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INDUSTRY 


India tries again to boost tourism earnings 


Standing invitation 


By Ajit Dayal in Bombay 


ore foreign tourists are visiting 
M y But, contrary to official 

hopes, they seem to be bringing 
less hard currency with them. Between 
1980-87, the number of tourists increased 
from 800,000 to 1.1 million. Earnings from 
tourism, though, have fallen from US$1.5 
bilion to US$1.1 billion over the same 
period. 

The decline in tourist dollars does not yet 

to bother major international hotel 
s, which are looking at India with re- 
newed interest. Sheraton, Inter-Continen- 
tal, Holiday Inn and Hyatt have been in 
India for many years. In the mid-1980s Meri- 
dien, Sofitel, and Kempinski ventured into 
the Indian market. Now they are all looking 
at expanding their presence in India. By 
1992, the number of hotel rooms is likely to 
increase by 37% to over 47,000, and the 
number of tourists is expected to double to 2 
million. 

But all this investment may be in vain. 
Despite an increase in the government's 
tourist-promotion advertising budget from 
Rs 40 million (US$2.5 million) to Rs 120 mil- 
lion over the past two years, the rate of 
growth of tourist arrivals was just 6.5% last 
year, compared with 7.8% in 1987. 

Government controls and the difficulties 
of travelling to and from, as well as inside, 
India are thought to be the main causes of 
this decline. Political turmoil in Punjab has 
I t that visas are no longer freely avail- 
é t Indian airports but have to be obtain- 
ed from Indian consulates and embassies. 
Immigration queues have grown longer. 
And India’s persistent phobia with foreign- 
exchange and import controls has made 
customs clearance an unnerving experience. 

New Delhi, however, now seems to be 
recognising the value of the tourist dollar, 
given its obsession with a shortage of for- 
eign exchange. In an effort to overcome the 
shortcomings of the country’s tourist ser- 
vices, the government has liberalised for- 
eign investment regulations in the hotel and 
airline sectors. It hopes to be able to raise the 
standard of service by attracting foreign in- 
vestors into the industry. Already, the 
Ramada hotel group has shown interest and 
Club Mediterannée, the resort developer, is 
said to be combing Indian shores for a site. 

The tourist industry’s biggest headache, 
however, remains air travel. An estimated 
95% of tourists enter India on aircraft and a 
large number of them travel around the 
country by air. Yet most Indian airports 
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abound in harassed tourists who have been 
bumped off overbooked planes or stranded 
because of sudden flight cancellations. 

This may soon change. Since April, Non- 
Resident Indians (NRIs) have been allowed 
to apply to set up air-taxi and charter flight 
services, either in collaboration with Indian 
residents or on their own. Already Rs 1 bil- 
lion worth of applications have been re- 
ceived. Some of these reportedly come from 
domestic Indian business houses, such as 
the Tharpars, who are using the names of 
NRI associates to break into this potentially 
lucrative business. 

Despite its newfound enthusiasm for 
such services, New Delhi is determined to 
prevent them from becoming a net drain of 
foreign exchange. Passengers will be re- 
quired to pay in hard currencies. Foreign 
tourists travelling on domestic carriers al- 
ready pay in hard currency, often at rates 
more than double the rupee fare. 

The air-taxis will be limited to 50 seats or 
less. Foreign aircraft purchases must be en- 
tirely financed by the NRI promoter's own 





Agra hotel: new interest. 


hard currency funds, without recourse to In- 
dian banks. Profits may be remitted over- 
seas only after all offshore debt is serviced 
anda stipulated amount of foreign exchange 
is placed in India. 

A government committee report on the 
state of the tourism industry also recom- 
mends a "partial privatisation" of the 
domestic carrier, Indian Airlines, "to make 
the organisation more responsive to cus- 
tomer service." Neither Indian Airlines nor 
Air-India, the government-owned interna- 
tional carrier, has the money to buy the ad- 
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ditional planes needed to cope with demand 
on the trunk routes between Bombay, New 
Delhi, Calcutta and Madras. 

So acute is the seat shortage that Indian 
Airlines has had to rush its 19 newly ac- 
quired Airbus A320s into service during the 
treacherous monsoon weather, despite its 
pilots’ unfamiliarity with the aircraft's 
sophisticated "fly-by-wire" electronic con- 
trol system. The government has turned a 
deaf ear to the airline's plea for more A320s. 
Instead, as a stop-gap measure, India will 
lease aircraft from the Soviet Union under a 
counter-trade arrangement, to conserve 
scarce foreign exchange reserves. 

The aircraft shortage has been aggra- 
vated by the need to divert planes to more 
remote destinations in order to accommo- 
date hard-currency-bearing tourists. Air- 
taxis and charters, the government hopes, 
will be able to cater for the tourists while 
freeing up state-run airlines to deal with the 
burgeoning domestic market. 

Not that Indians will necessarily go on 
travelling quite as enthusiastically as they 
have done in recent years, after the latest 
round of tax rises — a 3096 travel tax on 
domestic air travel and a 20% expenditure 
tax in five-star hotels. These levies (an- 
nounced in March) may not hurt the weal- 
thier Indians but they will put a damper on 
the Tourism Ministry's proclaimed intention 
of making "domestic tourism the bedrock 
for international tourism." 

“The government has an ambivalent at- 
titude to us. They say they want to promote 
tourism and then they go ahead and tax it,” 
said an industry official. This schizophrenia 
is expected to continue. The central govern- 
ment last year accorded tourism “industry” 
status, which carries with it various fiscal 
and financial incentives. However, the pre- 
cise content of the incentive packages has 
been left to state governments to decide. 

The result is a lack of uniformity, which 
makes it difficult to develop the common in- 
frastructure necessary for promoting tour- 
ism on an international level. According to a 
tourist industry official the central govern- 
ment gives “guidelines and recommenda- 
tions to the states [but] what they do with 
them is not under our control.” 

Despite all these irritants, the govern- 
ment's tourist office is hopeful of seeing an 
increase in tourist traffic. "Tourism is a 
peace-time industry and India has been 
peaceful over the past few years," says a 
senior tourism official. 

East Asia, Japan, and Australia appear to 
be markets with growth potential. Air-India 
is now operating four additional flights to 
Japan every week. Meanwhile, there is a 
publicity blitz in the US, Europe and Japan. 

But is all this enough? “Well, the govern- 
ment says they are keen on developing tour- 
ism, but then they were keen three years 
ago, too," says a hotel representative. "And 
nothing happened. My fear is that this is yet 
another temporary burst of enthusiasm." & 
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Gatt and the global option 


he European imagination has not 

yet been captivated by the full po- 

tential of pan-Pacific organisations. 

Europeans have been staring at the 
staggering trade statistics until their eyes 
hurt, but they have not yet been overly im- 
pressed by the dramatic visions of those 
strategic planners and future specialists who 
see the rise of a new Asia-Pacific civilisation 
and a gigantic global shift to the Los 
Angeles-Tokyo-Peking axis. Many feel 
these experts are talking themselves into a 
kind of Pacific stupor. 

In less vivid visions, the economic 
dynamism of the Pacific Basin, and espe- 
cially the Western Pacific, is slowly develop- 
ing an integrated and inter-dependent trad- 
ing system, which has already achieved or- 
ganised forms in the private sector and is 
gradually developing on an inter-gov- 
ernmental level as well. This cooperation 
still seems to avoid formal "institutionalisa- 
tion" and strict, orderly guidelines. But it 
seems to be based on the same imaginative 
multilateralism that was alive among the 
OECD countries in the 1950s. It is also in- 
teresting to note that the Asia-Pacific private 
sector has been leading the way towards 
economic cooperation, while the govern- 
ments by their nature have been looking for 
the bottom line, and developing countries of 
the area have been, in general, suspicious of 
the ulterior motives of the developed Pac- 
Rim countries. 

Although the shifts in global economic 
power are perhaps more complex than the 
visions of the PacRim gurus, it is only a 
question of time before the region's explo- 
sive growth of trade, communication and in- 
vestments will require shock absorbers — 
pan-Pacific organised cooperation and con- 
sultative mechanisms, which could later 
lead to comprehensive, formal multilateral 
arrangements within a Pacific "commun- 
ity." 

Concrete proposals for “a Pacific OECD" or 
"a Pacific Free Trade Area" have been 
around for some 25 years. Despite the obsta- 
cles, and even a lack of definition of the re- 
gion, the major promoters of these concepts 
— led by economically interdependent Aus- 
tralia and Japan and followed by the occa- 
sionally enthusiastic US — were visibly ac- 
tive during the world economic crisis of the 
late 1970s. Later, various other countries 
joined the discussions, without showing a 
great deal of official enthusiasm. However, 
the very process of attending numerous in- 
formal meetings is fostering a sense of ^com- 
munity" and is leading to new anticipation 
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By Pasi Rutanen 


of ultimate integration and synthesis of the 
great civilisations of the Pacific Basin. 

Regional cooperation has a certain 
natural order, emphasising the importance 
of economic links with neighbouring coun- 
tries and growth centres. 

There is, for instance, a conceivable need 
for new regional trade arrangements in the 
Western Pacific. The latest statistics show 
the region's intra-regional trade surpassing 
the value of its trade with North America 
within a couple of years. Against this back- 
drop, itis easy to see why the discussions on 
an Asia-Pacific Economic Forum, modelled 
after the OECD, gathered new strength after 
Australian Prime Minister Bob Hawke's 
Asian tour last February. What is more dif- 
ficult to relate to were the innuendos about a 
potential failure of the Gatt negotiations and 
about the upcoming “1992 Fortress of 
Europe,” which would necessitate the 
strengthening of the region's bargaining 
power in the future multilateral trade 
rounds. 

The smaller European countries are 
watching warily this new momentum for re- 
gional arrangements. They are not quite 
sure what kind of an economic cooperation 
and what kind of an institutional framework 
"a Pacific OECD" would involve — a mere re- 
source centre for economic consultations or 
ultimately a full-blown Western Pacific trade 
bloc. They hope these developments will 
not lead to a proliferation of exclusive re- 
gional arrangements that could endanger 
multilateral global cooperation. 





Hawke with Thai PM Chatichai. 
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So far, every time there has been a major 
threat of exclusive regionalism, there has 
been also a continuing global process to 
counterbalance that threat. Now there is a 
danger that if the present Gatt Round fails, 
the system of international trade might dis- 
integrate. 

On the other hand, the recent ministerial 
level meetings between the European Free 
Trade Association (Efta) and the EC coun- 
tries have been interpreted as a process lead- 
ing to a customs union — thus heightening 
the fear of “1992 Fortress Europe.” 

The fundamental and rapid chang 
the global economy affect the social and 
physical infrastructures of most countries. 
New global arrangements and adjustments 
will be necessary. New opportunities for 
contacts, discussions and cooperation are 
needed. Old attitudes must be changed and 
the Europeans also have to adjust their 
thinking to new actors, new frontiers and to 
the new economic environment of Asia- 
Pacific. 

The Efta countries (Austria, Finland, Ice- 
land, Norway, Sweden and Switzerland) 
have been trying to remind their trading 
partners in Asia-Pacific that their organisa- 
tion might also be a worthwhile dialogue 
partner. 

A year ago a small delegation from the 
Asean Secretariat visited the Efta Secretariat 
in Geneva to see whether there would be 
any scope for sharing information or de- 
veloping cooperation. Both Asean and Efta 
are strongly committed to the Gatt sy 
They are also seriously concerned abo... ...2 
proceedings of the Uruguay Round. 





ependence on foreign trade has 
moulded the Efta countries into 
ardent supporters of free trade. 
As a result, they have some of the 
lowest industrial tariffs in the industrial 
world. 

The six members of Efta constitute the 
largest trading partner of the EC, equivalent 
to the US and Japan combined. Since trade 
between the East Asian countries and Efta is 
growing rapidly, the Efta countries are not 
only concerned about EC's "Fortress 
Europe" but also about a possible free trade 
agreement between the US and Asia-Pacific 
— an agreement that would include Efta's 
major competitors: Japan, Asean and the 
Asian newly industrialised countries (NICs). 
The scope of this trade agreement would, 
they believe, lead to bloc-building and 





would also jeopardise the US’ credibility as 


an adherent to the Gatt system. 
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. The emergence of a comprehensive Pac- | 
im trading bloc would present the Efta | 
sountries with two options. They could join 
he n : bloc and create a new "Industrial 
de Area" or they could continue to | 
yild e a European Economic Space (EES) with 
the EC. This scenario would divide the 
world into two major trade blocs — Western 
Europe and the Pacific Basin. 
. Asa less threatening alternative, the Efta 







aunties might see a free trade area includ- 


ing only the Western Pacific market 
economies. This arrangement would leave 
at least some space for the bargaining power 
of small, liberal trading nations. The Efta 
countries might agree with a recent consen- 
sus of an Institute for International Eco- 
nomics conference in Washington that the 
US should pursue economic integration of 
the North and Central American continent 
only, and not enter into intercontinental free 
trade agreements. 
itwhat kind of a world would the new 
4 J industrialised triangle of Western 
Europe, and the US and the Far East be? 
First of all, it could leave other areas of the 
world to the fate of prolonged underde- 
velopment and stagnation. 
Instead of exclusive regionalism we 
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It is only a question of time 
before the region's explosive 
growth of trade, communication 
and investments will require 
shock absorbers — pan-Pacific 
organised epee 


chould seek genuinely global approaches; 
i te economic relationships and cooper- 
auon between all countries for the support 
of an open world economy. Only a 
strengthened Gatt can offer an opportunity 
for this. 

In order to avoid bureaucratic paralysis, 
more attention should be paid to the infor- 
mal and pragmatic nature of tripartite dis- 
cussions between government officials, 
businessmen and academicians. This type 
of process, modelled after PECC (Pacific Eco- 
nomic Cooperation Council, was initiated in 
January 1989 when the OECD countries sat 
down at their Paris headquarters for the first 
time in an informal seminar with the Asian 
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NICs. This was an auspicious time to open a | 


dialogue in support of global efforts to block | 


protectionism and strengthen multilateral 
tabe. m 


Pasi Rutanen, a former journalist and former 
Finnish ambassador in the Far East, is currently 
Deputy Director-General in the Finnish Foreign 
iid 
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Tycoon pays S$36 million to Pan-El liquidato C 


Settl ement day 





any wrongdoing and denies any moral 
or legal liability, Malaysian tycoon 


B A Ithough he has not been charged with 


Tan Sri Khoo Kay Peng has paid 5$26 mil- 


lion (US$18.4 million) to the liquidators of 
Pan-Electric Industries, the Singapore-based 
conglomerate whose failure in December 
i985 led to the temporary closure of the Sin- 
gapore and Kuala Lumpur stock exchanges. 
Following the payment, spokesmen for 
both Khoo and the Singapore Ministry of Fi- 
nance’s Commercial Affairs Department 
(CAD), said the matter was closed. 

Neither side, however, would say what 
the matter had been in the first place. In a 
brief statement issued by CAD director Glenn 
Knight on 23 May, Khoo was linked with 
Peter Tham, a former director of Pan-El, 
who was jailed in October 1986 for eight 
years after pleading guilty to forging share 
certificates and a further consecutive year for 
criminal breach of trust. Without being spe- 
cific, Knight alleged that Khoo “had bene- 
fited from Peter Tham’s illegal activities.” 

The announcement is the first confirma- 
tion of long-standing rumours that Khoo 
had been implicated in the Pan-El scandal. 
Following the collapse of the conglomerate 
with $$400 million of debts and the sub- 
sequent arrest and imprisonment of indirect 
shareholder Tan Koon Swan for abetting à 
criminal breach of trust, it was rumoured 
that Khoo was keeping out of the republic 
for fear of being arrested on similar charges. 

These rumours were consistently denied 
by sources close to Khoo, who is now some- 
thing of a recluse. However, a senior execu- 
tive of the Malayan United Industries (MUI) 
group (which Khoo heads as chairman and 
chief executive) admitted at the time that the 
rumours were sufficiently persistent to de- 
press MUI's share price. 

It was for this reason, the executive 
suggested, that in 1987 Khoo started selling 
some of his controlling 32% stake to Robert 
Kuok (and earlier this year to IGB). The hope 
was that MUI would no longer be viewed as 
sinking or swimming with Khoo's personal 
fortunes. Khoo's personal stake in MUI is 
now less than 1076. 

As it turns out, Khoo's sale of stock 
seems to have been dictated by the need to 
raise money for the Pan-El refund. Further- 
more, sources close to Khoo now admit that 
the born-again Christian tycoon has not vis- 
ited Singapore since the scandal first broke. 
The sources deny, however, that Khoo has 
breached any Singapore law or regulation. 





















The sources assert tha 
ment with Tham stemme 
ment made in 1982 wi 
ing company, Associ 
(AAS), to underwrite : 
shares issued at a price i 
in a three-for-one swap f 
(now Malayan United Ban 
this version of events, AAS los a 
the deal, forcing Tham to try to recoup son 
of his losses via Pan-El, which he had joir ned 
as a director in May 1982. EE 

This account conflicts < wi h D he 
chronological order of events as e xplainedin 
the CAD's 23 May statement. Knight s; id: 
“In the course of its investigations into the 
activities of Peter Tham, CAD discovered that _ 
Tan Sri Khoo Kay Peng had benefited from US 
Peter Tham’s illegal activities. This had __ 
caused losses to the Pan-El e dm of Com- a a 





Tham beins i forced i into c crime to recoup his = s 
earlier losses to Khoo: = pues 
Although Knight said that the CAD had vU 
actively pursued the recovery of the S$36. 
million from the MUI. chairman, the money d 
was actually paid by Khoo to settle acivilsuit 
brought by the liquidators of Pan-El against _ 
Tham. The liquidators — from accounting 
firm Price Waterhouse — had sued Tham in 
July 1988, claiming S648 million lost due to 
Tham’s alleged breach of fiduciary duties __ 
while acting as adirector. Inasettlementap- — 
proved by the High Court on 22 May, the — 
liquidators accepted. S$40 million made up 
from Khoo's $$36 million, plus an additional . 
S$4 million recovered from other sources, 
including Tham's assets in the US. | 

As for a possible criminal prosecution, 
the CAD has announced that "having regard 
to all circumstances of the case, and after - 
consulting the attorney-general, CAD de-. 
cided that it will take no further action. 
against Tan Sri Khoo." 

These remarks seem calculated to leave 
some stigma attached to Khoo for his alleged 
role in the Pan-El affair, without seeking to 
prove it in court. Attempts by the press to. 
darify from Knight what he meant by. 
"benefited from Peter Tham’s illegal activi- 
ties" have been unsuccessful. 

Meanwhile, sources close to Khoo have 
described Knights statement as “a bit 
mischievous" but refuse to offer a more con- 
crete explanation as to why Khoo should 
have paid over such a large sum of money if 
he considered himself innocent of any 
wrongdoing. .* 
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The Asia 1989 Yearbook does more than just cover these events — it compiles, ata- 








NVZ. lyses and interprets them for the reader. No businessman or scholar can afford to ignore 
! them. Nor can any professional or anyone who has dealings with or an interest in this excit- 


ing region. 


Decide for yourself whether any other single medium puts the social, political and economic realities of Asia at 


your fingertips as does the Asia Yearbook. 


NOW INITS 30TH YEAR... | 

Matching the rapid pace of Asian development the Asia Yearbook goes into 
great detail, with greater insight — a book which everyone who needs to 
know about Asia should have on the bookshelf. Now in its 30th year the Asia 
1989 Yearbook is more thorough and comprehensive than ever before. 


-. COUNTRY-BY-COUNTRY ANALYSIS ... 


Each country is discussed with up-to-date reviews of its Politics and Social 
Affairs, Foreign Relations, Economy and Infrastructure, complete with a 
map and lists of leading public officials. The Asia 1989 Yearbook gives you 
localised, first-hand information on everything from market potential and 
population trends to foreign aid involvement and social and cultural land- 
marks. Each country chapter has a Databox giving essential vital statistics. 
And there is also a statistical round-up compiled against a master question- 
naire provided by Yearbook experts. 


Published by the Far Eastern Economic Review, the Asia 1989 Yearbook is 


the result of thousands of manhours of work during the year. Every week. 









.the Review's correspondents file on-the-spot reports from every major 
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Asian capital and other areas of interest throughout the region. This leading 
team of writers, analysts, experts and research staff contribute (as they have 
regularly for 30 years) to keep the Asia 1989 Yearbook on top of events. To 
give you Asia minus the mystery, minus the myth. To give you Asia as only 
the Far Eastern Economic Review can. 


SOME OF THE FEATURES YOU'LL FIND . . . 


The Asia 1989 Yearbook offers completely revised chapters — covering 
another historic year in Asia, and analysing US involvement in the region 
and you will also find familiar chapters and features as well: a portrait of The 
Entire Region, The Power Game, Population & Food, Development 
Banks, Asian Finance, Asian Investment, Commodities, Energy, Avia ` 
Shipping, Fishing, Trade & Aid, the Pacific, Asian & Pacific Organisati 

and much more. 

As in the past, the Asia 1989 Yearbook has an abundance of charts, tables 


and graphics to illustrate the material, including a full military profile of 
each regional country. 


The main body of the book contains chapters on 31 countries, ranging from 
Afghanistan to Japan, from China to New Zealand. 
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MARKETS 


High liquidity powers Taipei stockmarket comeback 


Peak condition 


By Jonathan Moore in Taipei 


aiwan's irrepressible stockmarket is 
i breaking records again, supported 
by very high liquidity and basic 
greed. But while the higher prices appear to 
be creating a dangerous speculative bubble, 
companies are finally showing greater in- 
terest in tapping the market through equity 
financing. 

At its close on 30 May, the index had 
risen 102% since the beginning of the year, 
to 9,846 points. That is more than 1,000 

its beyond the 8,790-point peak it 

hed last September when the market 
went into a harrowing three-and-a-half 
week slide after Finance Minister Shirley 
Kuo announced a capital gains tax on stock 
profits. Taiwan's once-burned investors are 
betting that cannot happen again. 

While Hongkong’s stockmarket falters in 
the face of political turmoil in Peking, the 
Taipei market, isolated in many ways from 
Taiwan's own economy not to mention dis- 
tant Peking, is spurred upward by a familiar 
combination of excess liquidity, speculation 
and the manipulation of small investors by 
larger investors. 

Price-earnings (p/e) ratios have reached 
extreme levels by world standards, indicat- 
ing that share prices are way out of line with 
economic fundamentals. Previously, a few 
land-rich bank counters had p/e over 100; 
now, a number of industrial stocks are also 
in the 100-plus range. The average p/e is 45- 
50 for Taiwan's top-class shares. 

aipei's trading volumes have also been 
usp Tessive, with turnover regularly exceed- 
ing NT$100 billion (US$3.83 billion) a day. A 
new turnover record of NT$127.8 billion was 
reached on 23 May. These figures are the re- 
sult of high share prices coupled with the 
large number of new accounts. Some 2.5 
million accounts are now trading in the 
Taiwan stockmarket, about twice as many 
as a year ago. Many of these were opened to 
enable investors to evade the capital gains 
tax. 
Also, the proliferation of new brokerages 
since licences were liberalised a year ago has 
produced more brokers in the market push- 
ing trades to make profits. There are cur- 
rently over 120 brokerages trading the 
shares of 166 companies, and while more 
are opening weekly seeking profits from the 
soaring turnover, industry sources believe 
some weeding out will inevitably occur, 
with some of the weaker firms failing. 

With volumes so high, most brokerages 
are able to make big profits. A typical 
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Taiwan stock brokerage each day requires 
commission generated by about NT$200 
million in turnover to break even, according 
to one brokerage manager. The current total 
daily turnover of around NT$100 billion 
would cover this amount by about four times 
if averaged over all Taiwan's brokerages. 

But while Taiwan's stock levels astonish 
outsiders familiar with Wall Street and even 
Tokyo, there are changes afoot that could in- 
itiate a long-overdue, closer relationship be- 
tween companies and the investors who 
trade their stocks. 

The higher Taiwan p/e’s, and the vast 
reserve of money behind them, are causing 
more companies to look to the Taiwan mar- 
ket as a low-cost source of funds. Taiwan's 
market has been vastly underutilised in this 
regard, brokers and economists complain 
(REVIEW, 2 Feb.). 

In 1988, 38 companies made rights is- 
sues, the main way Taiwan companies raise 
cash on the market. That was already a 
greater number than before, and brokers 


Taipei's market mania 


Weighted index — 

"[ 24Sent 1988: 

^ A Kuo announces  — 
tax on stock profits. 





1 Jan. 1989: 
-«ai Stock profits tax 
comes into effect 


1989 © 
Source : REVIEW Data 


think twice as many issues could be on the 
way this year. 

Companies from traditional textile and 
food-processing firms, such as Ruentex and 
Chia Hsin Flour to technology-oriented 
companies such as computer manufacturer 
Acer Inc. are poised to do rights issues this 
year. A foreign-controlled food company is 
preparing a capital increase through a rights 
issue to help finance a reorganisation. 

With p/e's so high, “the amount of 
money they can raise there is just pheno- 
menal. Everybody wants to do it," said John 
Nelson, of Jardine Fleming Taiwan Inc. 

Taiwan's market has always had a rela- 
tively low number of listings because of un- 
developed and highly bureaucratic under- 
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writing procedures. In the interest of pro- 
tecting small investors, the Securities Ex- 
change Commission pressures companies 
to sell their stock at deep discounts. Con- 
sequently all issues are readily subscribed, 
with underwriters playing no critical pricing 
role, but rather administering a lottery. 

With such a small amount of scrip avail- 
able, the market reacts easily to investor sen- 
timent. The faster the secondary market 
moves, the more the primary market, in 
which companies sell their new shares, lags 
by comparison. In turn, the wider the gap 
between the fast-paced stockmarket and the 
issue of new stock by companies, the more 
cash-stuffed the market becomes. The mar- 
ket then becomes divorced from fundamen- 
tal factors, like corporate profitability, and 
the faster and more uniformly it is likely to 
move. 

"Its a vicious cycle,” said Tsai King- 
yong, vice-president of King's International 
Securities Brokerage Inc. But, he said, "there 
is definitely a trend for more companies to 
list shares" which will help improve market 
efficiency. 

One of the largest stock sales this year 
will be the 70 million new shares to be issued 
by Acer, Taiwan's leading computer man- 
ufacturer. The price is still undecided, but 
will probably be around NT$66 a share. The 
issue, which will increase Acer's outstand- 
ing shares by 23%, is to raise money for a 
US$250 million joint venture with Texas In- 
struments to build a Taiwan factory to 
manufacture dynamic random access mem- 
ory chips. 

Foreign-controlled local firms and local 
subsidiaries of foreign firms are also begin- 
ning to try to tap the Taiwan market. The 
eventual result, brokers hope, will be an in- 
jection of greater financial sophistication in 
the market from the foreign influence. Cur- 
rently foreign companies are prohibited 
from directly listing on the Taiwan market, 
and a proposal to establish a system of 
Taiwan Depository Receipts has been 
stalled. 

Oceanic Beverages Co., a listed company 
controlled by Australia's Pratt Group, will 
raise capital through a rights issue this year 
to help finance the acquisition of the assets 
of an affiliated company. The Wang compu- 
ter company is also trying to tap the Taiwan 
market by listing its local subsidiary on the 
Taipei Stock Exchange. 

For the time being it is uncertain where 
this latest stock boom will lead. Investors be- 
lieve government threats to cool the market 
are not likely to come soon, owing to a 
cabinet change with Prime Minister Yu Kuo- 
hwa being replaced by Lee Huan. The con- 
servative central bank governor, Chang Chi- 
cheng, will also be replaced by moderate 
Bank of Communications chairman, Samuel 
Shieh, but investors are blithely taking the 
view that the changes will decrease the 
likelihood of near-term policy changes 
aimed at slowing market activity. E: 
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HONGKONG 


Trade pace slows 


he Hongkong Government wears 

a brave face in its first quarter eco- 

nomic report, saying that forecasts 

remain unchanged for 1989 GDP 
growth and inflation despite a substantial 
drop in exports and a rise in the visible-trade 
deficit. 

According to the report, GDP will grow at 
6% while the Consumer Price Index (A) CPI 
(A) (which covers about half of all house- 
holds) will rise by 8.5%, the same as 
forecasts made in the March budget. But 
trade figures are not looking all that rosy. 
Domestic exports in the first quarter were up 
about 6% in real terms, a big drop from the 
11% growth rate in the same quarter last 
year. 

As a result, the government has revised 
downwards by 1% its earlier forecast of 7% 
domestic export growth for 1989. The report 
said that information on the order book pos- 
itions of large manufacturers and on re- 
tained imports of raw materials and semi- 
manufactures indicates that domestic ex- 
ports are not likely to worsen over the 
next few months. Correspondingly, the 
forecast growth rates of imports and re- 
tained imports were adjusted downward 
from 15.5% to 13% and from 9.5% to 8.5%, 
respectively. 

Exports to the US, Hongkong’s largest 
market, comprised 29% of total domestic ex- 
ports in the first quarter, down from 33% for 
the whole of 1988. This decline was coun- 
tered by a large increase in exports to Japan 
and Britain, mainly due to strong consump- 
tion demand in both markets. 

Domestic exports to China recorded 


major gains, too, up 35% over the same 
quarter last year. This was largely attributed 
to the continued expansion of processing ac- 
tivities in South China, due in part to the 
tight labour market in Hongkong. Some of 
these exports also were to meet local 
Chinese demand, though that trend may be 
difficult to sustain because of Guangdong 
province's recent embargo on the import of 
consumer goods. 

Re-exports grew more rapidly than 
domestic exports, rising about 34% in real 
terms, but still lower than the 40% real 
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growth for the same period in 1988. In line 
with this, the government has revised its 
forecast for growth of re-exports, from 22% 
to 18%. 

The general slow-down in Hongkong's 
major overseas markets, particularly in the 
US and West Germany, will lead to a slac- 
kening in demand for Hongkong goods. At 


the same time, the strengthening of the US 
dollar since the start of the year could erode 
Hongkong's competitiveness in some mar- 
kets. 

Domestic exports to China are likely 
to be hit by China's austerity measures, 
and the slacker demand in overseas markets 
will take its toll on outward-processing ac- 
tivities. This, in turn, will slow down the 
growth rate for Hongkong’s re-exports to 
and from China. 

China is the destination for 34% of Hong- 
kong's re-exports, while 49% by value of the 
territory's re-exports are sourced in China. 
Overall, the share of re-exports in the v 
of total exports is projected to increas 
61% in the first quarter, from 54% in the 
same period of 1988. 

The visible-trade deficit in the first quar- 
ter was HK$6.98 billion (US$894.9 million), 
or 5% of imports, a big change from the 
HK$1.83 billion, equivalent to 1.9% of im- 
ports, for the same period last year. 

Despite the CPI (A) rising throughout 
1988, the government is sticking to its earlier 
forecast of an 8.5% increase for the year. 
However, the year-on-year rate of increase 
was 9.8% in the first quarter, compared with 
7.5% for 1988. Strong local demand con- 
tinues to exert inflationary pressure on local 
goods and services; the retail price of 
Chinese-made goods rose by an average of 
10% in the first quarter over that of the first 
quarter last year. On the other hand, the 
firming of the exchange rate of the US dollar, 
and thus the Hongkong dollar, is expected 
to have some stabilising effect on am 
ward trend in the CPI (A). ms Ellen S 
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Life is what we make it. 
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Making a beautiful quilt takes patience, imagination and hard work. 
In the same way, life is what we make it. 

At Komatsu, we build tools for a better life. Around the globe, Komatsu 
robots, excavators, bulldozers, presses and laser machines are working to create 
the world of our dreams. Carefully. Patiently. Piece by piece. 

We don't know how the world will look in a century, or even a decade. 
But we hope that Komatsu can add beauty to the great pattern of life. 


Tools for a Better World 


ele KOMATSU 


Head Office: 2-3-6, Akasaka, Minato-ku, Tokyo 107, Japan 
Telex: J22812 Phone: (03) 584-7111 Cable: KOMATSULTD 


SIEMENS 


Medical engineering opens 
a whole new future 


Modern medical 
systems for 
longer life in 
greater comfort 


Not only the medical profession but also 
the patients in their care benefit from tech- 
nological advances in medical enginee- 
ring. Reliable and speedy diagnosis leads 
to well-planned surgical intervention and 
progress in therapy. 


By now ultrasound or computer tomo- 
graphy images are indispensible to medi- 
cal diagnosis. High resolution images 

are being achieved, but at the same time 
X-radiation and the use of contrast agents 
are being significantly reduced. The prime 
challenge for our scientists and engineers 
is to ensure maximum patient comfort - 
now and in the future. 


Today, most kidney stones can be remo- 
ved without surgery. Soon this will extend 
even to gall-stones. Narrowed blood ves- 
sels can now be expanded by catheter 
insertion under X-ray observation. Pace- 
makers stimulate heart functions in accor- 
dance with the physical activity of the 
patient concerned. Modern hearing aids 
resolve individual hearing problems. 


This constant progress in medical engi- 
neering enables people to live longer and 
in greater comfort, while at the same time 
health care costs are kept down to an 
acceptable minimum. 


Siemens AG, ZWD16, 
P.O. Box 103, D-8000 Munich 1 


High-tech from Siemens - 
into the future together 
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With 131 years experience 
behind us, its no wonder were 
such a Success. 


; Singapore office in 1984, it brought with it 
m a wealth of international banking expertise. 
After all, we were the first Danish bank 
to establish an independent worldwide 
yyy, Office network. As Denmark's most inter- 
YY f nationally oriented bank, our banking 
MS experience is second to none. 
Today, that experience is re- 
flected in a unique range 
of banking services to 
the Far East. 
Advanced tech- 
nology - fully in- 
tegrated with 
Privatbanken's 
worldwide office 
network - and a 
highly qualified 
personal service ensure 
prompt and efficient round- 
the-clock currency supervision, 
electronic banking services, foreign ex- 
change instruments, money market ser- 
vices and private investment banking. 
We also provide a wide range of credit 
facilities, including project finance, 
working capital loans and syndications. 
And, as a member of the Scandinavian 
Banking Partners, no-one is better 
equipped to advise on Scandinavian 
related trade and finance. 
S — Whatever your banking needs, talk to 
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Privatbanken A/S, Singapore Branch, 21 Collyer Quay, 18-01, Hongkong Bank Building, Singapore 0104. Telephone: +65 225 0511. Telex: 29246 privsg rs. 
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SHROFF 





Floral tribute to an era 


hroff can reveal that the real reason 

why the Bank of Japan (BOJ) raised 

the official discount rate (ODR) for 

the first time in nine years was the 
inflated price of carnations for Mother's Day 
in early May. The Management and Coordi- 
nation Agency reported this as one of the 
reasons for a 3.3% rise in Tokyo's consumer 
prices in May from a year earlier, the 
steepest increase since May 1981. Together 
with tulip mania and the South Sea bubble, 
we thus have carnation inflation to add to 
the economics lexicon. 

"^ fears over price rises were the primary 

2 of the 0.75% rise in the ODR to 3.25%, 
these stem from two external sources, the 
higher oil price and the weak yen. At the 
moment, there is little the Japanese Govern- 
ment can do about either. Oil now costs 
about 2,500 (US$17.71) a barrel, 66% more 
than in December. A rise in the ODR had 
been so well advertised beforehand that, if 
anything, the effect on the exchange rate 
was the opposite of that intended — the dol- 
lar ended slightly firmer on 30 May at 
US$1:¥143.10. “Too little, too late” is the 
common opinion of BOJ/'s action. 

This is bad news for the Tokyo stock- 
market, because it spells out, more clearly 
than before, the end of the "triple merits" 
share boom of the mid-1980s. This was 
based on low oil prices, low interest rates 
and the high yen. All three have reversed 
themselves in the past year, but the realisa- 
tion is only now dawning of an end to an 
era. How bearish is this for Japanese stocks? 

me pessimist is Jeff Uscher, head of re- 

'h at Smith New Court in Tokyo, who 
thinks the Japanese market is subject to 
"either a vicious circle or a virtuous circle," 
with not much in between. Uscher believes 
the key indicator is the oil price, but Japan 
has drastically cut its dependence on pet- 
roleum imports in the past few years. Shroff 
thinks the bigger factor is the exchange rate. 

At the beginning of the year, Goldman 
Sachs alone predicted the dollar would go 
higher in 1989. The Japanese Finance Minis- 
try wanted it that way to help President 
Bush take some of the pressure off US pro- 
ductive capacity, which was working flat 
out to fill export orders. But by common con- 
sent the dollar's rise has been overdone. It 
has now taken on a self-reinforcing quality 
because of the massive outflow of capital 
from Japan. Even though the interest-rate 
differential between Japan and the US has 
narrowed in recent weeks, it is not enough 
to counter perceptions that the dollar will re- 
main strong and that US Treasury bond 
prices will continue to boom. 
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There are plenty of firms, like DB Capital 
Markets, which think the dollar will begin to 
fall again well before the end of the year. 
They tend to focus on the fact that Japanese 
exporters are breaking even at Y 120 or less. 
But if the foreign exchanges took any notice 
of fundamentals, the dollar would have fal- 
len to ¥100 by now. Sure, corporate profits 
are booming in Japan. It is like the heady 
days before the Plaza Accord. The difference 
this time is that interest rates are heading 
skyward. The Tokyo stockmarket could 
come down to earth with a bump over the 
next six months. E Nigel Holloway 


Hongkong Governor Sir David Wilson 
was busy in May appointing a stream of 
luminaries to various adjuncts of the terri- 
tory's new super-regulatory edifice. But for 
China's turmoil, and the hassle of another 
stockmarket crash, the government would 






Tokyo's final bull run? 
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doubtless be trumpeting its belated efforts to 
improve market supervision. 

Now these well-paid regulators must 
prove their mettle. They could start with the 
adequacy of disclosure in Hongkong’s per- 
vasive practice of inter-group transactions. 
As a rule, such deals benefit the controlling 
company higher up the corporate pyramid 
— to the detriment of minority shareholders 
down the line. To set an example, the reg- 
ulators could lock horns with some of the 
bigger boys in town, rather than pick on 
smaller companies’ proposed deals. 

The first signs are not encouraging. 
Barely had the governor's breath dried the 
ink on the law creating the new Securities 
Futures Commission (SFC), than Li Ka- 
shing’s Cheung Kong Holdings was up to 
its old habit of buying assets on scant disclo- 
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sure. Cheung Kong, shareholders were told 
in a curt 300-word notice, will buy quarrying 
division Anderson Asia from 40%-owned 
associate Hutchison Whampoa. 

Cheung Kong buys this company on 12 


times calendar 1988 earnings, a valuation 


which Cheung Kong and Hutchison direc- 
tors “consider fair and reasonable.” Cer- 
tainly, Anderson Asia’s earnings have been 
hurt by competition in Hongkong’s con- 
struction industry. Taxed profit slid from 
HK$68 million (US$8.7 million) in 1986 to 
HK$25 million in 1988. 

The directors, however, say not a word 
about prospects. Healthier margins and An- 
derson Asia's synergistic gains as part of 
Cheung Kong’s vertically integrated opera- 
tion, suggest that Cheung Kong could make 
a killing at Hutchison’s expense. If this 
year’s profit returns to 1987 levels, Li will 
buy Anderson Asia on six times earnings. 
That recalls Cheung Kong's privatisation 
last year of Green Island Cement, probably 
also on six times forward earnings. 

Dairy Farm's purchase of convenience 
store chain 7-Eleven from Jardine Pacific, 
Jardine Matheson Holdings' trading sub- 
sidiary, predated the SFC. But the deal raises 
equally unhappy problems. Dairy Farm is- 
sued HK$400 million of new shares at 
HK$5.95 each in part payment. 

The deal was signed in mid-February, 
when Dairy Farm stood at HK$6.40, though 
the new shares were priced at the year's late- 
January lows. 

In mid-March, Dairy Farm posted better- 
than-expected results. The share price 
bounced to HK$7.65. Even after the index's 
recent slide to the levels of late January, the 
shares stand at HK$7.10. 

The market was ignorant of Dairy Farm's 
earnings in late January. But Dairy Farm and 
Jardine management were aware of the pro- 
fit, as Dairy Farm finance director Tim Wes- 
tinghouse admits. He insists the share issue 
will not lead to an earnings dilution. 

Even so, if earnings a share grow 1676 
this year, Jardine Pacific will have gained a 
tidy bargain on Dairy Farm shares issued at 
less than 10 times forward earnings. 

Solutions are not readily at hand. Calling 
in independent financial advisers is not real- 
ly a viable option. There is an inherent con- 
flict of interest in a controlling shareholder 
employing and paying a financial adviser to 
judge a deal which (almost by definition) is 
more likely to favour the controller. But 
more disclosure of the earnings outlook on 
assets which change hands should prove 
easy enough to compel. 

B Christopher Marchand 
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Brokers flee SIA after disappointing results 





By Christopher Marchand in Hongkong 
ingapore International Airlines (SIA) 
t posted 64% growth in net profit to 
S$985 million (US$504 million) in the 
year to 31 March 1989, a figure slightly 
below market forecasts. Analysts may have 
underestimated the impact of higher fuel 
costs, but the market's brutal response was 
to slash 70 S cents off the price of SIA shares 
on the local (as against foreign-owned) regis- 
try. With SIA Local stock now trading at 8.6 
times historic earnings, the already large dis- 
count to the Singapore market's average 23 
times rating has been further widened. 

The slide came in a jittery market. All Sin- 
gapore blue chips were under pressure in 
the week to 26 May, with the Straits Times 
Industrials Index sliding 3%. Hongkong 
unit trust managers were taking profits in 
Singapore, rather than losses in Hongkong 
where stocks plunged in reaction to events 
in China, to raise cash to meet an anticipated 
wave of redemptions. 

But SIA was notably hard hit. Its poor rat- 


Singapore girl jilted 








SIA victim of brutal market. 


ing is usually attributed to the stock being an 
international rather than a purely Singapore 
play. Hence the shares are graded by the 
criteria of international airlines. SIA, how- 
ever, posted a larger pre-tax profit than 
British Airways, an airline four times its size 
and which is also regarded as successful. 


Yet SIA Local's earnings multiple is only 
marginally better than that of British Air- 
ways. It is similar to those of the major US 
airlines which make a profit, and worse than 
Hongkong airline Cathay Pacific's 9.5 times. 
SIA Foreign stock is rated at 11.3 times his- 
toric earnings, but this reflects a growing 
premium on buying the SIA Foreign shares. 

SIA's stringent depreciation policy, which 
investors dislike, actually understates profit. 
Curious, then, that the airline with probably 
the strongest balance-sheet and highest 
quality earnings of any international carrier, 
suffers one of the worst share ratings. 


arket analysts offer two reasons for 
M this. The share is expensive, while 
its blue chip status does not com- 
mend it on speculative grounds. Trading- 
conscious Singapore investors ignore SIA, as 
it cannot compete with lower-priced prop- 
erty, marine or second-line stocks in t 
of gearing ability or short-term gains. 
Analysts had tipped a 1:1 share bonus 
issue and/or a 4:1 share split, before the year- 
end results were released. This would have 
increased the scrip supply and moved the 
share price to a cheaper level, hopefully en- 
hancing liquidity and improving the rating. 
But the airline made no move on either 
count. At a post-results meeting with ana- 
lysts, executives suggested that neither op- 
tion was feasible. An experiment in trading 
board lots of 200 shares, aimed at attracting 
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Bangkok s new stock 


Two convertible debenture issues, by the Industrial Finance 
Corp. of Thailand (IFCT) and International Cosmetics Corp. (ICC), 
are likely to herald a flood of similar issues in Thailand. Both is- 
sues are expected to be listed on the Securities Exchange of Thai- 
land (SET), the first since the market was reconstituted in 1977. 

Warrants are also set to make their debut on the SET. 
Speculator's favourite Starblock, a real estate developer, and 
Bangkok Bank of Commerce, are both issuing new shares with 
attached warrants. 

Bankers hope that the bond issues will help breathe life into 
the extremely shallow local capital markets. The market for reg- 
ular debentures is rarely active, partly due to regulations that 
limit tradability and competitive pricing of corporate paper. 

Kittiratt Na-Ranong of brokers Securities One, one of the 
IFCT's selling agents, predicts that “within a couple years, conver- 
tible debentures will be one of the main instruments in the mar- 
ket." The central bank has given the market a push by ruling that 
Thai commercial banks will be allowed to count such bonds to- 
wards their statutory reserves. 

Both issues have proved more attractive to foreign institu- 
tions. Local investors do not understand the methods of estab- 
lishing market values for such bonds, say brokers. Foreign in- 
stitutions have bought about two-thirds of the Baht 120 million 
(US$4.7 million) ICC issue, according to Bangkok First Investment 
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and Trust (BFIT), which packaged and sold the issue with Capital 
Securities and Finance. Local institutions and a handful of local 
individual investors took the rest. 

According to Eugene Davis of Chase Manhattan Bank in 
Bangkok, which packaged the IFCT issue, 65% of it went to for- 
eign, mainly British, institutions. 

The two issues are quite different — a result partly of the lack 
of any market standards. The five-year ICC bonds offer a coupon 
of 6.595 and semi-annual convertibility. The issue, dating from 
May, was priced for initial conversion at Baht 230, while the shan 
price at the announcement on 2 May was Baht 197. 

Demand for ICC, a distributor of cosmetics, garments, sport- 
ing goods and food items, was stimulated by the lack of liquidity. 
The company, part of the large Saha Pathanapibul trading group, 
has shown strong growth on the back of Thailand's consumer 
boom. 

Despite the political stalemate casting a shadow over its fu- 
ture, the IFCT's offering had a higher selling price and coupon. 
The five-year, Baht 437 million issue offers an 8.25% interest rate, 
slightly below the rate carried by Thai Government paper at the 
time of issue, and monthly convertibility. Interest is free of with- 
holding tax, an incentive for foreign buyers. The conversion price 
was set at Baht 125, against the Baht 101-104 trading range at the 
time of the 17 May announcement. 

BFIT’s Choedchu Sophonpanich says quite a few other com- 
panies are now considering convertible bond issues in a bid to tap 
the market and avoid the steep underpricing of capital calls com- 
mon on the SET. But Davis points out that there is little regulatory 
framework for protecting bond buyers, even though the central 
bank and Finance Ministry have encouraged the instruments. 

| = Paul Handley 
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small investors, has been disappoint- 
ing. More saliently, the directors ap-  ! 
pear unwilling to adjust the share  - 
price for fear that a penny stock 
image would detract from the air- 
line's international standing. | 
A major drag on the share price 
also comes from planned placements 
of shares held by siA's controlling 
shareholder, the Singapore Govern- 
ment-owned Temasek Holdings. 
In 1987, Temasek said it planned 
to reduce its 55% stake by 5% a 
year. Fears that these placements 
would create a scrip overhang 
have reached almost paranoid pro- 
portions on the local market. In 
any case, Temasek is unwilling to 
sell its shares on such a poor 
multiple. So last year’s scheduled 
placement of 5% never took place. 
^ strategy aimed at raising the holdings 
reign institutions thus seems called for. 
premium on SIA Foreign stock has 
widened considerably in the past year from 
around S$1 to S$4, which indicates growing 
foreign demand. Indeed, brokers argue that 
Temasek could solve its placement prob- 
lems with a radical increase in the SIA For- 
eign quota from its present 2576 of total is- 
sued capital to around 40%. 
To emphasise its international appeal, 
SIA could also seek a secondary listing. 
Hongkong would be the obvious choice, as 


SIA vs the index 
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the greatest foreign demand emanates from 
the territory. SIA’s closest rival, Cathay 
Pacific, is quoted here, so the listing would 
probably generate much interest. Singapore 
analysts, however, say SIA executives ap- 
pear to prefer Tokyo as this would be more 
classy. But SIA stock in Tokyo is likely to be 
neglected in the same way that Tokyo in- 
vestors ignore most foreign listings. 

A foreign listing also heightens 
nationalist fears that SIA’s image as a un- 
iquely Singapore success could be diluted. 
“To foreigners, Singapore’s main attraction 





COMPANIES 


China-related firms feel the pinch of Peking’s turmoil 








py elizabeth Cheng in Hongkong 


any new mainland Chinese com- 

panies operating outside China, 

mostly in Hongkong, are likely to 
be hit hard by the political upheaval in Pe- 
king as credit lines dry up. Even well-estab- 
lished Hongkong firms with heavy expo- 
sure to China, such as Hopewell Holdings, 
are feeling the pinch. 

Hopewell was forced to cancel its mas- 
sive HK$3.86 billion (US$495 million) rights 
issue — the largest-ever fund-raising effort 
attempted in Hongkong — on 29 May when 
some underwriters withdrew their support, 
paralleling banks' reluctance to commit new 
funds to China-related projects. "Foreign 
banks are more nervous than ever at par- 
ticipating in any new financing [related to 
China],” a Japanese banker told the REVIEW. 

Well before the present unrest, bankers 
were becoming reluctant to make new loans 
to Chinese projects even as Peking intro- 
duced austerity measures to cool down the 


8 JUNE 1989 


Political fall-out 


overheated economy. While most banks 
may not go as far as calling in their loans, 
banking sources agree that no new commit- 
ments will be made until the political situa- 
tion becomes clearer. “What is hurting 
everyone badly is the uncertainty itself 
rather than who is in power," a trader said. 

That the China International Trust and 
Investment Corp. (Citic), which is directly 
controlled by China's State Council and it- 
self is an important experiment in enter- 
prise reform, was implicated in the power 
struggle can only cause disquiet among 
foreign investors. Citic has been accused 
of counter-revolutionary activities along 
with communist party General Secretary 
Zhao Ziyang. 

Citic and Ever Bright Industrial, headed 
by Wang Guangying, were already targets 
of an anti-corruption campaign last year. 
They, together with three other lesser- 
known Chinese companies in Hongkong, 
were found guilty of profiteering by an in- 
vestigation team from the State Council. 
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is SIA," an analyst says. "It's a prob- 
lem of pride which goes beyond 
mere liquidity." As a result, while the 
SIA Foreign quota could rise in a fu- 
ture Temasek share placement, the 
increase may not be radical. 

Meanwhile, SIA will lengthen the 
period of depreciation on new air- 
craft from eight to 10 years. The 
change takes effect this financial 
year. If applied last year, it would 
have added S$150 million to the bot- 
tom line, raising earnings a share 
from S$1.59 to $$1.83. A deferred tax 
account is also to be set up, which is 
likely to grow by S$70 million a year 
for the next four years. 

The deferred tax account could 
turn into a balancing item which 
would continue to keep net profit as 
low as possible thereby helping in 
route negotiations. On the other hand, less 
depreciation enables more profit to flow to 
the bottom line, which should enable SIA to 
maintain high earnings growth as other 
operating factors become less positive. 

Tax charges also seem certain to rise, 
which would allow SIA to boost its rate of di- 
vidend growth. Short of a market down- 
turn, which should see a defensive stock 
such as SIA become more popular, or a radi- 
cal solution to the liquidity and share-over- 
hang problems, earnings growth seems the 
best prospectofimprovingSlIA'srating. m 
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Each was given a hefty fine. One of the five, 
Kanghua Development Corp., founded by 
the eldest son of Chinese leader Deng 
Xiaoping, now operates under another 
name in Hongkong. Business has dropped 
sharply, a source close to the company said. 

But Citic may yet save itself. Its very guilt 
may be turned to advantage — one of the 
charges levied against it is the nepotistic hir- 
ing of children of senior cadres, such as the 
son of Wan Li, chairman of the National 
People's Congress. With family interests at 
stake, it will be difficult to be tough on the or- 
ganisation. 

Over the past few years, Citic and others 
have amassed huge assets outside China. 
With these as collateral, Citic will have no 
trouble getting new credit. Other more en- 
trenched entities, such as the China Mer- 
chants group and China Resources, are on 
even firmer ground. In a worst-case 
scenario, even if Peking were to replace 
Citics top management with political ap- 
pointees, the overseas arm would still be 
able to carry on independently, one analyst 
said. 

The most vulnerable are the small 
operators. It is estimated that as many as 
80% of the more than 2,000 firms that 
have sprouted in Hongkong over the past 
two years are direct or indirect offshoots 
of Chinese import-export corporations. 
Their involvement in the territory's 
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economy is still largely in China tra 

Mainland firms on the whole, howeve 
are becoming major players in the construc- 
tion and property markets and to a lesser ex- 
tent the stockmarket. Their impact on prop- 
erty, particularly the luxury end of the resi- 
dential market, should not be underesti- 
mated, said a market analyst. 

Should the anti-corruption campaign in- 
tensify, and there is every indication it will 
as a smokescreen for a purge, many of 
these entities might want to lie low and re- 
frain from playing the market. Speculative 
.. activity could be pared, trimming stock- 
:> market turnover. 
=o But market analysts believe that if such a 
-= withdrawal occurred the effect on market 
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psychology would be more important than. 
any direct impact. There are only a handful 
of China-backed listings. The best known 
are Ka Wah Bank (controlled by Citic), Tian 
An China Investments (majority-owned by 
the Bank of China [Boc] and China Re- 
sources), Union Bank (controlled by China 
Merchants Steam Navigation), Wah Shing 
Toys Consolidated (controlled by Canton’s 
Yue Xiu) and Guangdong Investment (a 
subsidiary of Guangdong Enterprises). 
They are thinly traded. 

Chung Mao Securities, in which BOC has 
a large interest, is considered an important 
player, but is not generally involved in long 
positions, said a stockbroker. 

More significant, however, would be the 
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-Japanese bank bids for London merchant bank 


buving brains 


By Anthony Rowley in London 
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he Bank of Yokohama, by far the 

largest of Japan's regional banks, is 

anticipating proposed liberalisation 
of Japanese banking and securities laws by 
bidding to buy London-based merchant 
bank Guinness Mahon. The move repre- 
sents a short-cut to acquiring investment- 
banking know-how. 

If the expected financial liberalisation 
materialises in Japan (REVIEW, 11 May), the 
Bank of Yokohama expects to start carrying 
out domestic securities and trust banking 
(long-term fund management) business 
right away, using Guinness Mahon exper- 
tise, instead of building up its own capability 
over “10 or 20 years,” according to an execu- 
tive in London. 

Japanese banks are already free to offer 
|. certain types of investment banking over- 
... seas and the Bank of Yokohama intends 

using the London merchant bank as a base 
for managing Japanese portfolio invest- 
ments in Britain and elsewhere. Also, with 
the single European market approaching in 
1992, the Japanese bank will probably want 
to use Guinness Mahon for making cor- 
porate acquisitions on behalf of Japanese 
According to the Bank of England, which 
along with Japan's Ministry of Finance has 
given preliminary approval to the deal, the 
Bank of Yokohama’s proposed acquisition 
Guinness Mahon represents “the first 
case of a British-authorised institution being 
acquired by a Japanese Bank." Several Ja- 
panese banks, including Sumitomo and 
Fuji, have made acquisitions in the US and 
in Continental Europe. 
. .Fuji Bank, along with several French and 


























Canadian institutions, is understood to have 
been interested in acquiring Guinness 
Mahon, though the Bank of Yokohama ap- 
parently outbid them. A major stake in 
Guinness Mahon Holdings (60.84%) is up 
for sale by a syndicate of 28 banks which ac- 
quired it as security for loans to New Zea- 
land-based Equiticorp International, now in 
receivership. 

The syndicate, represented by a com- 
pany called SM Nominees, has undertaken 
to accept the Japanese bank's offer of 146 
pence (US$2.34) a share. The bank is obliged 
under British takeover rules to make a simi- 
lar offer to all shareholders. The offer values 
the entire issued capital of Guinness Mahon 
at just under £95 million. 


majority control over Guinness 


T he Bank of Yokohama is assured of 
Mahon irrespective of what view 


shareholders outside the banking syndicate. 


take of its offer, which values Guinness 
Mahon shares at only four pence above the 
London market price on the day before the 
bid was announced on 25 May. 

The bank has already announced its in- 
tention to retain Geoffrey Bell and Lord 
Duoro as respective chairman and deputy 
chairman of Guinness Mahon, though three 
of its own representatives will be appointed 
to the London merchant bank's board, one 
as vice-chairman. 

The Bank of Yokohama is bigger in asset 
terms than the smaller of Japan's dozen or so 
"city" banks and is the 24th-largest com- 
pany in the world in terms of stockmarket 
capitalisation. In the year to 31 March 1988, 
the bank had revenues of Y551 billion 
(U5$3.90 billion) and a pre-tax profit of ¥48 
billion. Its total assets were * 10 trillion. 
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change market. Group members are big 


players because their foreign-currency de- 
posits are about 40-5076 of total foreign-ex- 
change deposits in Hongkong, some ana- 
lysts estimate. While speculation is consi- 
dered to be normal business activity in 
Hongkong, such wheeling and dealing is 
barely tolerated by China's political hardlin- 
ers. BOC banks may have to curtail some of 
their facilities to show that they are toeing 
the line, whatever it may be. 

Meanwhile, not only are potential for- 
eign investors getting cold feet, Chinese offi- 
cials are also wary of making any new deci- 
sions before order returns to Peking. And 
this could take several months. n 


The bank's chief area of operation in 
Japan is metropolitan Tokyo where, accord- 
ing to Kazu Ota, a senior deputy ge 
manager of the bank in London, con 
tion with the city banks is fierce. The pank 
sees its proposed acquisition of Guinness 
Mahon as a means of surviving that com- 
petition in the event that securities business 
is opened up to banks in Japan. 

“If we were Industrial Bank of Japan or 
Mitsubishi Bank, we would probably be pre- 
pared to establish our own [merchant bank- 
ing] operation but we cannot afford to wait 
10 or 20 years," said Ota. By bidding to ac- 
quire Guinness Mahon, the bank would 
"acquire knowhow" and could "use the 
company as a tool." 

Ota described the match between the 
Bank of Yokohama and Guinness Mahon as 
a "perfect fit" because Guinness Mahon was 
short of money — of which the Bank of 
Yokohama has "lots" — and the Japanese 
bank is short of investment banking exper- 
tise, which Guinness Mahon possesses. 

The Bank of Yokohama, which has 
offices in Brussels and Zurich, rer... 
cautious about its European prosp 
The acquisition of British financial institu- 
tions is not an automatic way into the en- 
larged European banking market of 1992 be- 
cause reciprocity of access will almost cer- 
tainly be demanded for European banks in 
Japan. 

Guinness Mahon has welcomed the Ja- 
panese takeover on similar grounds. The 
Guinness Mahon board said it expected an 
"extremely exciting future" as a result of the 
association with Bank of Yokohama and that 
the marriage would result in a "substantial 
flow of new business" which could make 
the two institutions a "leader in Japanese- 
European investment flows." 

Guinness Mahon's history goes back 
more than over 150 years though it was es- 
tablished under its present name in June 
1988 following a de-merger of the invest- 
ment banking activities of GPG (formerly the 
Guinness Peat Group). It carries on mer- 
chant banking, asset management and sec- 
urities trading as an agency stockbroker. w 
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Manila reaches debt 

pact with Paris Club 

> The Philippines has reached agreement 
with the Paris Club of government creditors 
to reschedule US$2.2 billion of official debt 
over the next 10 years. The agreement 
follows an IMF US$1.17 billion package. 
Under the agreement, creditor governments 
will lengthen to three years — starting 1 
June 1989 — the period during which 
repayments are to be made. Past periods 
were limited to only 18 months. Philippine 
debt is currently US$28 billion. 


Philippine economic 
growth begins to weaken 
> The Philippines’ strong economic 
th of the past two years is weakening, 
ding to government agencies. GNP 
growth for the first quarter of 1989 was only 
4.1%, compared with 7.3% for the same 
period last year. While the manufacturing 
sector grew 7.1%, down from 8.3% a year 
earlier, the construction sector was strong, 
posting 8.1% growth, up from 4.5%. In 
January-February, the trade deficit was 
US$105 million, up from US$94 million for 
the same period last year, as import growth 
(up 14.6%) outpaced exports (up 11.7%). 


South Koreans get a taste 
for foreign electronics 


> The effect of market-opening moves and 
higher disposable income has boosted 
South Korea's imports of electronics. Trade 
and Industry Ministry figures showed that 
imports of five major items including 
expensive audio equipment and large-sized 
--^"-erators and air-conditioners rose to 

4.7 million in the first quarter, with 
some items increasing five-fold. At the 
same time, rising wages and appreciation of 
the won have led the local electronics 
industry to cut new investment by 9.2%, 
from Won 1.73 trillion (US$2.62 billion) to 
Won 1.57 trillion this year. 


China negotiates 

for more aircraft 

»> China's aviation officials are negotiating 
with US manufacturer Boeing to buy up to 
45 new airliners worth about US$2.07 
billion. The aircraft are believed to include 
13 737-300s, plus options on 13 more, and 
orders for 10 757-200s, all for Canton-based 
China Southern. The other orders are 
understood to be for five long-range 
747-400s and four 767ERs for Peking-based 
Air China. Other manufacturers have 
gained orders in recent months — European 
consortium Airbus Industrie has sold three 
A300-600s and US-based McDonnell 
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Douglas has announced orders for five 
MD11s for Shanghai-based China Eastern. 
An expected order for five MD11s for China 
Southern has not been confirmed. 


Taiwan approves partial 

bank privatisation plan 

> Taiwan's Executive Yuan has approved 
the sale of at least 51% of the provincial 
government's shares of Taiwan's three 
large commercial banks. The plan to 
partially privatise the banks — First 
Commercial Bank, Chang Hwa Commercial 
Bank and Hua Nan Commercial Bank — is 
designed to liberalise Taiwan's government- 
controlled financial sector and provide 

scrip to Taiwan's stockmarket. The sale 
proceeds will fund land purchases for public 
projects. 








Business indicators 
Singapore stockmarket 
 capitalisation* — 
SM rs : 





*End-1988, $$103.58 billion ^ Source: Smith New Court Far East 


Unions take on foreign 


banks in South Korea 


> Foreign banks in South Korea face 
mounting union pressure. On 26 May, 42 
union representatives from foreign banks 
announced that they have formed a "joint 
struggle" against foreign bank 
managements who they say pursue 
unethical and irregular business practices. 
Workers also accused foreign managers of 
unfair personnel polices. 


Oil prices to be 
floated in Thailand 


»> Thailand's National Energy Policy 
Committee has decided to allow oil prices to 
float soon. The move is likely to be coupled 
with the opening of the domestic fuels- 
distribution market to more foreign 
companies. The decisions still need to be 
approved by the Thai cabinet. 
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Indian central bank 

approves jute deal 

> The Reserve Bank of India (RBI) has 
approved British businessman Reginald 
Brealey's plan to buy 900,000 shares in 
Titaghur Jute Factory at 10 pence (16 US 
cents) against a paid up value of £1. Brealey 
applied to RBI for formal clearance of the 
deal soon after he bought the shares 
(REVIEW, 13 Apr.). However, RBI has 
stipulated that Brealey will have to invest 
£2.5 million to renovate the jute mills in 
West Bengal and assume responsibility for 
Titaghur's outstanding debt of Rs 200 
million (US$12.5 million). 


New cheap credit facilities 
for Indonesian farmers 


> Two foundations headed by Indonesia's 
President Suharto are to set up banks to 
offer cheap credit to farmers and villagers. 
The foundations, Yayasan Supersemar and 
Yayasan Dharmais, will form about 20 
credit banks with an initial working capital 
of Rps 1 billion (US$569,800), under the 
supervision of the major private bank, Bank 
Duta, also owned by the foundations. 
Foundation funding will avoid the need for 
government subsidies. The new banks will 
also open the rural market for Bank Duta; 
rural banking has been dominated by state 
institutions. 


Japanese insurance plan to 
boost overseas investment 


> Japan's Ministry of International Trade 
and Industry is starting an insurance plan to 
encourage firms to invest more in 
developing countries. The insurance will 
apply to more than 50 countries Tokyo 
considers are a political or economic risk. 
Foreign-exchange risks will also be 
included. Japan's direct investment in 
developing countries fell from 5876 of the 
total overseas investment to 25% between 
fiscal 1981 and 1988. 


Malaysia signs big 

aircraft deal 

> Malaysia Airlines (MAS), signed an 
agreement on 30 May to buy 16 short-range 
aircraft from Boeing. The M$1.4 billion 
(US$520.6 million) order for 10 145-seat 
737-400 and six 108-seat 737-500s — plus an 
option for a further 16 — is the largest in 
Malaysian aviation history. MAS has also 
agreed with California-based International 
Lease Finance Corp. (ILFC) on the sale of its 
existing fleet of 12 Boeing 737-200s. 
Pending delivery of the new aircraft in 1992 
-94, MAS will lease seven 737-400s from 
ILFC. 
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Prices edged to new highs despite the 
yen's weakness and fears of interest rate 
rises, but trading was again thin, 
averaging 747b shares a day worth ¥1.1t 
(US$7.8b). Construction issues and 
trading houses firmed and car makers 
fared well. Kawasaki Heavy hit a new 
high before closing up ¥100 at ¥1,160 and 
Mazda Motor added x22 to ¥1,000. 


The market continued to suffer major 
jitters, reflecting the twists and turns of 
China's crisis. Volume was unusually 
heavy, averaging 1.08b shares a day 
worth HK$2.43b (Us$311.5m). Panic 
selling on 25 May resulted in an 8.5% 
drop. The panic subsided late in the 
period, but no coherent view emerged. 
Cheung Kong fell HK$1.20 to HK$9.30. 


The jitters in Hongkong continued to 
affect the market, driving prices down for 
most of the period except for a brief burst 
of bargain hunting just before the 
weekend. Blue-chip banking stock OCBC 
lost 205 cents to $$10, while hotel operator 
Shangri-La closed 45 s cents lower at 
$$8.50. Volume averaged 65.2m shares a 
day, valued at $$133.5m (US$68.3m). 


Prices were driven lower in sharply 
reduced turnover as investors reacted to 
falls in Hongkong. Bargain hunters 


helped shares recoup some of theirlosses | 


after the weekend. Kamunting lost 7 M 
cents to M$1.23, while New Straits Times 
finished 40 M cents lower at M$5.10. 
Volume averaged 25.6m shares a day, 
valued at M$51.9m (Us$19.3m). 


The SET index hit a new high on strong 
interest in cement counters and zinc 
smelter Padaeng Industry. Local 


investors stuck with blue chips. Turnover 


was down until the period's final day, 
and averaged Baht 1.2b (Us$46.5m) daily. 
Siam Cement rose Baht 485 to Baht 5,021 
and Thai Wah rose Baht 130 to Baht 638. 
Siam Agro fell Baht 24 to Baht 89. 


The market dropped, triggered by the 
Marcos “deathwatch” ; labour unions’ call 
for a general strike; data showing an 
economic slowdown; soft metal prices; 
and Hongkong’s losses. Funds were also 
removed for Philippine National Bank’s 


P1.8b stock offering. San Miguel dropped 


P11 to P244. Daily volume fell to 1.6b 
shares, worth P85.7m (Us$3.97m). 


Composite Index, 938.24 








TRSONDJ FMAM J 






Taipei 
Weighted Index, 9,846.15 — 








TASONDJFMAM J 








a 





TASONDJFMAM I 


New Zealand 


Barclays Index, 1,902.12 — 
2100 








1,600 we = 
JASONDJFMAM J 


Bombay 
Stock Exchange Index, 692.24 








800_ Right scale 


FAR EASTERN ECONOMIC REVIEW 


The market gained moderately in light 
trading, as institutions and individuals 
stayed on the sidelines. Liquidity eased 
moderately. Securities shares gained 
10.1% and short-term finance companies 
rose 4.575. Trade and construction shares 
dropped. Volume averaged 6.4m shares 
on daily turnover of Won 159.4b 
(US$241.5m). 


After setting highs for 12 consecutive 
sessions, Taipei dipped suddenly on 27 
May on rumours the government wi 
intervene to cool the market. It did n 
and the index ended the period at 9,846 
— another record. Average daily 
turnover was NT$112.3b (Us$4.3b). Hua 
Nan Commercial Bank soared NT$118 to 
NT$696. 


Erratic movements in the local currency 
sent investors running for cover and 
gains made late in the period were not 
enough to recoup losses made over the 
previous month. Turnover dropped to 
519.81m shares worth A$1.17b 
(US$871.2m). Stronger than expected 
economic indicators doused hopes that 
interest rates had peaked. 


The slide continued until a rebound in 
Australia helped lift prices, but on low 
volumes. Even new reports of improving 
business confidence did not lift sentiment. 
Fletcher Challenge ended down 9 Nz 
cents at NZ$4.81. Brierley fell 1 NZ cer 
NZ$1.61. Total volume for the period was 
38.73m shares worth NZ$68.22m 
(US$40.5m). 


Share prices fell continuously during the 
four day holiday-shortened period, as 
bears sold their holdings and investors 
refused to make new commitments. The 
index fell 3.32%. Turnover was in the 
region of Rs 300m (US$18.8m). Tisco lost 
Rs 5 to close at Rs 1,265. Reliance fell 

a further Rs 6.5 to close at Rs 114.5, and 
Colgate fell Rs 27.5 to Rs 317.5. 


The market found little direction, or 
indeed enthusiasm, in the four day, 
holiday-shortened period. The Dow 
Jones Industrial Average ended slightly 
lower. Volume was low, averaging a 
sluggish 156.9m shares a day. Late in the 
period a wave of futures-related selling 
struck. The Morgan Stanley Capital 
International Index, in contrast, rose. 
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THE XO COGNAC by REMY MARTIN 
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or the past few years Remy Mar- 
tin has used the Far Eastern Economic 
Review as one of its main international 
vertising vehicles in Asia. 






6" of our superior-quality cognacs 
and the development of our brand 





image have increased rapidly thanks to : miris rad ee 
the support of the Review. The quality Remy Martin ^ 
of its readership perfectly matches the 

quality of our cognacs.9? 
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It works for them . . . It will work for you! 





A NEW DIMENSION I^ 





Scania's new 3-series trucks are now on the The utterly reliable driveline also includes a 
road to the future, building on almost a centu- new 10-speed gearbox, also available with a 
ry of truck experience. torque converter. One futuristic feature is al- 

Engines range from the nine-liter six at 210 ready tried and proven, the Computer-Aided 
hp to our tough new 14-liter V8 with Electronic Gear changing with fingertip gearshifts. 
Diesel Control, turbocharged and intercooled And perhaps best of all: An all-new interior 
to put out 470 hp. and instrument panel in all cabs. 


——————M9 
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Take a special look at the prestigious high-roof 
Topline version, fitted with central doorlocks 
and power windows. 

Heavy haulage has never before been so 
easy on drivers or so profitable for truck own- 
ers. It all adds up to a new dimension in a n 
truck technology. 




















MAKE ALL YEAR! 





If you are considering, or are now, investing in one 
or more of Asia's fast paced stockmarkets, a trial 
of ASIAN MARKETS MONITOR may prove to 
be your wisest investment in 1989. As everyone 
knows a major key to successful investing is having 
the right information at the right time, and that's 
what each issue of AMM delivers to its many read- 
ers each and every week. 


A no nonsense, straight from the shoulder weekly 
newsletter AMM will provide you with detailed 
market commentary, objective reports on sectoral 
developments and the reasons behind them, high- 
lights of results of large and medium sized com- 
panies, informed analysis and opinion and much, 
much more. 


Normally available for longer terms for a limited 
time only we are offering a trial to... 

ASIAN MARKETS MONITOR so that you can 
discover for yourself how very helpful AMM can 
be to you when it comes to making the right invest- 
ment decisions. 


AMM is written, complied and edited by 
—. Specialists throughout the Asian region and pub- 
. lished by a wholly owned subsidiary of Review 

Publishing Company Ltd., publisher of the Far 
Eastern Economic Review, Asia's most authorita- 
tive business/news publication. 













Because we are so confident that once you've 
sampled AMM for yourself, vou will discover 
how valuable it can be to you in making invest- 
ment decisions, we are offering a 13 issue 
trial-period for only US$150. That amounts to 
US$11.54 per week, lessthan the price of a moder- 
ate lunch. 


- Why not begin 1989 with your best investment foot 
-. forward by placing your trial order to AMM today. 
We firmly believe that you will begin benefitting 


from the very first issue. 


YOU ARE LIKELY TO 





If for any reason after ordering AMM you wish tc 
stop your trial subscription, you may do so at any 
time and receive a full refund of the unused por- 
tion of your payment. : 


Order now while you are thinking about it and 
start receiving the kind of timely news and infor- 
mation you need to have about the Hong Kong, 
Singapore, Malaysian, Philippine, Thai and Ko- 
rean stockmarkets. You have everything to gain 
and nothing to lose. 


To order simply complete the coupon and send it 
along with the appropriate payment or completed 
charge card information. 


De DET RO RE Ge | 
To: Publications Div., Dept. AMM, Review Publishing 
Company, Ltd., GPO Box 160, Hong Kong. 
| C Yes! Please enter my 13 issue trial order to Asian Markets 
Monitor immediately so that I can begin to benefit from the 
investment intelligence I will receive each week. 13 issues — 

US$150/£91/HK$1,170. : 

J Iperfer to order for 52 issues — US$599/£363/HK$4,670. 

| You may forward equivalent payment in any convertible cur- 


rency, 


CJ Lenclose in payment thereof (cheque payable to 
Review Publishing Company Ltd.) Or. please charge my 


| credit card (tick one): I 
C] American Express C Diners Club 
L1 MasterCard C) Visa 


ducts Dee 273 E Da Ves 


Card INO. ur ek 
| io) (cee 


m Mtr rt rr arti 
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Name ... 











roS C ENSE NUTUS HENCE NINE ERE RERO 
| Se tA aN M Lad Ent ue Etre Mo iE 

PDO OF BUS OSS) el eL LL er is 

Ne tutore n RO608BAMM 
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gr BEST corner in 
KINGS CROSS 


Sydney, Australia. — 1 
Cnr. Darlinghurst Rd & BayswaterRd ——— 


Education & Gourses 





The University 
; 3» of Melbourne 


— of Economics and Commerce 
. Department of Accounting and Business Law offers in 1990 a 


Diploma in Intellectual 
Property Law 


Director of Studies: Professor J. C. Lahore 


The course is full-time for one academic year but may be 
iken part-time over two years. It offers tuition at introductory 
and advanced levels in the legal regimes supporting high 
technology, inventions, information and "know-how". 
The Diploma is open to graduates in any discipline. Special 
| tuition will be provided for students without an adequate 
| background knowledge of the common law. 
The course is offered on a full fee basis. The course fee is 
expected to be $A11,200 p.a. fuli-time and $5,600 p.a. 
part-time. ud : Prime Location 
The closing date for overseas applications is 1 November, I Mis ees Kings Cross station @ Best retai 
1989. 4 ree Street Frontages 
«Further information can be obtained from the Assistant * Existing Income 
- Registrar, Faculty of Economics and Commerce, The 
University of Melbourne, Parkville, 3052, 
Victoria, Australia. 


Motel & Accommodation 







Minton 
-House 
d 


+ Adios iai potential 
location PTS 
+ Prime pedestrisnfipurst a area A 


Surrounded by major Hotels | 
(inc Hyatt, Crest, Sebel Town House) 


Auct: 14/6/89, St. Andrews House | 


Scott Gray-Spencer Doug Laing € 
0011 612 2338833 0011 612 3581733 g | 
2 bison 3t, pea 10 Ward Avenue, Sydney $ 


armi2375 








2 full-time course lasting 12 


i months for the degree of 


M.B.A. 


offered by the Centre 
wr Graduate Management 
Studies. 


Accommodation for single 
students available on the uni- 
“versity campus. 


|. Full details available from: — 
| The Director of Academic 
j| Affairs 

|. University of Keele 

1 Rene Staffs ST5 SBG. UK. 















siness Opportunity 


| No. 1 Golf View Corner Lot; 
"A TOURNAMENT PLAYERS 
_ CHAMPIONSHIP COURSE, 
“Scottsdale, Ariz (Phoenix Open). 
leges in all U. S.A. T.P.C. Courses. 
58329,000. Contact TED TOBIAS, 
in Lane, Beverly Hills, CA 90210, 
ne 213-271-9839. 





5:2 CHARINGWORTH 
** MANOR | 


Home leave in ENGLAND? 


Combine the traditional luxury 
of a medieval manor house 
with the highest standards of 
hotel keeping. Magnificent 54 
acre estate with views over 
unbroken Cotswold country- 
side, fine cuisine, impressive 
cellar, log fires, 4 poster beds. 
For colour brochure: 
Charingworth Manor 
Nr Chipping Campden, 
Gloucestershire GL55 6NS 
Tel: (038 678) 555 
Telex: 333444 C AG 


‘Best new Hotel in Britain 88-89 AA 


LONDON 


C OM MOD AT 10O N 


epp of a luxury 
serviced apartment over a hotel 


room ~ Send for details. . 
SOUTH KENSINGTON APARTMENTS 
99, Queen's Gate, London SW7 5AB, 
Tel: 01-244 6966 Fax: 01-244 8214 





If you have something 
to say... sayit 
an the Classifieds! - 


WEALDEN HOUSE 
FREE RELOCATION SERVICE 
For Bill ats ala in the U.K. We have à 
Le des io of properties 
throtighout aie Full property man- 
agement services also available. 
Birdbrook, a onoga, Wadhurst, East 


This space is reserved d for El 
Classified Advertisements | 
Reservations should be 
addressed to: 
International Classified Manager 
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Sussex, England. TNS7EU GPO Box 160, Ho 


Tet 0435 517, Fax: 0892 515789, 
Telex: 9312102325 TWG 


Business Opportunity 





NEWSPAPERS PRINTING PLANTS FOR SALE 


Tel: 5-8328300 Telex: 62497  REVAD HX 1 - tus 


KOEBAU COURIER — 12 printing groups letterpress, | | E 


| colour possible 
| KOENIG & BAUER — 8 printing groups letterpress 


PRODUCTION CAPACITY OF A NEWSPAPER OF 32 | 
PAGES: 50,000 copies/hour the first and 40,000 copies/ 

hour the second plant — Cylinder diameter 118 cm — | | 
height 180 cm — Very interesting price — For furtherin- || 


formations contact R. Otelli — ITEDI — TURIN (Italy) - 
Tel. (+39.11)65652798 — Fax (+39. 11)6565704 — Telex 
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"The present position and potentialities of 
this region justify optimism." 


"Given the potential economic and 
political development of Asia we anticipate a 
growing demand for reliable, concise and 
above all objective assessments of events." 


‘ 


`.. . We discern a remarkable thirst for 
more and better education, information and 
knowledge, and intellectual satisfaction." 


“At any time and in every case, unbiased 
and dispassionate, factual and balanced 
reporting will be our aim and policy." 


The Editor 
Far Eastern Economic Review 
First Issue 1946 





"© BLONDEL LA ROLIGERY PARIS FRANCE 
ASIA CIRCA 1946 


Forty 
years 
On + 2. 


In the middle of a decade which had 
seen the greatest upheaval the world had 
ever known, a group of men with faith 
and foresight set their eyes on Asia. 

They recognized the need to chronicle 
the restructuring of Asia from the ashes of 
war. A region that they felt would rise and 
grow at an astonishing rate, perhaps faster 
than any other. A region that they felt the 
world would need to watch carefully. 

In October of 1946, a publication 
dedicated to balanced, objective coverage 
of Asian affairs was born. Its name: The 
Far Eastern Economic Review. 

In the decades that followed, the 
phenomenal growth of Asia astounded the 
world. The prophecy of those visionaries 
echoed strongly; leading the Review to 
consistently serve as an important channel 
of information on Asia. This dedication 
and foresight has not changed. 

Today, 42 years later, the Far Eastern 
Economic Review is the world’s premier 
publication on Asian affairs. Unmatched 
by any other. 

Today, more than ever, when the Review 
speaks, Asia listens. 
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Floating in well-earned glory 
Tun Ismail Ali, 70, chairman of Malaysia's 
state-owned investment giant Permodalan 
Nasional Bhd ( PNB), has much to be satisfied 
about. The floating of Kumpulan Guthrie on 
the Kuala Lumpur Stock Exchange com- 
pletes a process that began nearly eight 
years ago when he whisked the plantation 
rickvHul giant away from the 
British in his famous 
dawn raid. 

But despite market 
f talk that the listing 
- — presages his retire- 
ment, which clearly 
annoys the former 
central bank gover- 
nor, the crusty Ismail 
says his work is far 
from over. 

Ismail complained that the REVIEW re- 
ported speculation that he would retire last 
year. The London-trained barrister said he 
had been tempted to offer the editor a wager 
then: had he retired in 1988, he would have 
taken out a year's subscription to the 
magazine. For Ismail, who claims he has re- 
fused to read the REVIEW as a matter of prin- 
ciple for some years, such a cave-in would 
be almost unbearable. (However, if he did 
not retire, the REVIEW would have had to 
burn its entire year's production in front of 
the PNB building. The wager was not made.) 

Certainly, Ismail will relinquish his PNB 
power base only when he is ready. Not only 
is the Malaysian business community scared 
of him (as with many men at his station in 
life, his brusque manners are now accepted 
as the idiosyncrasies of a great old man) but 
he is also the brother-in-law of Prime Minis- 
ter Datuk Seri Mahathir Mohamad. For in- 
vestors in such PNB subsidiaries as Malayan 
Banking and Guthrie, this means that as 
long as the fearsome and meticulous Ismail 
remains in the chair, funny business will be 
kept to a minimum. 





Rich in purpose 

Thai brokerage manager Sirivat Voravet- 
vuthikun, 40, has made millions of baht for 
other people over the past 11 years. Now he 
plans to make some serious money for him- 
self after resigning as managing director of 
Asia Securities Trading Co. 

When Sirivat joined Asia Securities as 
managing director in 1978, it was "just a no- 
name sub-broker," he said. However, its 
road to prominence as one of Thailand's 
leading brokerage firms has not always been 
smooth. 

Sirivat, a graduate of Bangkok's As- 
sumption Commercial College, obtained a 
degree in finance at the University of Texas 
in 1973. He now plans to set himself up as a 
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“professional investor," playing by his own 
rules. “Most investors don't exercise their 
shareholders' rights, and they don't study 
the market deeply enough," he said. Sirivat 
said he will attend shareholders’ meetings of 
every company in which he holds shares, 
and will ask some tough questions. “But I 
won't be nasty," he promised with a grin. 


An electronic blue chip 


Taiwan's computer industry has scored a 
notable coup by persuading Leonard Liu, 
48, to leave US electronics giant IBM to take 
up a specially created position as president 
of the Acer Group and chairman and chief 
executive officer of Acer America Corp. 

Liu, who was awarded his PhD in com- 
puter science from Princeton University in 
1968 and spent 20 years at IBM, joins a grow- 
ing stream of American-trained Chinese en- 
gineers who have been attracted back to 
Taiwan and its growing technology indus- 
try. Acer hopes that with Liu as head of its 
North American operations, and with his 





expertise in software design and in general 
management and technology, it will become 
the first Taiwan company to join the interna- 
tional computer industry's major league. 

He has held various management posi- 
tions at IBM, and most recently was general 
manager of its top software development 
facility at the Santa Teresa Laboratory in 
California. Born in Hunan province, he lived 
in Taiwan until 1963, when he graduated 
with a degree in electrical engineering from 
National Taiwan University. 


Young and restless 


Robert Coyuito Jr, 37, represents the new, 
younger breed of Filipino-Chinese business- 
men rising fast in Manila's financial com- 
munity — thanks partly to powerful links. 
Since he became the youngest-ever presi- 
dent of the Manila Stock Exchange (MSE) in 
1984, Coyuito has gone on to become the 
MSE's youngest chairman. 

Coyuito headed a consortium which re- 
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cently captured control and made him chair- 
man of the leading oil exploration company, 
Oriental Petroleum and Minerals Corp. His 
other partner in Oriental Petroleum is Al- 
fredo Ramos, who led the takeover bid for 
Atlas Consolidated Mining and Develop- 
ment Corp. in April and in which Coyuito 
Securities Inc. held substantial shares. 

Another close business associate is John 
Gokongwei, also a Filipino-Chinese mag- 
nate. Coyuito is a director of the 
Gokongwei-Lopez controlled Philippine 
Commercial and Industrial Bank, the coun- 
try’s fifth-largest private bank. He is said to 
have been instrumental in the forging of the 
business alliance between Gokongwei and 
the established and elite Eugenio Lopez 
family. Coyuito is a major stockholder c* *^^ 
Lopez-controlled and politically influc 
Manila Chronicle. 

Coyuito has another ace in his hand: his 
business and family links with the real-es- 
tate billionaire Tan Yu. His younger brother 
Peter is married to Tan Yu's daughter Elena. 


Truth is stranger than... 


South Korean actress Choi Un Hi, 59, re- 
turned home on 23 May with her husband, 
film director Shin Sang Ok, 63, after an 11- 
year odyssey which first took them to North 
Korea, then to Eastern Europe and finally to 
the US. Choi vanished from Hongkong in 
January 1978 while negotiating for a film ex- 
port order and her husband six months 
later, ostensibly while looking for her. 

In fact, they turned out to be victims of a 
movie buff in Pyongyang named Kim Jong 
Il, the heir-apparent of President Kim Il 
Sung. “I never imagined I could return 
home alive one day,” said Choi, who `` 
she had been drugged, put in a bag 
taken to a boat from one of the hills sur- 
rounding Hongkong. She was greeted after 
a harrowing trip on a fishing boat from 
Hongkong by a smiling Kim Jong Il at a 
North Korean port. RICKY HUI 

In Pyongyang, the 
couple pleased Kim 
Jong Il by producing 
several award-win- 
ning entries for 
socialist film festivals, 
thus earning enough 
trust to be allowed to 
leave for filming in 
Austria in 1986. In 
Vienna, they fled to 
the US Embassy. The taxi in which they 
were escaping was pursued by a North Ko- 
rean secret agent. 

What will they do in Seoul? "We've come 
to live and work," the beaming couple re- 
plied. The situation at home now "gives us 
freedom to make films." ^ 
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^K soaring testament to man 


They stand as a mystery on the landscape. A marvel 
of seeming herculean effort. And a towering tribute to the 
spirit and vision of their creators. 

It is with the same willingness to follow a seemingly 
impossible idea that Epson have grown to be a company of 
innovative products and technologies. Our open curiosity 
has led us to design the first printer small and fast enough 
to work in a calculator. A desktop performance computer 
compact enough to fit into a briefcase. And a wide selection 
of IBM* PC compatible computers that are as easy to use 
as they are to afford. 

Of course, such feats are not accomplished solely by 
our imaginative spirit. As with a magician's sleight of hand, 
Epsons precision technologies are behind each innovative 
leap. Like turning our early work with liquid crystal displays 





into an extraordinary flat-screen high-resolution LCD TV that's 
so tiny, it fits in the palm of your hand. Or transforming 
manufacturer. 

Looking back in time or towards the 

future, we cant help but notice an 

outstanding phenomenon. Give an idea 

lots of headroom and = 

never know what — E po E m m x 
you might 7 -i m [ mi a! Aaz " 
come up with. TEE PE m Li diit | 
au ru 


ourselves into the world's leading printer 
a solid base and yu ~ d 
EPSON. Where anything is possible. 


IBM is a registered trademark of 
International Business Machines Corporation 


EPSON 


SINGAPORE. EPSON SINGAPORE PTE LTD. No. 1 Raffles Place #26-00, OUB Centre, Singapore 0104. Tel: 5330477 (8 lines), Fax: 5338119, Telex: RS39536 EPSONS. HONG KONG. EPSON ELECTRONICS 
TRADING LTD. 25/F, Harbour Centre, 25 Harbour Road, Wanchai, Hong Kong. Tel: 5-8314600 Telex: 65542 EPSCO HX. TAIWAN. EPSON ELECTRONICS TRADING LTD. 10F, No 287, Nanking East Road, Sec 3. 
Taipei, Taiwan R.O.C. Tel: (02) 7177360 Telex: 24444 EPSON TB. BANGLADESH. FLORA LIMITED. Dhaka 2, Bangladesh. Tel: 231950. Telex: 642418 DOCI BJ. INDONESIA. P.T. SARANA HITECH SYSTEMS. 
Jakarta 12920, Indonesia. Tel: 5782010. Telex: 62766 MEDATAIA. MALAYSIA. EQUATRON (MALAYSIA) SDN. BHD. Petaling Jaya, Selangor, Malaysia. Tel: 7558322, Telex: 39840 ETRON MA. PAKISTAN. ABM 
DATA SYSTEMS LTD. Karachi-46, Pakistan. Tel: 546041-3 Telex: 23431 ABMDS PK. PHILIPPINES. U-BIX CORPORATION. Metro Manila, Philippines. Tel: 218-7501/5, Telex: 23120 UBX PH. SRI LANKA. 
COMPUTERLINK DATA SYSTEMS LTD. Colombo 2, Sri Lanka. Tel: 28641/2, Telex: 22455 COLINK CE. NEPAL. MERCANTILE OFFICE SYSTEMS. P.O. Box 876, Durbar Marg, Kathmandu, Nepal. Tel: 220773. Telex: 2263 
METRA NP, Fax: 977225407. THAILAND. SAHAVIRIYA INTERNATIONAL COMPUTER CO. LTD. Bangkok 10500, Thailand, Tel: 2360295, Telex: 87112 SIC TH. 
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“Room 501 at The Seoul Plaza Hotel 


When Mr. Hubert is town, his friends know where to contact him. 


Things have changed since Mr. Hubert was first booked into the 
Plaza by a Korean friend seven years ago. New buildings have 
sprung up across the skyline. New cars cruise the city streets. 
Even the Plaza itself has changed, with new decor, new 
restaurants and new modern business facilities. 


Ah, and new hotels have been built too. Why then does Mr. 
Hubert return time and again to us? 


"It is, you might say, a sense of refinement, something abstract ... 
something to do with... the people and the place. The Plaza may 
no longer be Seoul's most famous hotel, but it is eminently com- 
fortable and superbly staffed. It is, to be frank, everything | 
need." And that is enough praise for us. The Seoul Plaza Hotel. 
Like staying with friends. 


23-2Ka Taipyung ro Chung ku Seoul! 100-102 Korea 
Tel 771-22 Cable PLAZAHL SEOUL 
Telex. K26215 or K24424 Fax (02)756-3610 


For information and guaranteed reservations: 

i SEOUL PLAZA Tokyo Office: Tel. (03) 212-0234 Tix 2222876 GBC JAP J. Fax. (03) 212-2369 New York Office: Call Toll Free 800-447-2311 
Fax (201) 947-0767 @ Supranational Hotel Reservations Dusseidor! (0211) 35-04-16 (London Tel. (01) 937-8033 lil Prince Hotels inc. Tokyo 
Tel. (03) 209-8686 Paris: Tel. (1) 45-79-92-30 Œ Loews Representation international Cal! Toll Free 800-223-0888/North U.S A Canada Call 
Toll Free 800-522-5455/New York State W Delton Reservations Bangkok Tel. 251-0806 Hong Kong: Tel. 5-216-473 Taipei: Tel. 564-2734 


LETTERS TO THE EDITOR 


Advice for True Believers with a bad conscience but continues to gression nor can we extend diplomatic rec- 
I thank Gary Klintworth for informing me increase. ognition to governments created and prop- 
that I have not been “properly briefed on According to the UN, the number of ped up by foreign military forces." 


current trends in Indochina.” His concern Vietnamese fleeing from Vietnam, undeter- Singapore S. RAJARATNAM 
over the briefing I gave myself is under- red by sea hazards, years in unsanitary re- —— — ~~~ 
standable as it is clear from his letter [25 ugee camps, pirates and daylight robbery 
May] he is one of the diminishing band of by corrupt Vietnamese bureaucrats, has The Francis Seow case 
True Believers from the now suspect days of jumped nearly 70% so far this year. Francis Seow [LETTERS, 18 May] accuses the 
"Heroic-Little-Vietnam" craze. It requires something more than honest government of “shrieking repeatedly its 
In return may I urge him to take a — gullibility to believe that the Vietnamese warped interpretations of my medical con- 
very hard look at those who had briefed have administered their imperial outpost far dition." The public prosecutor was not the 
him on the same subject. It is quite clear — better than their fatherland. only one to doubt Seow's story that he was 
from his tribute to Vietnam's colonial record In my article, which has outraged too ill to fly home to Singapore to stand trial. 
in Cambodia that, as a True Believer, his — Klintworth, I said that Nguyen Co Thach, Even Seow's own lawyers, Colin Ross- 
gurus were more concerned with reinforc- the "smiling tiger," was a master illusionist Munro Qc and V. K. Dube, disbelieved his 
ing his possibly weakening faith in a Viet- and Klintworth is proof that the Vietnamese story and the medical reports put up by Dr 


namese Second Coming than burdening have not lost their skill. Jonathan Fine, executive director, "Physi- 
him with the facts of political life in Cam- The biggest triumph by those who cians for Human Rights," and Dr William R. 
bodia briefed Klintworth was to have mesmerised Slater of the New York University Medical 


I find it hard to believe that Vietnam him into believing that the prime ministerof ^ Centre. After the prosecution pointed 
has been administering a little Utopia in Thailand was also a secret True Believer. that Seow's counsel had misled the « - 
colonial Phnom Penh while successfully — Klintworth says in his letter: “It is this reality his counsel got Seow to waive privilege and 
running a little hell in Vietnam. Since the that Thailand’s Prime Minister Chatichai to allow them to reveal the correspondence 
end of the Vietnam War, according to re-  Choonhavan recognised in January" — that between themselves and Seow. They pro- 
cently published UN figures [AP, 27 May], a Vietnamese puppet regime is "Numero duced these letters in order to discharge 
more than 1.5 million people have fled Uno” in the eyes of Cambodians. themselves as counsel for Seow because the 
the Vietnamese Heaven by sea. These fig- I have no desire to deprive a True Be- letters showed that, in the first instance, 
ures do not take into account the many liever of his delusions but in the interests of they had been deceived by Seow, and that 
more who perished noticed only by the your readers who may be misled by him, let subsequently they had agreed with the pro- 
Creator. This flight from Heaven has not me quote a recent statement [26 May] by — secution's criticisms of the medical reports 
only gone unnoticed by True Believers ^ Chatichai: “We cannot condone military ag- and of Seow's behaviour. 

The public prosecutor presented these 
letters in court on 22 May. I quote extracts: 
"| agree entirely with the prosecution's com- 
ments on the inadequacies of Dr Slater's va- 


La ^ 
Business opportunities emat fa aged a 
ppo “The prosecution had alleged that Dr Sla- 
* "i b h t ter's two reports were skimpy and bereft of 
* articulars . . . we agree that his reports are- 
in Singapore: one nig prc; weagre that his repo 
e "The prosecution are quite right that Dr Sla- 
will produce manyreturns. | om 
e doctors are at stake." (QC to Dube, 21 Fe 
Seow dismisses the fact that Dr Fine ....: 
only never examined Seow but was not 
licensed to practise as a doctor by blaming, 
^my English counsel who had mistakenly 
assumed that he was a New Yorkdicensed 
physician." His Qc had asked him specifi- 
cally for “a medical certificate" from hise 
“New York doctor" (QC’s words) and Seow’ 
promptly produced Dr Fine’s certificates. 
Seow also knew what had transpired in thes 
courts. If he had not intended his QC to give- 
this false and misleading information to thes 
court, why did he not immediately correct 
this? As his own Qc wrote to the prosecu- 
tion: 
ON “I am quite sure that if you had been ins 
We want to say welcome back. my position you would have made exactly 
HOTEL «SINGAPORE the same assumptions and I suspect that 
you construed the medical certificate in the 
same way as me, namely that Dr Fine hadi 
76 Bras Basah Road Singapore C718 (Opposite Raffles City Convention Centre) Telephone 338 8333 bs examined Seow.” (QC to DPP, 20 Mar.) 
Telex RS 42076 Cariho Telefax (65) 339 6866 Telegram Carltonhot Management & Marketing Consultants swiss-belnord It is litle wonder that the judge con- 
For reservations, contact the hotel direct or n Reservations Offices: Bangkok 251 0806, Hong Kong 5-216473, cluded that these disclosures confirmed 


Jakarta 720 4240, Kuala Lumpur 243 4770, Manila 817 1634, Seoul 776 1039, Singapore 733 4724, Taipei 564 2734, 
Tokyo 216 0016, Utell International, Swiss-Belhotel Management Ltd, Hong Kong 5-8681221. 
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No other airline gives you as much as Delta. The customs and immigration facility is de- 
Delta flies nonstop from Seoul and Tokyo to signed to speed you on your way, faster than at 
Portland, Oregon. We have thru-flights from Taipei most other West Coast gateways. And Delta profes- 

to Portland. Plus convenient round-trip service sionals are at every gate, ready to help. 

between Taipei and Seoul. Together, Delta and The Delta Connection* 
Along the way, we'll treat you to Delta s award- reach more than 250 cities worldwide. With over 

winning personal service. With multilingual Flight 3,900 flights a day. That's more than any other 


Attendants and Wide-Ridé TriStar comfort. airline system. 
In America, our Portland gateway is an easy So next trip, fly Delta. When you add it all up, 
connecting point. it's a valuable exchange. 






DELTA AIR LINES 
MéLoveloFlyAndltShows: 


Contact Delta's Reservations Office. Tokyo: Tel: 213-8781. Osaka: Tel: 243-2525. Nagoya: Tel: 561-6161. Okinawa: Tel: 61-9696. 
Guam: Tel: 477-8843. Sydney: Tel: 262-1777. Seoul: Tel: 754-1921. Taipei: Tel: 551-3656. Manila: Tel: 859-215/816-1126. Hong Kong; 
Tel: 265-875. Jakarta: Tel: 310-1351 or 310-1412. Kuala Lumpur: Tel: 232-4700. Auckland: Tel: 793-370. Singapore: Tel: 337-1730 
or 337-1731. Bangkok: Tel: 233-0566. Bombay: Tel: 244-068. 

Delta Connection flights operate with Delta flight numbers 2000-5999. ©1989 Delta Air Lines, Inc. 





The investment required for a big, long-range business 
jet is enough to make most companies think twice 
about buying one. Amazingly, it's also enough to buy 
two BAe 800s. The transcontinental capability of the 
800, more than 3,350 miles, matches the bigger jets. New 
York to San Francisco, non-stop, is all in a day's work. 

Yet, independent studies show the BAe 800 is as 
cost-efficient as much smaller business jets, even turbo- 
props. Its ratio of maintenance hours to flight hours is 
significantly lower, thanks in no small part to the quiet, 
powerful and eminently reliable Garrett TFE 731-5 
engines supplying the power. 

No other business jet offers such efficiency for both 
the short haul and long-distance demands. Which is just 





one reason why, last year, the BAe 800 outsold its nearest 
competitor better than two-to-one. 

For more information in North America, write 
Kenneth C. Spinney, VP Marketing-Corporate, British 
Aerospace, Inc., P.O. Box 17414, Washington-Dulles Int'l. 
Airport, Washington, DC. 20041. Or call 703-478-9420. 

Outside North America write Corporate Aircraft 
Sales Department, British Aerospace Commercial Air- 
craft, Hatfield, Hertfordshire, AL10 9TL, England, or 
call (07072) 62345. 

You will discover that when it comes to business 
jets, thinking somewhat smaller can make an 
enormous 


difference. 
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Seow's "deception and fraud practised on 
both defence counsel — Ross-Munro and 
Dube — as well as on the prosecution." 

Asiawatch and other human-rights 
groups in the US have held out Seow as a 
paragon of virtue. They protested loudly 
when he was detained under the Internal 
Security Act. But the current fraudulent tax 
evasion charges are straightforward criminal 
charges. 

The Singapore Government had, there- 
fore, expected Asiawatch to urge Seow to re- 
turn to Singapore to clear himself at his 
criminal trial. Instead, they aided and abet- 
ted him in procuring two doctors who 
signed false medical certificates and became 
Seow’s accomplices in the crime of fabricat- 
ing evidence to defraud a Singapore court. 

DORIS LAI 
Press Secretary to the 


Singapore Minister for Law 


ı ply tothe reply 

In your review of my book, The Marcos 
Dynasty [27 Apr.], editor Philip Bowring ac- 
cuses me of being “intellectually dishonest” 
— a sniffing and disparaging remark I 
would have expected from the Sheriff of 
Nottingham. You have to have it before you 
accuse others of abusing it. 

You should also do your homework 
thoroughly, or you risk making a fool of 
yourself, for I can demonstrate that you do 
mot know what you are talking about. 

You portray my book as unsubstan- 
Kiated. There is a great deal of detailed evi- 
idence cited in the book, as any fool can 
plainly see, only one example being the 
idocument I found showing that Mariano 
IMarcos had never been governor of Davao. 
INo other journalist took the trouble to check 
such basic Marcos claims. 

My book went to the publisher with 
nearly 4,000 footnotes imbedded in the 
e fully identifying documents and 
Suwves. It was decided that the book was 
*oo heavily burdened by them, so they were 
removed and only summarised in end- 
notes. Meanwhile, both Harper & Row in 
New York and Macmillan in London had 
sawyers go over the book in detail. This line- 
»y-line vetting took well over 400 hours, 
luring which 100 hours were spent directly 
‘ross-examining me and my chief re- 
searcher, and we were able to show them 

locumentary support for every point they 
"hallenged. No small feat for any book. 
Contrary to what you imply, the re- 
ponse from historians and journalists has 
»een good. Prof. Robert B. Stauffer of the 
Jniversity of Hawaii said: “It is a great book 
. . The definitive biography . . . It represents 
the very best that investigative reporting can 
we: no academic working in the field can 
»egin to equal the range of materials Seag- 
save has tapped, and done so with intelli- 
jence and guts." (Quoted in The New York 
imes.) | 
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You insinuate that my material on Judge 
Chua being the real father of Ferdinand 
Marcos is groundless. Manila editor Max 
Solivan, an Illocano whose family has long 
familiarity with the Marcoses, told my as- 
sociates Dale Van Atta and Donald 
Goldberg (both acclaimed investigative re- 
porters working for me at the time) that the 
Judge Chua story was accurate. 

You claim my account of the Marcos war 
fraud is based on innuendo, when it is based 
on documents in the US National Archives, 
which you are free to examine. The lawyers 
did. 

You say I “plant firmly in the reader's 
mind” that Imelda was a lesbian. Actually, I 
said rumours to that effect had been pub- 
lished in journals and newspapers over the 
years, as well as in a biography of Henry 
Ford, and that the New York magazine Van- 
ity Fair refreshed the rumour by putting it in 
a headline over an interview with Imelda in 
Honolulu exile. I stated clearly that I investi- 
gated the rumour and was not able to cor- 
roborate it. For you to suggest that I planted 
the story to smear Imelda is sleazy reasoning 
and intellectually dishonest. 

You find my account of the Nugan Hand 
black-money network “preposterous.” I 
merely examine the Marcos aspect of a net- 
work described in detail by the Pulitzer Prize 
winning journalist Jonathan Kwitney of The 
Wall Street Journal. Maybe while you were 
following the Nugan Hand and Hang Lung 
cases you neglected to read Kwitney’s book, 
The Crimes of Patriots. 

You claim there’s no evidence to support 
my account of the Marcos gold deals and his 
recovery of some of Yamashita’s Gold. It is 
true the evidence is far from complete, but 
there is enough described in the book to 
argue that Marcos must have recovered 
some of it. It is dishonest of you to suggest 
that I claim absolute evidence. If it waddles 
and quacks, you may claim it is not a duck, 
but I may equally argue that it is. 

Your most embarrassing goof is when 
you say: “[Seagrave’s] understanding of the 
gold market is no better. He declares: ‘The 
world’s annual legitimate gold production is 
controlled at 1,400 tonnes per year in line 
with market demand. Prices are set by the 
five-member London gold pool . . .' " My 
gold pool statement is confirmed by 
Stephen Fay's book on the Bank of England, 
Portrait of an Old Lady. And you may be chag- 
rined to discover that I extracted the rest of 
my statement directly from your own 
magazine, the REVIEW of 2 April 1982, page 
46, citing the International Monetary Fund 
as source, which says: "The world's annual 
gold production is about 1,400 tonnes per 
year, roughly in line with demand." 

You bear me false witness. But your ig- 
norance is no comfort to me. I'll wager a sub- 
scription renewal that you have neither the 
honesty nor the intellect to print this rebut- 
tal. 
London STERLING SEAGRAVE 
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PRIME SAN DIEGO 
INDUSTRIAL 
PARCEL AT 
INTERNATIONAL 
BORDER CROSSING 


MINIMUM BID: 
$6.3 MILLION 


APPRAISAL: 
$73 MILLION 


48+ acres in 
Industrial District 
of Otay Mesa, 
0.6 miles from Otay 
border crossing. 


* Strategic location in 
rapidly growing 
manufacturing and 
industrial distribu- 
tion center. 

* Adjacent to Maxell, 
Sanyo, Sherwood 
and future Casio 
plants. 

* Excellent interstate 
freeway access. Par- 
cel on future 1-905 
off ramp. 

* Tentative parcel map 
approved for 24 lots. 


FOR AUCTION 
CATALOGUE CALL 
(215) 450-2592 
FACSIMILE 
(215) 592-5806 


Broker Cooperation 


KENNEDY-WILSON, INC. 
3110 MAIN STREET 
SANTA MONICA, CA 90405 
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After two weeks of 
defiance from 
pro-democracy 
demonstrators 
since the declaration 
of martial law in 
Peking, the 
Chinese army 
moved in to clear 

- Tiananmen square 
stunned the world. But with the 
population outraged, violent new protests 
breaking out across the country and the 
army itself divided, China seemed close to 
civil war. The atrocity may have fatally 
damaged the standing of the country's two 
key institutions, the Chinese Communist 
Party and the People's Liberation Army, 
and destroyed the achievements of senior 
leader Deng Xiaoping’s decade of reform. 
Peking bureau chief Robert Delfs 
witnessed the horrific events of 4 June, and 


AE — 
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Peking -FC 





writes of the power-play that has followed. 


The reaction outside China has also been 
one of horror: from Washington, bureau 
chief Nayan Chanda writes of Peking's 
abrupt transformation from international 
favourite to pariah; from Tokyo, 
correspondent Nigel Holloway reports on 
the reaction of China's biggest foreign 
economic partner; in Hongkong, 
correspondent Emily Lau writes of the 
shattering of trust in arrangements for the 
territory's return to China sovereignty in 
1997. 10 
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Gorbachov's Ghosts 


Even before martial law was imposed in 
Peking on 20 May, Soviet President 
Mikhail Gorbachov appeared to have had 
an inkling of the depth of the crisis in 
China. After meeting Chinese leaders 
during the mid-May Sino-Soviet summit, 
the Kremlin leader told a gathering of 
Soviets resident in China that he was 
unsure of who was really in charge at 
Zhongnanhai. "I don't know whether I 
have been talking to real leaders or their 
ghosts." He was also doubtful how 
many of the top politburo members 
would survive the impending power 
struggle in the Chinese Communist 


Party. 





Regional Affairs 


South Korea : Politics 

The opposition grows impatient with 
President Roh's slow movement towards 
settling the bitterness of the 1980 Kwangju 
massacre 19 


Thailand : Dissent 

A small dissident group calls for the 
ousting of the government in favour of the 
leadership of army commander Gen. 
Chaovalit Yongchaiyut 22 


Thailand : Religion 

A maverick Buddhist monk, advocating 
personal and political austerity among the 
Thai people, runs into opposition by the 
country’s religious hierarchy 22 


Japan: Corruption 
Prime Minister Uno, though himself 


Resort in Retreat 

Beidaihe's élite Guesthouse for Diplomatic 
Missions seems to have become a casualty 
of an official decision taken earlier this year 


to cancel civil servants' traditional summer : 


retreat to the coastal town, a favourite 
resort for government leaders and senior 
cadres. The guesthouse has begun 
advertising its virtues, asking "people 
from all circles" to stay. The implicit 
acknowledgment that its exclusive status 
was over came in an advertisement in the 
English-language newspaper China Daily, 
only a few days before the Peking 
bloodbath. 


The Foreign Filter 

While Thailand is busy fighting off US 
pressure to open its market to US-made 
cigarettes, officials from Laos — the source 
of many of the foreign cigarettes smuggled 
into Thailand — has quietly proposed a 
joint production venture with US tobacco 
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untainted by the Recruit scandal, is 
unlikely to initiate a strong anti-corruption 
drive and rock the boat for the ruling 
party 24 


India : Nepal 

New Delhi warns Kathmandu against 
internationalising their dispute over trade 
and transit treaties and indicates it will wait 
for economic pressure to wear down 
Nepal'sresistance 26 


Burma : Diplomacy 

Rangoon rejects a Thai offer to mediate in 
proposed peace negotiations between the 
Burmese Government and ethnic Karen 
rebels 27 | 


Indonesia : Legal System | 
The World Bank adds its voice to pressure 
the government to bring some order to the 
legal system to create a better business anc 
investment climate, and establish 
individual rights and the state's 
obligations 28 


Pakistan : Politics 

Prime Minister Bhutto's government tries 
to unsettle its political rivals even as 
opposition parties form alliances to unseat 
her 33 


Afghanistan : Mujahideen 

Islamabad plans a major diplomatic 
initiative to resolve the Afghanistan war 
and will pressure the insurgents to 
negotiate with Kabul or face a cut-off in 
support 34 


companies on Lao soil. Presumably o1. v. 
the target markets would be Thailand. 
Meanwhile, the Thai tobacco workers 
union delivered a letter of protest to the US 
Embassy in Bangkok, addressed to US 
President George Bush, attacking 
Washington’s pressure on the issue. 
Curiously, given the union’s membership 
the letter argues that selling cigarettes into 
Thailand would be immoral because they 
are unhealthy. 


Royal Panacea 

Indian Prime Minister Rajiv Gandhi has 
chosen the former maharaja of Kashmir, a 
confidant, to be New Delhi's next 
ambassador to Washington. Karan Singh 
holds a doctorate in political science and 
has been India’s minister of tourism. 
Gandhi hopes that a sophisticated envoy 
with a royal background will be a success 
not only with the Bush administration but 
also with a US Congress increasingly 
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Arts and Society 


Philippines : Urban Poverty 

Visions of creating a “Nueva Manila” clash 
with the reality of a squatters’ colony on 
the edge of Manila Bay 38 


Philippines : Cinema 
The campaign against the US bases enters 
the world of entertainment 38 


Business Affairs 


Australia: Borrowing 

Foreign debt tops A$100 billion for the first 
time, sending tremors through the 
country’s financial markets 48 


| gkong: Infrastructure 

Hongkong will choke on its own traffic in 
the 1990s unless politically unpopular 
measures äre taken 49 


Japan: Markets 
Osaka’s listed options market, the first in 
Japan, faces teething troubles 50 


Hongkong: Policies 

Tough legislation to cut the use of 
chlorofluorocarbons, which damage the 
earth’s ozone layer, will force changes in 
industry 51 


EC-Japan : Trade 
Brussels rules out car import quotas after 
1992 52 


Panama-Japan : Economic Relations 
Panama loses its charm as a Latin 
American base for Japanese business 54 


xa erned about India's quest for big- 
power status. 


Consulting on Cambodia 


After winning 

esr in Western 
urope for his 

dramatic proposal for 

arms reductions, US 

President George 

Bush is planning to 

aunch a diplomatic 

nitiative on 

-ambodia. However, Bush. 

anlike the troops and 

arms-reduction proposal, his Cambodian 

nitiative is designed to be a multilateral 

»ffort involving, if possible, China, 

the Soviet Union, France, Thailand 

ind Vietnam. The US plan to ensure 

ielf-determination in Cambodia and 

»revent a Khmer Rouge return will 

»e discussed with Chinese Foreign 
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US-Japan: Policies 

Washington strives to regain its lead in 
technology by promoting government- 
business partnerships 56 


India: Trade 

New Delhi comes under fire for 
increasingly favouring foreign contractors 
in capital equipment purchases 57 


Japan : Economic Relations 

Under Prime Minister Uno, Japan may 
give more consideration to regional 
economic integration 58 


South Korea: Taxation 

Seoul reinterprets its tax code in a bid to 
force foreign companies to declare more 
taxable income 59 


Malaysia : Companies 

Kamunting secures the finance for its 
purchase of a 28.9% stake in Multi-Purpose 
Holdings 60 


Pakistan : Budgets 
Bhutto increases taxes and unveils a 
modest rural spending programme 61 


Hongkong: Markets 1 

Hongkong withstands the initial impact of 
growing civil strife on the mainland but 
longer-term damage to the financial and 
industrial sectors seemslikely 68 


Hongkong : Markets 2 

Stock prices tumble in Hongkong, Taipei 
and Singapore and Hongkong’s property 
market looks set to follow 69 


Minister Qian Qichen, scheduled to arrive 
in Washington on 12 June, and with Soviet 
Deputy Foreign Minister Igor Rogachev, 
who will visit soon after. Consultations 
with Thai and Vietnamese officials are also 
planned. 


Settling for Paris 


Indonesian Foreign Minister Ali Alatas' 2 
June talks with his French counterpart 
Roland Dumas seem to have extinguished 
rumours in Jakarta that one session of the 
planned international conference on 
Cambodia will be hosted by Indonesia in 
July. Alatas said on his return to Jakarta 
that the conference would be hosted by 
France in August, but it was thought that 
Indonesia would hold part of the 
conference in order to satisfy Hun Sen's 
demand that the international conference 
should be held in Southeast Asia. 
However, Alatas has referred privately to 
the August conference as a "first session" 
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and spoken of Indonesia co-chairing the 
proceedings with France to reflect the 
efforts of both France and Asean to reach a 
solution. 


Security Snafu 


US military and embassy facilities in Seoul 
recently installed sophisticated anti- 
terrorism barriers as part of a policy to 
forestall attacks such as the 1983 car 
bombing of the embassy compound in 
Beirut. Unfortunately, one of the first 
casualties was the car of the Swiss general 
who is in South Korea as part of the 
neutral-nations observers at the 
Panmunjom truce village. A guard at the 
US forces’ Yongsan base in Seoul pushed 
the wrong button as the car was entering 
the compound. The so-called Delta, a 
retractable wedge-shaped barrier set into 
the pavement, rose and immediately 
demolished the underside of the general's 
car. No one was injured. 
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REGIONAL AFFAIRS 


Military power-play follows onslaught on protesters 


Tiananmen massacre 








By Robert Delfs in Peking - 


fter the brutal slaughter of pro- 
democracy demonstrators in Pe- 
king’s Tiananmen Square on 4 
June, China is on the brink of civil 
war and nationwide insurrection. Military 
units loyal to President Yang Shangkun 
seemed to be in control of the city, with 
squadrons of tanks and armoured person- 
nel carriers occupying approaches to the city 
as well as the central city area around 
Tiananmen. 

Peking was left looking like a city at war. 
Streets were lined with the hulks of burned- 
out trucks, buses, and armoured vehicles 
and strewn with rubble from broken bar- 
ricades. Soldiers fired off machine-guns and 
rifles intermittently over several days and 
nights, shooting live rounds at clusters of 
citizens, while explosions could be heard 
from the city fringes. A vice-mayor of Pe- 
king confirmed to a foreign visitor that army 
units had been fighting each other outside 
the city. 

Hospitals could verify some 700 deaths in 
the Tiananmen massacre and in battles with 
demonstrators armed only with rocks and 
Molotov cocktails as People’s Liberation 
Army (PLA) troops moved into the city in the 
pre-dawn hours, raking crowds with 














machine-gun fire and driving tanks over 
tents occupied by pro-democracy hunger- 
strikers. But other estimates go as high as 
7,000. The true number of casualties may 
never be known. Unofficial Chinese sources 
said that many of the corpses in Tiananmen 
Square were burned and others transported 
by helicopter to an unknown location east of 
the city to be disposed of secretly. 

Even if civil war can be avoided, the 
consequences of events so far could be 
the destruction of everything senior leader 


On other pages 


The Peking massacre generates 
sympathy and fear in Hongkong: 13. 


Deng Xiaoping’s interregnum has achieved 
in more than a decade — the restoration 
of order and establishment of minimal 
norms of civil government after the Cultural 
Revolution, China’s return to the interna- 
tional community and emergence as a 
serious and respected regional power, 
hopes for more foreign investment and 
technical aid, the full panoply of economic 
reforms, the Sino-British agreement to re- 
store Chinese sovereignty over Hongkong, 
and the prospects of any future arrange- 


CHINA 





1 


ments to share sovereignty over Taiwan. 

Beyond this, as insurrection begins tow» 
break out in other cities, it appears increas- 
ingly unlikely that the communist party wi 
ever be able to restore its now shatte 
reputation or long maintain its claims tomy 
legitimacy of rule except by coercion, if not 
open use of terror. The hardliners’ prop- 
aganda of a "counter-revolutionary" move- 
ment could be self-fulfilling. 

Resistance — and casualties — con- 
tinued for some days. Unarmed cit s 
defied the occupying troops, building 
ricades of vehicles and challenging soldiers. 
Students barricaded themselves, with some 
seized weapons, on Peking campuses. 
China's largest city Shanghai was paraly 
by strikes and protests, with sporadic gun 
fire in the streets and rumours that military. 
units were about to move into the city. 
Large-scale disturbances in the Sichuan pro 
vincial capital Chengdu resulted in about 
300 deaths when crowds attacked hotels 
and government buildings. The vital north 
south railway between Canton and Peking. 
was blocked repeatedly at Changsha 
Hunan province, and at the bridge over thee 
Yangtze River at Nanjing. 

For several days, top leaders kept out ose 
sight. Numerous reports said Deng Xiao 
ping was dead or critically ill from cancer 





Links severed 


In an astonishing reversal achieved in barely 24 hours, China 
transmogrified from the West's most respected and valued part- 
ner in the socialist world to a virtual pariah state. 

While France, the Netherlands and Sweden cut all links short 
of diplomatic relations with China, the US, Britain and Switzer- 
land confined their reaction to suspending arms sales and cancel- 
ling formal visits between senior military personnel. 

Addressing a hastily called press conference on 5 June, Presi- 
dent George Bush said the US "cannot ignore the consequences 
[of the violent and bloody attack on the demonstrators] for our re- 
lationship with China." He said the US move was not an emo- 
tional response but "a reasoned, careful action that takes into ac- 
count both our long-term interests and recognition of a complex 
internal situation in China." 

Bush outlined the four steps the US would take in response to 
the violence in Peking: 
> Suspension of all government-to-government sales and com- 
mercial exports of weapons. 
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> Suspension of all visits between senior US and Chinese mili- 
tary officials. 

> Sympathetically review requests by Chinese students in tiic 
US to extend their stay. 

> Offer humanitarian and medical assistance, through the Red 
Cross, to those injured during the fighting. 

US officials said the sanctions cover US$600 million in military 
sales, of which only 10% have so far been delivered to China. The 
items covered by the suspension include avionics systems to 
modernise 50 Chinese-built F8 fighter aircraft, four ground radars 
designed to pinpoint the source of enemy artillery fire worth 
US$62 million, US$38 million in plant and equipment to produce 
155-mm artillery shells and the sale of four Mk46 torpedoes for 
US$8 million. 

Administration sources said Bush used the broadbrush bar on 
weapons sales in order to make a quick and firm statement of dis- 
approval of the military's action. To define precisely what kind of 
items from the munitions control or dual technology lists would 
be barred under the decision would have taken State Department 
lawyers longer time than was available. For example, a US-built 
satellite owned by Australian and Hongkong consortiums and 
due to be launched by a Chinese rocket, falls under the muni- 
tions control list but does not constitute a weapon and is unlikely 
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Chinese military sources said the orders to 
use lethal force to suppress the Tiananmen 
demonstrations on the night of 3 June were 
issued by State President Yang Shangkun, 
in his capacity as permanent vice-chairman 
of the Central Military Commission (CMC). 
In issuing the orders, Yang reportedly said 
that Deng, the CMC chairman, was incapaci- 
tated by illness. 

Party General Secretary Zhao Ziyang, 
first vice-chairman of the CMC, has not been 
seen or heard from since his visit to express 
sympathy with hunger-striking dem- 
onstrators at Tiananmen on the early morn- 
ing of 19 May. 

Premier Li Peng, who issued martial law 
orders for Peking on 20 May, may have been 
shot on 4 June in the Great Hall of the 
People. The Hongkong newspaper Ming 
Pao said an officer of the paramilitary 
People’s Armed Police (PAP) fired four shots, 
wounding Li in the thigh and killing another 
1 10wn person before he was himself cut 
tern. 


t is clear that the Shijiazhuang-based 

27th Army (possibly backed by units of 

the Shandong-based 54th Army) was 

responsible for most of the killing and 
bloodshed on 4 June. Soldiers from the 28th 
(Datong) Army who were disarmed by stu- 
dents (and their trucks burned) said it was 
“Yang Shangkun’s 27th Army” that was 
doing all the killing. Students variously 
claim that the commander of the 27th Army 
is related to Yang Shangkun — a nephew or 
son-in-law. 

To many, the events of the past few 
weeks have suggested that Yang may have 
been attempting some kind of coup d'état 
with the support of Premier Li Peng and the 
backing of key military leaders, some of 
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whom are his relations. Yang Baibing, direc- 
tor of the PLA General Political Department 
and former political commissar of the Pe- 
king region is Yang’s younger brother. 

Chi Haotian, chief of the PLA General 
Staff, is widely believed to be Yang's son- 
indaw, though this cannot be confirmed. 
The lack of coordination with which differ- 
ent military units moved into the square 
from outside the city, and particularly the 
aggressive assault of 27th Army elements, 
gave the impression that rival units were 
racing to take control of the Tiananmen 
Square, which is immediately adjacent to 
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the Great Hall of the People and near the 
Zhongnanhai compound where China's top 
leaders normally work and reside. 

If this was an attempted coup, however, 
the failure of either Yang or Li to appear in 
the media since the Tiananmen massacre, 
and the new official media references to 
politburo standing committee member (and 
party security chief) Qiao Shi on 7 June 
suggest that it may have already failed, and 
that the party organisation has begun to 
reassert control. 

This reading of events is also consistent 
with the statement by an unofficial military 
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*^ be affected by the sanctions. On the other hand, the proposed 
le of the civil version of Chinook helicopters to China will be 
halted, the sources said. 

Bush also held out the possibility of taking further steps to iso- 
late China if the violence continued. Sources say the US could in- 
struct its representatives in international financial institutions 
such as the World Bank and the Asian Development Bank to vote 
against loans to China. A number of World Bank loans to China 
are due to be voted on later this month, they noted. Another pos- 
sible course would be to deny insurance to US investors under 
the Overseas Private Investment Corp. programme. 

However, given the multilateral nature of these sanctions 
Washington would have to work with its allies before moving be- 
cause, as one source put it, “we don't want to stop sales of some 
items only to see our allies picking up the slack." 

u Nayan Chanda 


Nigel Holloway writes from Tokyo: While Japan's Prime Minister 
Sousuke Uno has said he is "seriously concerned" at events in 
China, Tokyo officials and businessmen do not believe trade and 
investment will be badly affected by the troubles there. Even if 


the hardliners in.Peking gain the upper hand they will still have 


to pursue an open-door policy towards Japan and the West — 
| 
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the question is the speed at which economic reform can be pur- 
sued, sources say. | 

An executive at a large trading house said talks on 10 joint in- 
vestment projects in China have stopped, while the inauguration 
of the Japan-China Investment Promotion Organisation — back- 
ed by 100 Japanese companies and the government — has been 
postponed indefinitely. 

A large proportion of Japanese investment, which totalled 
around US$500 million last year, is made by small- and medium- 
sized businesses. These companies are likely to be especially 
wary of investing more money in China. The two countries 
signed an investment protection agreement last August, but faith 
in the actions of the Chinese Government has been hit hard. 
Trade sources say total bilateral imports and exports could fall by 
20-30% this year from US$19.3 billion in 1988. 

Japan's major banks are reported to be considering halting 
new lending to China, but more out of concern over the country's 
ability to repay its US$40 billion external debts — two-thirds of 
which are owed to Japanese public and private institutions — 
than as a reaction to the current unrest. Tokyo officials said they 
were due to start talks with China over the third yen loan of ¥800 
billion (US$5.7 billion) for 1991-96, but these negotiations could 
well be delayed. a 
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source, who said that though Deng had not 
been in control of events during the crucial 
days and hours before the 4 June slaughter, 
“now Deng is back,” implying that the 
senior leader was attempting to distance 
himself from Yang and Li’s massacre. If 
Yang were indeed attempting a coup, it is in- 
conceivable that he would not have placed 
Deng under strict confinement. 

An alternate scenario would be that 
Deng himself gave the order to use force to 
suppress the “counter-revolutionaries” in 
Tiananmen. Supporting this analysis are the 
facts that Deng is known to have been be- 
hind the original 26 April People’s Daily edito- 
rial which called for a hardline against a 
“planned conspiracy” behind the student 
demonstrations. Deng is also known to 
have said at the time of the late 1986 student 
demonstrations that security forces should 
not hesitate to “shed blood” if necessary. 
Sources said that since martial law was im- 
posed, Deng had been urging a crackdown 
“at any cost.” 

Whether he was acting independently or 
at Deng’s instructions, it is almost inconceiv- 
able that Yang or anyone else could have 
consciously intended the scale of slaughter 
and bloodshed that actually ensued. What is 
most likely is that Yang and whoever else in- 
tended a “modest” level of 
casualties sufficient to crush a 
movement they regarded as a 
genuine threat to the party’s 
dominance. 

After the refusal of the 
Baoding-based 38th Army to 
use force against the dem- 
onstrators in the early days of 
martial law, Yang was probably 
unsure even of the 27th Army, 
and so may have gone to exces- 
sive lengths to psychologically 
condition these troops before 
their assault. Neither experi- 
enced nor trained in riot con- 
trol, units may have totally lost 
discipline when they encoun- 
tered unexpected resistance 
and began taking casualties 
from demonstrators armed 
with rocks and Molotov cocktails. Crimi- 
nally, the assault was carried out with little 
or no use of tear gas as a primary instrument 
of crowd control, nor were any troops 
armed with non-lethal weapons such as 
rubber bullets. 


hat initially appeared to be an 
abortive attempt to clear 
Tiananmen Square by un- 
armed teenage troops the 
night before the massacre may in fact have 
been intended to be béaten back, as it was, 
by local residents, many wearing only 
shorts or nightclothes as they quickly rebuilt 
barricades in front of the Peking Hotel and 
surrounded the young soldiers. Other 
troops moving towards Tiananmen at the 
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Tanks gather at the key Jianguomen intersection. 


same time by bus — some of whom were 
armed — were also surrounded and im- 
mobilised. 

On the evening of 3 June, another assault 
by unarmed foot soldiers was also halted in 
front of the Peking Hotel, but this time some 
of the soldiers were brutally beaten by gangs 
of young toughs who appeared in the Tian- 
anmen area carrying iron bars and wooden 
clubs for the first time. Soldiers were beaten 
or stoned to death in several incidents later 
that evening. At Chongwenmen, the body 
of a soldier who was believed to have shot 
and killed three or four people was hung 
from a pedestrian overpass and burned. In 
another incident, demonstrators mutilated 
the body of a soldier. 

Reports of these actual and perhaps 
other manufactured incidents may have 
been used to fire up or frighten the troops 
who later assaulted Tiananmen with tanks 
and automatic weapons, whose battles 
through burning barricades to the centre of 
the city left entire columns of burning mili- 
tary vehicles behind. 

It is difficult to imagine how the events of 
4 June could possibly have been consciously 
intended in their full scale and barbarity by 
anyone still remotely rational. Such slaugh- 
ter was not only unnecessary to a successful 
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coup but was likely to spell the eventual 
political doom of anyone who could be later 
considered responsible. 

In any case, large-scale movements of 
troops from other military regions have fol- 
lowed, including elements of the Shenyang 
Military Region's 39th and 40th armies 
equipped with US-supplied Blackhawk 
helicopters. The question is whether their 
purpose is to support or oppose the 27th 
Army. Units of the 27th Army fired on 
Shenyang troops when they blasted their 
way into the city on 4 June, witnesses said, 
leading many Chinese to believe the 
Shenyang units may intend to challenge 
what is widely regarded as a military 
takeover by Yang Shangkun. 

Analysts also point out that Liu Zhen- 
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hua, the political commissar of the Peking 
Military Region since January 1988 (when he 
replaced Yang Baibing, Yang Shangkun's 
son-in-law) is believed to be loyal to Minister 
of Defence Qin Jiwei, who was first political 
commissar of the Peking region from 1978- 
79 and commander from 1980-88. Liu had 
been previously political commissar of 
Shenyang since 1972. Qin is known to be 
less than friendly with Yang and is believed 
to have opposed the introduction of martial 
law in Peking. 


here are also signs that the PLA air 

force may have begun to turn 

against Yang's actions, according 

to Hongkong-based military ana- 
lysts. PLA air force chief Wang Hai reported- 
ly condemned the atrocities in Tiananmen 
Square as solely the work of the infantry. 
"The air force had nothing to do with this," 
Wang reportedly said. Earlier statements of 
support for the decision to impose m; | 
law from the air force party commissas 
were relatively tepid. 

Clashes were reported near the 
Nanyuan airbase south of Peking on 5-6 
June, though not confirmed. But local resi- 
dents reported intense activity at the base on 
those days. This may have involved at- 

tempts to land new elements off 
3 a counterforce in opposition tc: 

Yang's troops, possibly the: 

15th Airborne Army. Rumours 

said 27th Army units set up 
anti-aircraft batteries near Pe- 
king's outer ring road. 

But the real situation re- 
garding these movements 
and the loyalty of individual 
units remains unclear. Ever* 
if Shenyang or other forces 
approaching Peking are op- 
posed to Yang Shangkun, 
some sort of negotiated s-'"'-. 
ment would be more ]  * 
than outright conflict or civil 
war. 

The disparity between the 
numbers of troops sent to- 
wards Peking (put at 100 

200,000) and the numbers zd oyed into the 
city centre (at most 40,000) could suggest mi: 
litary power-play outside the city. But is 
could be that commanders did not trust thei» 
troops enough to send them in. There hac 
been reports of troops turning over thei» 
arms to the people and students, and ever» 
burning their own vehicles. 

The first hint of a political shift in the 
leadership to pull the disintegrating power 
structure together came in a broadcast early 
on 7 June. It reported that the Supreme 
People's Court sent a telegram of support 
to "Oiao Shi and the Politburo Standing 
Committee for suppressing the counter- 
revolutionary riot." This reference tc 
Qiao — the first in more than 10 days — 
seemed a strong indication that Qiac 
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support, this telegram from a civil govern- 
ment organ was not addressed to the state 
council (cabinet) or to the martial law au- 
" thorities. References to these two entities in 
` the media in recent weeks have been virtu- 
-ally synonymous with Li and Yang respec- 
< Qiao is believed to have been lukewarm 
is support of the initial decision to im- 

artial law. He did not directly attack 
the politburo meeting on 22 May, in 
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"«he army's slaughtering of Chinese 
civilians in Peking has shattered al- 
| ready declining trust in Hongkong 

that the Chinese Government will respect 
ithe guarantees of human rights and civil 
Miberties outlined in the 1984 Sino-British 
Joint Declaration, under which Hongkong is 
ito be returned to China in 1997. The mood 
Ihas been picked up in Britain, with MPs and 
leading newspapers calling for extra 
isafeguards for Hongkong’s people. 

On 6 June, tension was heightened by re- 

rts — later dismissed as rumours — that 
Ine border between Hongkong and China's 
inearby Shenzhen Special Economic Zone 
had been closed and that elements of the 
People’s Liberation Army (PLA) had been 
moved to Shenzhen. 
There was further anxiety when rioting 
t  :0outin Hongkong early in the morning 
ot 7 June and police had to use tear gas to 
disperse the crowds. The rioters, police said, 
appeared to be mostly young hooligans tak- 
ing advantage of otherwise peaceful demon- 
strations to cause trouble. The rioting began 
avhen police were called to stop a group of 
woung men breaking into a bank. 


"By Emily Lau in Hongkong 







^ The savagery in China also raised the 
spectre of Chinese nationals seeking politi- 
sylum in Hongkong. A government 
urce said granting political asylum to 
Chinese nationals is a highly sensitive sub- 
ect and is dealt with on a case-by-case basis. 
“he source said such cases were handled 
very quietly and carefully, and "genuine 
vases” were not sent back to China. 
. Over 355,000 Chinese came to Hong- 
zong in 1988, of whom 230,000 came on 
wo-way permits and 125,000 on passports. 
"he government could be faced with a big 
lilemma if even a fraction asked for political 
isylum. The turmoil in China is the first 
ince the government abolished its "touch- 








contrast to the more strident remarks of Li 
and Yang (as reported in an internal docu- 
ment circulated to high-ranking party offi- 
cials a few days later). 

Qiao may thus be the best positioned of 
any top party leader to disassociate himself 
from the direct responsibility for the carnage 
of 4 June. At the same time, Qiao is not a po- 
litical liberal and evidently did not support 
Zhao's proposals to comply with the dem- 
onstrators’ demands for radical political re- 
forms. 

The political compromise that may be 


The Peking massacre generates sympathy and fear 


Tourning the dead 


base policy” in 1981 — which allowed illegal 
immigrants from China to stay if they 
reached urban areas. In 1967, during the 
Cultural Revolution, the policy was relaxed 
and Chinese found in the colony were al- 
lowed to remain. If the current crisis con- 
tinues, the colony could be inundated with 
illegal immigrants. 

In Britain, Prime Minister Margaret 
Thatcher expressed “utter revulsion and 
outrage” at the killings in Peking and prom- 
ised urgent action to ease the concerns of 
Hongkong people. She said that confidence 
among Hongkong residents had been se- 
verely jolted by events in Peking and that 
British immigration laws would be applied 
more flexibly to Hongkong people in an ef- 
fort to rebuild confidence. 

However, she ruled out giving the right 
of abode in Britain to the 3.25 million people 
in Hongkong who are British nationals by 
virtue of having been born in the colony. 

Meanwhile, British Foreign Secretary Sir 
Geoffrey Howe said Britain had suspended 
negotiations with China on implementation 
of the joint declaration, though it still stood 
by the document. 

Some British newspapers and members 
of parliament severely criticised Britain's 
slowness to take a tough stand over the kill- 
ings in China. Some MPs suggested that the 
joint declaration should be scrapped and 
diplomatic relations with China severed. A 
strong body of opinion has emerged in the 
British media advocating the formation of a 
democratic government for Hongkong be- 
fore 1997 and giving British citizenship to 
residents born here. 

The massacre in Peking has horrified and 
stunned Hongkong. Posters condemming 
the army’s action were pasted on many veh- 
icles and buildings. Many people wept in 
public. In addition to mass demonstrations 
and marches in sympathy with those killed 
in Peking and elsewhere in China, most 
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emerging may also reflect changes in 
litary balance of power around Pt 

is extremely unlikely that the lea 
back down from its characterisati 
Tiananmen demonstrations as a “co 
revolutionary rebellion.” Nor is it likely 
the government will directly repudiate t 
decision to suppress the “rebellion.” A state 
television broadcast the day after the mas- _ 
sacre said the "struggle" against counter- - 
revolution might be “protracted and com- -> 
plex” but must be carried through to the — 
end. wo 
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people here observed a one-day general 
strike on 7 June in mourning. However, 
planned rallies and marches on the same 
day were cancelled following the early- 
morning riot. i SOCIUM NE 

Earlier in the week, there wasa ramon 
Chinese banks as depositors expressed their —— 
repugnance with the government in Peking — 
by closing their accounts. Newsthatamem- — 
ber of Hongkong’s pro-democracy alliance, 
Lee Cheuk-yan, was dragged off a Hong- 
kong-bound aircraft in Peking on 5June by 
Chinese security officials led to protests out- 
side Government House and the Xinhua 
newsagency's Hongkong branch, Pekings 
representative in the territory. : 

In the past few weeks, many people — 
working for mainland-based organisations . 
have taken out advertisements in newspap- `; 
ers pledging their support for the students 
and deploring the military crackdown. 
Some of these people, particularly Chinese 
nationals sent to work here, could be discip- 
lined by the party or harshly penalised. 

Communist-controlled newspapers pub- 
lished here have also shown courage by re- 
porting events in Peking with candour and 
accuracy. Journalists in Hongkong's two big 
communist dailies — Wen Wei Po and Ta 
Kung Pao — said they were fighting for press 
freedom within the party but anticipated a 
dampdown. 

The publisher of Wen Wei Po, Li Zisong, 
won praise when he publidy condemned 
the "insane savagery" of the Peking regime. 

Li is a member of the standing committee of 
the Chinese People's Political Consultative — 
Conference and a long-time supporter of the 
Chinese Communist Party. Li said he regret- | 
ted supporting the party during the Cultural — 
Revolution and stressed he would not make 
the same "mistake" again by acting as an ac- 
complice in the Peking massacre. 

A stinging editorial in the 7 June Wen Wei 
Po denounced the "Li-Yang gang" for 
usurping power in China and continuing to 
massacre defenceless Chinese people. The — 
newspaper accused them of fabricating lies _ 
to deceive the Chinese people and the 
world, but it had failed because the country 
was resounding with calls for strikes, pro- 
tests and boycotts. The editorial called on — 
the Chinese people to rise up and smash the 


conspiracy of the “butchers and thieves." m 
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THE 5TH COLUMN 


When the ‘dummies’ talk back 


he recent events in Peking call ir- 

resistibly to mind Bertholt Brecht's 

famous epigram: "The people 

have lost the confidence of the 
Government; the Government has decided 
to dissolve the people, and to appoint 
another one." 

Whatever the immediate grim outcome 
of the demonstrations, one thing is already 
certain: May 1989 will remain as one of the 
most momentous dates in the history of 20th 
century China and as a landmark in the 
Long March of mankind towards demo- 
cracy — away from totalitarianism. 

The demonstrations may have appeared 
confused, vague and muddled in some re- 
spects — this was an inevitable price for 
their spontaneity — nevertheless, they have 
achieved one gigantic and decisive result: 
they exploded once and for all the fiction 
that was summarised in the very name 
"People's Republic" of China. Following the 
Orwellian convention which generally re- 
quires that ‘cannibal kings be called “Wise 
Leaders,” that gangs of thugs be known as 
“Liberation Fronts,” and that every murder- 
ous despotism should always carry the title 
of “Democratic Republic,” the Chinese com- 
munist regime used to affix “People’s” labels 
upon virtually every institution and organ of 
the State, as if better to indicate that the real 
people were to be effectively evacuated from 
the entire political system. 

With all other avenues of expression bar- 
red to them, in a spontaneous move, they fi- 
nally gathered in the open, under the sky, 
on Tiananmen square, and there they 
showed to the world that the communist 
government, having alienated the whole na- 
tion, is now willing to declare war on its own 
citizens. 

The location they chose has a rich histori- 
cal significance. Virtually on the same spot, 
70 years ago (4 May 1919), Modern China 
was truly born, with a demonstration of stu- 
dents denouncing an oppressive and cor- 
rupt government, and demanding demo- 
cracy and modernisation. Ever since, the 
spirit of the “May Fourth Movement” has 
remained an inspiration for all that is young 
and alive in China. The quest for democracy 
is the essential thread that pervades the en- 
tire history of China in our century. 

Even Mao Zedong, in order to secure na- 
tional support before grabbing power, had 
to masquerade as a democrat in the May 
Fourth tradition. The Maoist promise was 
promptly and cruelly betrayed, but the 
dream always remained fiercely alive — wit- 
ness the demonstrations of 5 April 1976 on 
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By Simon Leys 


Tiananmen square, denouncing Mao's 
tyranny shortly before his death, and then 
the heroic “Peking Spring” of 1979, with its 
“Democracy Wall” and its martyrs (Wei 
Jingsheng and many others who were swal- 
lowed into the Chinese Gulag, never to be 
heard of again). 

Forty years ago, the Maoist regime de- 
stroyed the old heart of Peking to make 
room for a huge, flat desert of bitumen in 
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The hatred for the government is 
such that, in the eyes of the 
people, whoever is in disgrace 
must be a hero, and whoever is 
in power must be a scoundrel. 


29 
front of the Imperial Palace. The idea was to 
create a gigantic stage that could accommo- 
date the State liturgies and ritual ceremonies 
in which the masses are mobilised to cele- 
brate the cult of the Supreme Leader. Now, 
by an ironic paradox, the very space that had 
been planned for the ultimate atomisation of 
the hapless subjects and for the greatest 
glory of the Despot, has been used in a way 
which defeats magnificently its original pur- 
se. 

Never before was direct democracy af- 
forded an opportunity to be displayed on 
such a scale. In Antiquity, whenever the 
need arose, all the Athenians could easily as- 
semble on the agora, for Athens was merely 
a big village; but in our age, where else in the 
world would it be possible for 1 million citi- 
zens to converge all at once to the heart of 
their capital city, and there, for days and 
weeks, to rely on their sheer numbers to 
defy martial law? 
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That such an enormous crowd coulc 
gather spontaneously and peacefully for sc 
long, and could demonstrate with so muct 
restraint, is nothing short of miraculous. By 
contrast, the incapacity of the governmen 
to handle what were essentially sensible anc 
moderate requests (to fight corruption, t 
implement some basic constitutional rights 
freedom of speech and freedom of the press 
and simply enter into a dialogue with thi 
demonstrators) appears all the more brutalh 
obtuse. 

As history has repeatedly shown, what ; 
revolution requires in ordertosucceed: — : 
necessarily great intelligence on the revuu 
tionary side, but sufficient stupidity on the 
side of the government. In this respect, the 
communist leaders have displayed mor 
stubborn blindness and ineptitude thar 
would be needed to ensure the victory of 1( 
revolutions — they have sealed their fate 
Yet, how could one have expected anythin 
else from notorious Stalinist bureaucrat: 
such as Deng Xiaoping and Li Peng? Fo 
them, "the masses" have always been, by 
very definition, mute and monotonous line: 
of supernumeraries and walk-ons that car 
be moved and shifted from one corner of thi 
stage to the other, as a sort of human back 
drop, at the whims of the commissars. Tha 
"the masses" should now speak on thei 
own initiative is more than shocking anc 
scandalous — it is downright aberrant 
How would a ventriloquist feel, should hi: 
dummy suddenly address him? 


n eminent Polish intellectu 

served some time ago that th 

worse nightmare of all communis 

leaders is that, one day, the West 
ern world might come to perceive the ex 
traordinary hollowness and fragility of thes 
monolithic repressive regimes. Actually, 
do not think they need ever have sud 
nightmares; not that their bankrupt system 
are not fragile — their brittleness is extrem 
— but simply that, whenever their utter vul 
nerability is exposed to us, in all its naked 
ness, we modestly avert our eyes to spar 
them any embarrassment. 

Many of our democratic statesmen, in 
stead of being touched by the Chines 
people's ardent plea for democracy seen 
mostly worried at the idea that 1 billion 
people might be cast adrift, free from th: 
rigid safety of their totalitarian fetters. Excep 
for afew empty words of sympathy, I am af 
raid the Chinese democrats will not fin 
much support in a Western world that, in th 
end, is probably more interested in resum 


15 JUNE 198 


THE LABEL OF ACHIEVEMENT 














be? xU 
AW 


eh 








— 
a 
; 


\\\ 
LN 





ODX XY XVXYX 195€V5n759 
LN \ | \ WW \\\\ ‘ae 9 
AA 


AM 


WR 


ANNA 
N NN 
N i A N t W 

















DY4& Y 3X 33 $36) *33TuaXA Y! 











cesare 


UEL 





BRGeb Be 


itr $ w P 


> QUUM W 
A aW 


E 





Bi. spin 
" » 4. 
eS - 2. 


-- 

> 
g 

LC 


Cu 
< 


t A > t - 
TE ee M 1 
^ e 2 A. 
: NY bx 






= 
UO 
Lu 
a. 
o 
Lu 
c 
Lu 
cc 
O 
2 
N 
e 
e 
« 
2 
p3 
O 
UO 
— 
Lu 
co 
« 
ad 
x 
UO 
« 
— 
co 


AN 





e 
Lm 
O 
ce 
« 
Lu 
> 
S 


IOHN WALKER & SONS LTD.. SCOTCH WHISKY DISTILLERS. KILMARNOCK. SCOTLAND. 





a Wher n yo au ré e searching f for i ahane in oaf finans, — 





PPM organ & Eo. An ioma 


"v 
/ 


iw Si dum 


“A Ail dcr cR UN LE o set Ay 717 


In global finance, the best opportunities seldom arrive on schedule. To move when the time right, you need 
local-market intelligence viewed from a global perspective. 


> 





ustomer Portrait 998 








© ing business-as-usual with their masters. 
The Chinese democrats may be on their 
own, but they are many, and they have 
. made a giant step from which there can be 
no retum. The political transformation, 
thanks to them, is already much more ad- 
“vanced in China than in the Soviet Union — 
. and this is why Mikhail Gorbachov's glas- 
nost quickly found its limits when it had to 
the Chinese demonstrations: such a 
ught have given dangerous ideas to 
oth Soviet public! 
P. the Soviet Union, the political reforms 
-are being initiated from the top, and thus 
“they can be called off at any time. In China, 
the demand comes from the people, and 
this generates an irrepressible force for 
_ change. Shortly after the death of Mao, a 
- leading Soviet dissenter characterised very 
aptly the Chinese political advance: the 
^-^at misfortune of the Soviet Union, he 

q, was that it had won the war, whereas 
the good fortune of China was that it lost the 
"Cultural Revolution." 

Its victory over Nazi Germany vested 
Stalinist Russia with a self-righteousness 
and complacency that precluded for a long 
time any idea of reform and comforted the 
regime in its worst errors. In China, on the 
contrary, the horrifying catastrophe of the 








"Cultural Revolution" brought irreparable 
discredit upon the communist regime; it 
demonstrated its political and moral bank- 
ruptcy, and simultaneously created a new 
breed of citizens, bold and aggressive — a 
people whom the leaders would never 
again be able to coerce into blind obedience. 

Tam glad I am nota "China Watcher” nor 

a "Pekinologist." To have to speculate on 
the respective policies and personalities of 
Deng and Li, or of Hu Yaobang (rest in 
peace!) and Zhao Ziyang seems a singularly 
vacuous and sterile exercise. Merely two 
points should be noted: 
> The hatred for the government is such 
that, in the eyes of the people, whoever is in 
disgrace must be a hero, and whoever is in 
power must be a scoundrel (which naturally 
entails the possibility for the same person to 
be in short succession a scoundrel, a hero, 
and then a scoundrel again, following the 
vicissitudes of his political career). 
» The immediate outcome of the struggle 
between the party leaders and the people 
can only benefit the military, and more spe- 
cially, the security organs. 

The latter development, needless to say, 
would be ominous. In the long term, how- 
ever, it will be proved utterly ineffectual and 
irrelevant. À police state cannot anymore 
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Kim becomes impatient with sweet talk on reform 


Honeymoon hiccup 
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— he hostile reception that the usually 
|» popular opposition leader Kim Dae 
AK. jung got from his hometown of 
Kwangju on 3 June has dimmed the pros- 
pects of a political honeymoon between 
himself and President Roh Tae Woo. It also 
demonstrated the intensity of popular feel- 
ing for a settlement of the 1980 uprising in 
which more than 200 people were killed and 
a thousand others wounded by troops. 
— ^ Kim, who was in Kwangju with a delega- 
tion from the Party for Peace and Demo- 
 Cracy (PPD) to pay homage to those who died 
and thank the city for its unreserved support 
for the PPD in the April 1988 parliamentary 
elections, came under a hail of eggs hurled 
by hardline students and citizens. 

They even tried to prevent him from 
entering the Chonnam University Hospital 
where the body of dissident student 
Lee Chol Kyu has lain since it was found 
floating in the city reservoir almost a 
month ago. Students and other members of 

the public are convinced Lee died while 
being tortured by the police. The govern- 
di p d have drowned M dE 
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police chase at the reservoir on 3 May. 

Kim has recently toned down his usual 
strident anti-government rhetoric as he at- 
tempts to work within the system to win 
broader support for political reform. But 
though he was unworried by the criticism 
from Kwangju, he hinted that if there was 
no progress, the PPD could consider opting 
out of the political process altogether. 

Kim's biggest challenge is to get former 
president Chun Doo Hwan to testify before 
the national assembly on his role in sup- 
pressing the uprising and who gave the 
order to fire on demonstrators. Kim and 
other opposition figures have also called on 
retired general Chung Ho Yong, the former 
special forces commander accused of using 
force against the demonstrators, to resign 
from all public posts. Chun is ready to testify 
under a formula protecting him from unre- 
stricted questioning, but Chung refuses to 
stand down. 

The people of Kwangju are losing pa- 
tience with the bickering over these de- 
mands among the four major parties in the 
national assembly. Disagreement between 
hardliners and moderates within the gov- 
emment and mu ng Democratic bii RY 
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hope to tackle the real issue of China — i! 
will merely ensure that the next — and un- 
avoidable — explosion of popular discon 
tent will be violent. 

The heart of the crisis, I believe, is that 
the Chinese communist regime is actually 
dead — and has been dead for several years 
already. Yet it might still take a while before 
it is finally buried. When Qin Shihuang, the 
founder of the first Chinese empire, diec 
during a voyage in the provinces in 210 BC, 
the members of his entourage were so afraid 
that the empire might immediately disinteg- D 
rate that they did not dare disclose the news 
of his death. Business was carried on as | 
usual; but as it was summer, they loaded a | 
cargo of rotting fish in the imperial chariot, 
to cover up the smell of the decaying body. : 

What amount of smelly luggage will be 
needed now to enable Chinese communism 
to continue much further on its aimless jour- | 
ney? e 
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Simon Leys is the pen-name of Pierre — 
Ryckmans, a Belgian scholar of Chinese literature: 
who now lives in Sydney and whose best-known 
work, Chinese Shadows, debunked Mao-era. 
myths. This article was written before the 4-5 June 
massacre and has been slightly edited to take ac- | 
count of if. 
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over the pace and breadth of the continuing 
democratic reforms has tied Roh’s hands. = 
Speaking in Kwangju, Kim declared he 
would start a campaign to unseat the gov- 
ernment unless Roh made some headway 
on the Kwangju issue within six months. = 
And Chung’s removal was the PPDS O 
"minimum" demand, he insisted, meaning _ 
there would be no compromise on this. T 
He was equally uncompromising on the 
question of overall democratic reforms. He 
and the other opposition leader, Kim Young 
Sam of the Reunification Democratic Party, |. 
have demanded local assembly elections be 
held quickly and that the national policeand 
other security organisations be made neutral: 
bodies. If there was no progress in these 
areas, he said, there was no reason why the. 
PPD should remain a part of the current poli- D 
tical process. 
This does not necessarily mean Kim D 
Jung is contemplating taking the PPD out of 
parliament and returning to street protests, 
for he heads the largest opposition party in 
the legislature with great influence over the 
country's political future. He is anxious, 
however, for Roh to realise he wants 
changes soon. Kim says that unless another 
meeting with Roh produces some results; 
there is no point seeing him after that. 
Kim is concerned about Kwang} 
mood but not overly worried by the criticis 
directed at him. "The people here are an; 
at me because they still care forme," he 
the press. The PPD regards Kwangju’ 
sentment as being directed. more eati heg 
ernment than at ud si 
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Suharto squashes talk 
on his succession 


> Indonesian President Suharto, in an 
18-page statement released on 5 June, called 
for an end to speculation on the presidential 
succession, which has been the subject of 
open discussion by ministers and retired 
generals over the past three months. "Don't 
issue statements on subjects outside your 
concern," he said in comments to his 
economic ministers on 3 May, which were 
released only on the day he and his family 
left for Geneva en route to the US. In the 
statement Suharto called for an end to 
"conflicting statements" which, if allowed 
to continue, ^would benefit those who do 
not wish to see national stability." 


Soong appointed new 

KMT party chief 

> Taiwan's ruling Kuomintang (KMT) on 5 
June endorsed the appointment of the 
party's deputy secretary-general, James 
Soong, as secretary-general, replacing Lee 
Huan who was formally approved as prime 
minister on 31 May. The appointment was 
made on the third and final day of a plenum 
of the KMT’s 13th party congress. The central 
standing committee remained unchanged. 
At the plenum, which convened the party's 
180-member standing committee, Soong 
called for fairness in local and national 
elections in December and the party 
leadership approved a list of seven 
economic reform policies. At the meeting's 
opening, party chairman, President Lee 
Teng-hui, said the 95-year-old party would 
"persist in modernisation and 
democratisation," including a review of 
articles which suspend portions of the 
constitution "during the period of 
communist rebellion" which has lasted 40 
years. 


Kim Dae Jung supports 

US troop withdrawal 

> Principal opposition leader Kim Dae 
Jung has endorsed a phased reduction of 
US ground troops from South Korea. "We 
should study [the proposal] affirmatively," 
he said on 5 June, commenting on US Sen. 
Carl Levine's recent statement urging a 
gradual pullout of 30,000 American troops, 
which would leave 10,000 soldiers in the 
country. However, Kim stressed that the 
withdrawal should come only after a peace 
mechanism had been built between the 
South and North to prevent renewed 
hostility. Kim also said that a South Korean 
commander should take over the 
operational control of combat troops of the 
two countries, now held by the US general 
heading the Combined Forces Command. 


These topics are expected to be taken up at 
the annual US-South Korean military 
consultative conference in the next few 
weeks. 


Sri Lanka calls for early 

Indian troop withdrawal 

> India has responsed cautiously to an 
initiative by Sri Lankan President 
Ranasinghe Premadasa to have the 
45,000-strong Indian Peace-Keeping Force 
deployed in Sri Lanka withdrawn by 29 July 
— the second anniversary of its arrival — 
saying only that it would pull out at an 
“early date." Colombo did not consult New 
Delhi about the desired pullout from the 
northern and eastern provinces before the 
announcement, conveyed to Prime 
Minister Rajiv Gandhi officially on 4 June. 
Premadasa hopes to unify diverse political 
forces in the north and south of his 
strife-torn country by getting the Indians 
out and clearing the way for Sri Lankans to 
settle their problems by themselves. 
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Mahathir rival Razaleigh 


registers new party 

> The Semangat 46, a splinter group of the 
United Malays National Organisation 
(Umno) after its deregistration last year, was 
officially registered as a political party on 5 
May and is now awaiting approval of its 
symbol — the number 46. The Semangat '46 
is led by Prime Minister Datuk Seri 
Mahathir Mohamad's rival, Tunku 
Razaleigh Hamzah, the Kelantan prince 
who challenged Mahathir for the post of 
Umno president in 1987. Razaleigh is 
currently trying to set up an opposition 
coalition, with the Semangat '46 as its 
pivotal force, to rival the ruling National 
Front, which Mahathir's Umno (Baru) 
dominates. Razaleigh hopes to make 
particular inroads among Umno (Baru) 
constituents in the Malay electoral belt on 
the east coast and rural north. 
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Scepticism surrounds 
Pol Pot resignation 


»> Pol Pot, who 
headed the Khmer 
Rouge government 
during its brutal 
four-year reign in 
Cambodia in the late 
1970s, has announced 
his resignation from 
his last official 
position with the 
communist group, 
which is now part of a resistance coalition. 
While saying he was giving up his position 
as head of the Khmer Rouge's Institute for 
National Defence, Pol Pot also pledged tc 
withdraw from all political activity after 
Vietnamese troops leave Cambodia. The 
Khmer Rouge leader officially resigned 
from his other military and political 
positions in 1985. However, diplomatic 
sources believe he is still a powerful leader 
and that the latest move is an attempt by the 
Khmer Rouge to improve their image 
before a meeting of the four Cambodian 
factions scheduled to take place in Paris 

on 24-25 July. 





Asian Wall Street Journal 


loses Singapore appeal 


> The Asian Wall Street Journal (AWS)) 

has lost its final appeal against the restriction 
on its circulation imposed by the Singapore 
Government. The government had 
restricted the circulation of the AWSJ to 

400 copies from 5,000 in February 1987 

on the grounds that it had engaged in 
domestic politics. Denying the charge, 

the newspaper had appealed all the way 

to the Court of Appeals, the highest court 
in Singapore since appeals to the Privy 
Council in London were restricted earlier 
this year, but lost the case on 1 June. 


. The court also ordered the AWSJ to pay the 


costs. 


Indonesian intelligence 
chief steps down 


> Indonesia's long-serving national 
intelligence chief, Gen. Yoga Sugama, 
has stepped down for health reasons. 
Sugama who served as head of the National 
Intelligence Coordinating Board (Bakin) 
for 15 years was replaced by Maj.-Gen. 
Sudibiyo, who has been deputy chief 
of Bakin since 1988, but has served in 
the intelligence service since 1969. 
Sugama was known to be very close to 
President Suharto and the consensus 
is that his replacement will not play as 
important a role in the president's inner 
circle. 
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THAILAND 1 





a . By Rodney Tasker in Bangk: c- — 


hailand's new era of political tranquil- 
lity under the government of Prime 
Minister Chatichai Choonhavan was 
shaken on 30 May by agitation from an un- 
expected quarter. The resurgence of a 
largely discredited sapa patiwat, or national 


vu revolutionary council, with a campaign to 


unseat the government and dissolve parlia- 


C ment caused confusion but, at the same 
time, suspicion that more basic political am- 


bitions were at play. 

While police Special Branch officers ar- 
rested 14 leaders of the patiwat movement 
for distributing clearly seditious leaflets, po- 
litical analysts in the media and elsewhere 
were taking a fresh look at powerful army 
commander and acting supreme command- 
er Gen. Chaovalit Yongchaiyut. Chaovalit 
had been linked with the group when it first 
surfaced in early 1987 and, whether to em- 
barrass him or boost his political situation, 
the patiwat leaflets named him as their pre- 
ferred prime minister. 


A motley dissident group seeks to unseat government 


Rebel clowns: ? 


Without the Chaovalit link, the affair 
would have quickly lost public attention. 
The patiwat leaders are widely dismissed as a 
group of failed politicians, frustrated labour 
activists and academics espousing a vaguely 
socialist cause. Press commentators have 
tended to portray them as a bunch of 
clowns, and security sources stress that 
while they want to seize power there is little 
likelihood they will be able to dent the stabi- 
lity and popularity of the Chatichai govern- 
ment. 

When the patiwat movement first went 
public in April 1987, it was to endorse an 
enigmatic theme of "peaceful revolution" 
mooted publidy by Chaovalit. The army 
commander, who had been promoted a 
year earlier, had couched his concept in 
Marxist terms, though what he in fact was 
proposing was more plurality in the Thai po- 
litical system and a US-style separation of 
the executive and legislative branches of 
government to stop MPs' obsession with 
gaining lucrative cabinet posts. 

A year later, in May 1988, Chaovalit 






again co fis asec theme, 


which was again endorsed by the sapa 
patiwat, which this time supported then 
prime minister Prem Tinsulanond by name. 
Former prime minister Kukrit Pramoj, the 
respected doyen of Thai conservatives and 
regarded as a senior statesman, bitterly at- 
tacked Chaovalit at the time over the im- 
plied threat in his remarks. 

This time around, though Chaovalit has. 
said he has “nothing to do with" the patrwat 
group, Kukrit said the affair could damage 
the army commander's image. "I believe 
that if Gen. Chaovalit wanted to be prime 
minister, he would not use this tactic, " Kuk- 
rit said, adding that the patiwat group was 


"crazy." 


ukrit may have been trying to warn 
Chaovalit about any implied con- 
nection between his perceived p. " 
tical programme and the puzzling 
volutionaries. One aspect of the issue 
pointed out by analysts is that the patiwat 
movement remained unmolested by the 
security agencies for two years, despite its 
calls for an arbitrary change of government. 
They also wonder why the group chose to 
surface again at a time when a fully elected 
government was so demonstrably popular. 
On the first score, the Special Branch offi- 
cers who arrested the 14 patiwat leaders said 
this was the first time the group had put 
their calls for a change of government in 








THAILAND 2 


Busting a bonze 


Tenets and practices of Thailand’s predominant Buddhist reli- 
- gion have come under close public scrutiny following a move by 


D the monastic hierarchy against an unorthodox, but popular, re- 


;  ligious centre. From a humanitarian point of view, the Santi 
Asoke (Peace above Peace) centre could not be faulted, but its 


| `: leader was seen to have rebelled agaitist ecclesiastical authority 
. and was ordered defrocked. 


— he affair also brought Menton to the countrys ate lion 
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a Buddhist monk of ite n s recognised order 
ave ong b been. rial: of the Bang ; Kok based. Santi Asoke. 













75 as religious shite outside the purview of the sangha — 
i dd r — and the government's Religi- 
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gime is austere by normal, tolerant Buddhist standards. But the 
55-year-old monk, a charismatic orator who was once à television 
entertainer before his ordination, also claimed an unacceptable 
Buddhist standard of divine enlightenment and has even written 
that he was a descendant of one of the Lord Buddha's chief disci- 
ples. In his autobiography, Bodhirak said: "My mission is to re- 
vive Buddhism in Thailand." 

Another “offence” in the official clergy’s evesis that he and hi ` 
followers have openly supported Chamlong and his Palan — 
Dharma party. This gave his centre a political dimension which 
the monastic order eschews. 1t probably did not ‘help Budhirak's 
case when Chamlong said that. the issue was the worst split 
among Buddhists in Thai history and that he personally would Us 
continue to adhere to Santi Asoke prece; Dis. - 
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writing and distributed their mes- 
sage in leaflet form. The leaflets, 
signed by patiwat chairman Rainan 
Arunrangsi, called for the revolution- 
ary council to take power from parlia- 
ment, with Prem as its president, and 
for the dismissal of the cabinet in 
favour of Chaovalit as prime minis- 
ter. 

Prem, who resigned after the July 
1988 national election, is now a 
member of the prestigious Privy 
Council and has always made it clear 
he wants nothing to do with the 
group. 

Military spokesmen said Chao- 
valit himself had ordered the arrest of 
the patiwat leaders on the day the 
leaflets appeared. But it was not until 
the following day, on 31 May, that the Spe- 
ial Branch detained the first 10 of those ar- 
ed after inviting them to be questioned 
about the leaflets. A day later the sapa 
patiwat's founder and presumed leader, 
communist-defector Prasert Subsunthorn, 
was picked up. 

All those arrested, including Prasert and 
Rainan, readily admitted involvement with 
the leaflets and appeared totally unrepen- 
tant about their campaign to “return 
sovereignty to the people.” Prasert, now in 
his 70s, who defected from the outlawed 
Communist Party of Thailand three decades 
ago after disagreeing with its Maoist ideo- 
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Chaovalit: denies links with dissidents. 





D 


logy, was once an adviser to Chaovalit and 
the Internal Security Operations Command 
on anti-communist guerilla tactics, though 
one security source described him as "still an 
out- and-out communist." 


ainan is a former Thammasat Univer- 

sity lecturer, said by security sources 

to be a southern Thailand Muslim 

who used to work in the Iranian Embassy in 

Bangkok. He, like some others in the patiwat 

group, is a member of the Democratic La- 

bour Party, which has yet to win a par- 
liamentary seat. 

While it seems unlikely that Chaovalit 


would actively associate himself with 
such a motley group's ill-conceived 
campaign, some analysts say the 
army commander may be seeking 
ways to distract attention from his 
armed forces' professional image 
over the past year. In early 1988, the 
Thai armed forces fared far less suc- 
cessfully than expected in battling 
troops from neighbouring Laos who 
intruded into Thai territory. 

More recently, questions were 
asked in parliament and the press 
about a similar intrusion across 
Thailand's border with Burma, 
when some 400 Burmese troops 
crossed a river into Thai territory 
apparently undetected and de- 
stroyed the village of Wang Kaew — 
whose inhabitants had been curiously 
forewarned by the Thai authorities to 
evacuate their homes. 

Observers said it was not until three days 
after the arrests of the patiwat leaders began 
that Chaovalit commented on the affair. 
Saying he was not worried about the fact 
that the group used his name, he added: 
“What is more important is what I do. And I 
think I've been working hard lately." Politi- 
cal observers are now watching to see what 
fate awaits the detained 14, all of whom face 
charges of endangering internal security, 
which could land them in jail for up to seven ` 
years. E 
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would examine the ecclesiastical council’s powers to issue such 
an order. The Judical Council is the government's legal authority, 
under the Prime Minister's Office. 

Bodhirak said he would resist the order. “I will absolutely re- 
main in the saffron robes," he was quoted as saying, adding that 
he would only obey a ruling by a Supreme Court hearing at 
which, unlike the ecclesiastical council, he was allowed to appear 

to defend himself. If the ecclesiastical council's order is deemed 
Orca the burden will be left to the Interior Ministry to enforce it, 
backed by a maximum penalty of six months’ jail and/or a Baht 
1,000 (US$40) fine if Bodhirak still refuses to comply. 

Some observers felt the move against Bodhirak may have 
been exploited by Chamlong’s political enemies. These include 
Bangkok politician Samak Sundaravej, whose Prachakorn Thai 
party vies with Chamlong’s Palang Dharma for political supre- 
macy in the capital. After the defrocking verdict, Samak de- 
scribed him as a “termite, which could destroy the country.” 

Some commentators in the Thai press said Bodhirak’s in- 
terpretation of Buddhist tenets in some ways shamed the prac- 
tices of a growing number of monks in the mainstream monastic 
order, whatever his lack of ecclesiastical discipline. Concern was 
expressed about the fact that many monks now charge large 
sums of money for their ceremonial services, as well as practising 
fortune-telling and other activities connected more with 
superstitious beliefs than religion. Monks have even been known 
to have written to the Securities Exchange of Thailand recently in- 
quiring about buying shares. 

- As one columnist in the Thai-language daily, Siam Rath, com- 
mented: “The fact that the Buddhist institution has become part 
of politics and business shows that reform of the Thai Buddhist 
institution is necessary.” 


Commentaries on a similar theme became so widespread that 
the Interior Ministry issued a warning to the press to refrain from 
commenting on the affair. This, in turn, prompted an editorial in 
the leading English-language Bangkok Post criticising the ministry 
for trying to undermine the country’s press freedom. 

Vitit Muntarbhorn, a leading Bangkok academic who is noted 
for his studies on religion in Thailand, told the REVIEW that 
“Buddhism is now very much in decline in Thailand in terms of 
credibility.” He said that while Buddhists should be seeking 
spiritual salvation, more and more were going to the temple for 
superstitious reasons. Yet he viewed the Santi Asoke affair as 
healthy, because it would open people's eyes to the drift of religi- 
ous practice in the country. 

In the final analysis, most Thais will back the supreme pat-. 
riarch and his ecclesiastical council in maintaining order and dis- 
cipline in the country's overwhelming religion. The new su- . 
preme patriarch is a popular, charismatic figure who is under- 
stood to have been King Bhumibol Adulyadej's personal religi- 
ous adviser for some years before his recent appointment as 
leader of the faith. In much the same way as the Anglican Church 
and the royal family in England, Thai royalty has an essential, 
symbolic identification with the Buddhist ecclesiastical order. 

Some religious scholars feel the order to curb the Santi Asoke 
centre may be the start of a new campaign by monastic elders to 
try to usher in a degree of benevolent reform in the country's 
spiritual affairs. There may be subsequent moves to curb not only 
those monks who appear interested more in material than 
spiritual affairs, but also those whose practices — such asa recent _ 
highlighted case in which a monk distributed phallic symbols to 
his followers — tend more towards animism than true Buddh- 
ism. m Rodney Tasker 
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JAPAN 


Uno is unlikely to pursue anti-corruption course 


Status quo leadership 


By Charles Smith in Tokyo 


apan's ruling Liberal Democratic Party 

(LDP) may have weathered the worst of 
J the long-running Recruit Co. share- 
peddling crisis with the installation of 
Sosuke Uno — an almost miraculously scan- 
dal-free senior MP — as its new leader in 
succession to the “tainted” Noboru Take- 
shita. However, Uno's emergence as leader 
provides no guarantee that any of the deep- 
er issues raised by the affair will be tackled 
seriously. 

A 66-year-old associate of former prime 
minister Yasuhiro Nakasone, the politician 
who allegedly presided over the "shares-for- 
favours" transactions which lay at the heart 
of Recruit, Uno is too closely linked to the 
LDP’s existing élite to have much chance of 
carrying out radical poitical reforms of the 
kind needed to prevent a recurrence of the 
scandal. At the same time, he apparently 
lacks the personal authority needed to mani- 
pulate the party's existing power machine. 

Prime Minister Uno appears likely to 
function as a proxy for the powerful 
Takeshita faction, which still boasts by far 
the largest membership of any of the LDr's 
intra-party groupings. The fact that 
Takeshita acted almost alone in picking his 
successor — as Nakasone did when 
Takeshita himself took office in November 
1987 — is one indication that the two men 
are likely to work closely together. 

Further evidence that Uno is a Takeshita 
proxy comes from the composition of the 
cabinet line-up announced by the new 
prime minister immediately after his con- 
firmation by parliament on 2 June. The 20- 
member cabinet includes six Takeshita fac- 
tion members, including three in so-called 
“honey-pot” ministries (Transport, Posts 
and Telecoms, and International Trade and 
Industry), which are thought to afford espe- 
cially rich patronage opportunities to their 
occupants. The appointment of Ryutaro 
Hashimoto, a 51-year-old Takeshita faction 
member, to the key post of LDP secretary- 
general is further evidence that the "old 
guard" remains in control. 

Lack of an independent power base ap- 
parently does not mean that Uno will be offi- 
cially relegated to the role of a "caretaker" 
prime minister. He is expected to remain in 
office at least until the end of October this 
year — when Takeshita's original two-year 
term as party leader expires — and may con- 
ceivably seek re-election to a second term. 
However, most LDP insiders insist on seeing 
Uno as little more than a figurehead leader 





whose function is to fill in between Take- 
shita and a more permanent new leadership 
based on one of the party's so-called "big 
four" factions. 

Support for this theory comes from a 
party resolution banning LDP politicians 
who were implicated in the Recruit affair 
from holding office until the middle of 1990 
or, in other words, until 12 months after the 
completion of inquiries by the Public Pro- 
secutors Office into the criminal aspects of 
the affair. 

The 12-month rule would allow Uno to 
hold power long enough to see the party 
through both the 23 July election to the 
upper house of parliament and the far more 
important lower house election, which the 
government must call by July 1990 at the 
latest. The plan appears to be that he would 
then step down in favour of Shintaro Abe, a 
faction leader and former LDP secretary-gen- 
eral. 

Abe has long been regarded as the 





Uno: no guarantees. 


former prime minister's heir-apparent and 
would in any case be "due" for the premier- 
ship given his position as head of a major 
party faction which has not produced a 
prime minister since the late 1970s. 

Uno's chances of escaping from the role 
of seat-warmer for Abe would seem to de- 
pend either on scoring a couple of surprise 
election victories or on appealing over the 
heads of the LDP power bosses to the general 
public — much as Nakasone was able to do 
after being appointed party leader at the 


end of 1982 from one of the party's weaker 
factions. However, neither of these tactics 
looks particularly promising, at least for a 
man of Uno's calibre. 

The LDP is widely expected to lose its 
upper-house majority at the 23 July election 
as voters continue to punish the party for its 
role in the Recruit affair. The outcome of the 
lower-house poll is harder to predict, but 
few Tokyo analysts believe the party can 
hope to do more than cling to a bare majority 
— a result which might be interpreted as a 
defeat when seen beside the party's trium- 
phant showing in the last (1986) lower- 
house election. 

If Uno cannot win laurels for himself at 
the polls he may conceivably be able to do so 
as an international statesman. His experi- 
ence as foreign minister under Takeshita, 
coupled with a previous term under 
Nakasone at the Ministry of Internatic 
Trade and Industry, mean that he has m 
experience of dealing with foreigners than 
any of his recent predecessors at a similar 
stage of their careers. 

A strong performance at the 14 July sum- 
mit of advanced industrial nations, where 
Uno may have to confront the US over trade 
issues — including the controversial “nam- 
ing" of Japan under the super 301 procedure 
— could impress opinion at home. But Uno 
is a less charismatic figure than Nakasone 
and probably lacks his mentor's ability to 
manipulate public opinion through skilful 
use of the mass media. 

One striking difference between the two 
men is in the extent to which their careers 
appear to have been spurred by deeply held 
political convictions. Despite being a career 
politician, not a former bureaucrat, Uno 
gives the impression of being a conscienti- 
ous executant of official policies, not a 
“thinker” in the Nakasone mould. 

Uno's weaknesses were underscore - 
the first week of June when it became c 
that his selection by Takeshita as the senior 
LDP figure with fewest black marks against 
his name would not be easily endorsed by 
other top party leaders. Uno's nomination 
was openly opposed by former prime minis- 
ter Takeo Fukuda, who described him as a 
"clerk of Nakasone Inc.," and less openly by 
Zenko Suzuki, another former prime minis- 
ter who stayed away from a meeting of 
party elders called to discuss the leadership 
issue. 

Demands by a group of young MPs 
headed by extreme rightist Shizuka Kamei 
for a more open selection process were 
another sign of unease within the party. The 
Kamei group made an abortive attempt to 
nominate Ganri Yamashita, a former Japan 
Defence Agency director, at a meeting on 1 
June but backed down after Yamashita's im- 
mediate factional boss, Susumu Nikaido, 
expressed disapproval. This suggests that 
the importance of dosing ranks in an 
emergency may be the main lesson the LDP 
has learned from the Recruit affair. s 
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SUBCONTINENT 


India prepares to wear down Nepal over trade treaty 


The big squ 





By Salamat Ali in New Delhi 


hile India has begun trying to 
W iv off the Goliath-vs-David 

image of its continuing confronta- 
tion with tiny Nepal, it appears ready to wait 
out Kathmandu’s collapse. The dispute over 
stalled negotiations on trade and transit 
treaties has severely curtailed vital imports 
to the landlocked kingdom. The treaties 
ended in March 1988 but were allowed to 
run on for 12 months. 

New Delhi has said it is unconcerned 
over Kathmandu's reported plan to raise the 
issue with the UN, but has warned Nepal 
that any attempt to internationalise the issue 
would only hurt itself. India's view is that it 
has not violated any international law in im- 
posing what is in effect an economic block- 
ade. 

India’s ultimate argument is that 
sovereign equality can only be based upon 
full reciprocity in areas such as ownership 
of property and residence, something it 
believes Nepal could ill afford. Also, dis- 
trustful of China’s long-term aims and con- 
cerned over Nepal's recent small purchase 
of arms from China, New Delhi is under- 
stood to believe Kathmandu should accept 
restraints on its international relationships in 
proportion to the benefits it receives from 
India. 

Although the Indians deny it, they 
clearly seem to prefer a summit first to settle 
the dispute and provide a broad policy 
framework, followed by lower-level meet- 
ings to work out the details. The Nepalese 
would like to resolve the details and then 
work their way up to the summit. 

India’s hard line is based upon its aware- 
ness of the inherent weakness of Nepal's 
economy and geographical position. Apart 
from its border with China through Tibet, 
India is Nepal’s only neighbour. The nearest 
Chinese railhead is some 800 km from the 
Nepalese border. The Chinese strategic oil 
pipeline, laid primarily to sustain its troops 
along the Indian border, is prone to land- 
slides. The Kathmandu-Lhasa road is simi- 
larly vulnerable and could not cope with a 
Sino-Nepalese strategic economic relation- 
ship. 

Báneladesh alone is said to be keen to 
help Nepal out of its current difficulties. But 
Dhaka can hardly replace New Delhi as 
Kathmandu's biggest trading partner 
which, until the current interruption, ac- 
counted for 40% of Nepal's foreign trade. 
And goods from Bangladesh would, any- 
way, also have to pass through India. 
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There are an estimated 
130,000 Indians working and 
living in Nepal and around 
3.4 million Nepalese employ- 
ed in India. Although Nepal 
denies it, a number of its citi- 
zens have large economic 
stakes in India — something 
which is not allowed under 
Nepal laws. Indians, on the 
other hand, like to point out 
that almost every Nepalese 
village has families depend- 
ing upon Indian largesse, 
ranging from trade benefits 
and remittances from India 
to pensions from the Indian 
army. 

Indian official spokesmen persist with 
the allegation that Nepal has been making it 
impossible for Indian citizens even to open 
bank accounts. New Delhi also has charged 
that Nepal has adopted a policy of laying off 
all Indian teachers by 1990 and that it wants 
Indians to apply for work permits — which 
are not granted readily. 

New Delhi says it cannot understand 








Gandhi: 
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setbacks. 


Kathmandu’s motives in seeking a confron- 
tation that can hurt only itself. But its unmis- 
takable insinuation is that the Nepalese 
élite are out to serve their own narrow in- 
terests. 

The real reason, however, for India’s 
punitive policy on Nepal seems to stem 
from its suspicions of long-term Chinese 
aims. New Delhi sees 
Chinese arms sales to its 
South Asian neighbours as 
an important indicator of the 
Chinese policy of containing 
India. 

And Indian Prime Minis- 
ter Rajiv Gandhi can hardly 
afford to back down after 
showing Nepal the mailed 
fist. National elections are 
due in a few months and 
in the recent past he h^- 
suffered a range of setba 
to his image. By now some 
of his domestic opponents 
have extended implicit 
support to his Nepal policy 
and thereby created grounds 
for criticising him if he reverses this pol- 
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Gandhi obviously calculates that he can 
afford to be patient and sit back to watch 
Nepal use up foreign-exchange reserves, es- 
timated to cover another six months’ im- 
ports. Unless someone bankrolls Kath- 
mandu in a big way, in the long run it has 
nowhere to go except back to India. be 





Blowing the whistle 


Kathmandu authorities have arrested and charged the president of the Human 
Rights Organisations of Nepal (Huron), Rishikesh Shaha, for subversion on his 19 
May return from New Delhi where he reportedly lamented the lack of freedoms in 
Nepal. He was also quoted — out of context he claims — as saying that Nepal should 
hand over responsibility for its defence to India. 

His statements, coming in the middle of the Indian trade squeeze, have enraged 
the Kathmandu government, which has portrayed Nepal as a small and helpless 
country bravely standing up to a big bully. 

Shaha, a former cabinet minister and academic, told Indian politicians and jour- 
nalists at a seminar at Jawaharlal Nehru University that the lack of human rights in 
his country and the Indo-Nepal conflict were interlinked. He argued that if Nepalis 
had been able to debate the issue freely, the confrontation need never have arisen. 

Kathmandu seems to have been especially angered by Shaha’s reported state- 
ment on Nepal's defence — Kathmandu's purchase of Chinese-made, instead of In- 
dian, weapons was one of New Delhi's grievances — and an embarrassed Shaha has 
had to stress that his remarks were made in the larger context of options available to 
Nepal. 

But during his stay in India, Shaha also spoke out against such harsh Nepali laws 
as the Public Security Act, Treason (Crime and Punishment) Act, Organisations and 
Associations (Control) Act and Destructive Crimes Act. He alleged that the police 
routinely tortured government critics and claimed there were more than 300 political 
prisoners in Nepali jails, including trade union leaders, journalists, teachers, and po- 
litical activists. Eight detainees had disappeared without a trace in the past 25 years, 
he said. m Salamat Ali 
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Rangoon rejects That offer to help end civil war 


Crossed signals 


By Bertil Lintner in Bangkok 


hen Thai army commander Gen. 
Chaovalit Yongchaiyut an- 
nounced on 25 May that the Bur- 
mese authorities had agreed to consider 
peace talks with anti-Rangoon ethnic rebels 
and that Bangkok was willing to mediate, 
eyebrows were raised in several quarters. 
The Burmese military’s stand on the issue 
has always been that the rebels must surren- 
der unconditionally or face “annihila- 
tion.” 
only two weeks before Chaovalit’s an- 
..acement, Burma’s state-run Working 
People’s Daily newspaper had published 
commentaries dismissing any suggestion of 
a ceasefire with the rebels — let alone nego- 
tiations with them. So on 25 May it came as 
no surprise when a Burmese army spokes- 
man in Rangoon, Col Aung Thein, not only 
rejected Thailand’s offer to mediate in 
Burma’s decades-long civil war — reiterat- 
ing that “we shall fight the insurgents until 
they are eliminated” — but branded 
the Thai offer as an “interference in 
Burma’s internal affairs.” 

Bangkok has so far not reacted of- 
ficially to Rangoon’s rejection, but 
some Thai officers privately express- 
ed surprise at the response, speculat- 
ing that there may be differences of 
opinion between hardliners and 
moderates within the Burmese mili- 


The possibility of peace talks 
first raised by Chaovalit dur- 

ug, à Visit to Rangoon on 14 De- 
cember 1988 in discussions with 
Burmese junta leader Gen. Saw 
Maung. The idea was to establish 
peace along the Thai-Burmese fron- 
tier in order to facilitate legal 


cross-border trade. Thai military EY. ies uet A ee CP 
Karen soldiers patrol Three Pagodas Pass. 


sources said Saw Maung agreed 
in principle to such talks and ef- 
forts began to prepare for negotiations. 
"We were contacted by Thai military 
representatives in March," Em Marts, 
spokesman for the rebel Karen National 
Union (KNU), told the REVIEW. “But we were 
sceptical. Even if Saw Maung had re- 
sponded positively, it would amount to no- 
thing. The real power in Burma is vested 
with Brig.-Gen. Khin Nyunt, chief of mili- 
tary intelligence, and he has never shown 
any interests in negotiations with us. We be- 
'ieve that he at first was not aware of what 
Saw Maung had promised Chaovalit.” 
Nevertheless, delegates from the 11- 
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member ethnic rebel umbrella organisation, 
the National Democratic Front, and from the 
larger Democratic Alliance of Burma um- 
brella grouping — which also includes some 
majority ethnic Burman opposition groups 
— met the Thai military representatives on 
26 April and agreed to set up a ceasefire 
negotiating team. The team included mem- 
bers from the Karen, Kachin, Mon, 
Arakanese and Shan rebel armies, as well as 
from the US-based Committee for Restora- 
tion of Democracy in Burma. 

On 23 May, Thai deputy supreme com- 
mander Gen. Pat Akkanibutr visited Ran- 
goon to make further arrangements. Upon 
his return he said: “Saw Maung wants 
peace with the minorities so the country can 
focus on development and fight the real 
enemy, the Communist Party of Burma 
[CPB]." 

The statement seemed at variance with 
the situation in the field, where the CPB’s 
leadership was toppled by its rank and file 
and the group has since taken on an ethnic 





rather than an ideological character. In any 
event, someone in Rangoon must have 
moved to short-circuit the Thai proposal at 
the eleventh hour, military analysts here 
suspect. 

The attempt at setting up ceasefire talks 
comes at a time when fierce fighting has 
been raging between Burmese Government 
troops and Karen rebels along the Thai-Bur- 
mese border. It began shortly after the mili- 
tary takeover in Rangoon in September 1988 
when the Karen rebels launched an offen- 
sive against government forces. On 12 Oc- 
tober, the rebels recaptured their old strong- 
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hold at Mae Tha Waw, which the Burmese 
Army had overrun in January 1984. This 
provoked a determined government 
counter-offensive. 

By 21 December, Mae Tha Waw was 
again in government hands, and the Bur- 
mese Army then made a clean sweep south 
along the river which delineates the Bur- 
mese-Thai border in the area. Klerday was 
captured a few weeks later, followed by 
Maw Pokay on 26 March and Mae La on 18 
April. The last remaining Karen rebel base in 
the area, Kawmoorah, came under attack in 
May, and the battle there continues. 

This string of Karen camps had been 
under siege since 1984 and had been consi- 
dered impregnable because of their location 
along heavily defended river bends. The 
easiest way to wrest them from the rebels 
would have been to attack the camps from 
the Thai side of the border. While there is no 
evidence to suggest Burmese troops entered 
Thai territory during their successful assault 
on Mae Tha Waw, this appears to have been 
the case when Klerday, Maw Pokay and 
Mae La were overrun. 

This points to a significant change in 
Thai policy concerning its western border 
with Burma. In the past the KNU and other 
rebel groups were considered by Bangkok 
as useful buffer forces that kept the Burmese 
Army at bay, and protected the then illegal 
movement of Burmese timber and minerals 
into Thailand and of Thai consumer 
goods into Burma. 

Following Chaovalit's December 
1988 visit to Rangoon, the Burmese 
authorities granted more than 20 log- 
ging concessions to Thai timber com- 
panies, and official cross-border 
trade was established for the first 
time in 26 years. However, now that 
the trade was officially sanctioned 
and Thai companies required safe ac- 
cess to Burmese logging areas it be- 
came necessary to clear the rebels 
from the border. 

Differences in approach to the 
rebel problem soon became evident. 
The Thai position appears to have 
been to allow Burmese troops to 
enter Thailand to capture rebel 
camps, while at the same time re- 
cognising that the dislodged in- 
surgents would try to disrupt trade 
with raids behind Burmese lines. Hence, 
a negotiated end to the fighting would 
be the only permanent solution to the 
problem. 

Even if this strategy were acceptable to 
Saw Maung, the hardliners in the Burmese 
military seem convinced that they can wipe 
out the rebels once and for all. Apart from 
the heavy fighting near Kawmoorah, Bur- 
mese troop movements have also been re- 
ported opposite the Karen base at Phalu, 
south of Mae Sot, and the strategic Three 
Pagodas Pass, which the Karens share with 
ethnic Mon rebels further tothe south. m 
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REGIONAL AFFAIRS 


INDONESIA 1 


Economic pressures may force reform of legal system 


Order in court 


By Michael Vatikiotis in Jakarta 


ecent World Bank criticism of In- 
Hs legal system has revived 

hopes for reform of some aspects of 
the country's basic law-making structure 
and system of justice. 

The bank's 1989 country report issued in 
May made it clear that the Indonesian legal 
system falls "far short" of "a well-function- 
ing legal system [that] is an important pre- 
requisite if the shift towards a less govern- 
ment-regulated environment for the private 
sector is to be successful." As the bank re- 
port reflects thinking among the govern- 
ment's own economic ministers, it indicates 
official unease with the system. 

The bank's harsh note follows pressure 
from foreign banks and investors who face 
legal obstacles even in the simplest of finan- 
cial transactions. 

Emphasis on the country's weak cor- 
porate legal framework is regarded as a 
priority in view of the government's ambiti- 
ous growth and investment targets. 

But the report also reflects despair for 
hope of reforming the civil code. "We have 
to start with the premise that there is so 
much to be done, nobody is doing it, and 
nobody understands what should be 
done," said a local lawyer. 

Ironically, legal reform was a major plat- 
form of the New Order government when it 
came to power in 1968. Suharto came to the 
presidency declaring an end to arbitrary in- 
tervention by the executive that had become 
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common practice under his predecessor, 
Sukarno. 

There was progress in some areas — not- 
ably in judicial procedure and the establish- 
ing of criminal suspects' rights — but most 
of the fundamental problems remain unsol- 
ved. 

Indonesia's legal system is modelled on 
ordinances and statutes laid down by the 
Dutch colonial administration. But its legal 
history began considerably before that and 
when drafting colonial laws, the Dutch legal 
experts drew on the archipelago's rich cus- 
tomary law as a means of resolving the con- 
flict between colonial and native values and 
norms. 

Many, if not most, of the Dutch statutes 
remain in force. Indonesian Company Law, 
for instance is still based on an 1838 colonial 
ordinance. But though a 1963 Supreme 
Court circular declared that the Civil Code, 
inherited from the colonial period, could 
only be used as a guide, a new code has yet 
to be written — and the circular has not been 
withdrawn. 

After independence, the drafting of new 
laws was held up by theincreasingly autocra- 
tic nature of Sukarno's rule, in which he in- 
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tervened in judicial processes and declared 
that the Indonesian revolution (which he 
led) was “above the law.” Since then, In- 
donesia has been slow to recover from this 
blow to the concept of rule of law. 

After Suharto’s New Order came to 
power, the First Five-Year Development 
Plan introduced in 1969 explicitly recognised 
the rule of law as fundamental to the coun- 
trys development. But, asserts veteran 
human-rights activist H. Princen, very few 
of the decisions aimed at reforming the sys- 
tem have been implemented. 

Perhaps that is why M. Kharis Suhud, 
the speaker of parliament (MPR), has twice in 
10 months highlighted the need for legal re- 
form in the coming five-year period. 

He first mentioned it at the close of the 
MPR's last session in March 1988. Then, in 
January, he told the house of representa- 
tives (DPR) that legal reform was tied with 
economic, and therefore employment, pros- 
pects. Legal reform had to be addressed 
ously “if we do not want to see this ques ~-~. 
become a cause for social unrest," he said. 

What needs to be done, legal experts say, 
covers three main areas: an assessment of 
the legal system inherited from the Dutch; 
removal of the excesses that have built up 
since then; and a comprehensive drive to 
provide better legal education, both at the 
professional level and for the public. 

Addressing the first problem is difficult 
because of the presence of the other two. For 
example, even the government is aware that 
if Indonesia's economy is to thrive in the 
global trading system, its business law 
should conform to Western standards. But 
Indonesia's weak and inefficient court sys- 
tem, businessmen say, hinders crucial sec- 
urity arrangements for loan transactions. 
Banks do not feel they are given sufficiente 
security. 


s far as the Civil Code is concerned, 

under the New Order judges ha: 

creasingly had to fall back on the ui 
Dutch ordinances, in the absence of any 
new body of law. According to Suhud, oši 
the 243 laws adopted by the New Order, 
only Law No. 8 on the Criminal Code (1981) 
can be regarded as a “basic law,” in that isi 
lays out fundamental rights of individuals 
and obligations of the state. 

A senior government official working inë 
the field of law does not think that all the old! 
Dutch laws are inappropriate, but he be- 
lieves there is a need to compile and 
scrutinise the colonial laws that have beer 
inherited. 

A Jakarta lawyer said that the fact that the 
Dutch laws were designed to enhance ad 
ministrative efficiency and control has per 
petuated their usefulness. “The use of 
Dutch precedents and regulations has in 
creased under the New Order," anothe. 
source said. | 

Quite apart from the fundamental con: 
servatism of the bureaucracy, the preserw 
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system is also prone to arbitrary implemen- 
tation. The lack of any kind of binding 
system of adhering to precedent means that 
decisions can be revoked easily. Presidential 
decisions, acting as implementing regula- 
tions, can change the way the law is inter- 
preted and the courts have no power to re- 
scind them. 

In keeping with Indonesia's corporatist 
and strictly regulated power structure, the 
legal system tends to serve the bureaucracy 
and the executive rather than act as a reg- 
ulator of government. 

There is a broad consensus on the need 
for better legal education and more efficient 
dissemination of the law in order to best use 
the system in its present form. “The differ- 
ence between the law and its implementa- 
tion is often wide because of the govern- 
ment's neglect of education," a senior gov- 
ernment official admitted. A major obstacle 
is the limited use of gazetting. The dearth of 

lished court decisions makes it difficult 

udges to hold the same opinion on a 
point of law. 

There have been attempts to improve the 
situation over the years. The Law Documen- 
tation Centre at the University of Indonesia 
and the national law development body set 
up by Mochtar Kusumaatmadja when he 
was minister of justice in the mid-1970s, 
have made some progress in collating 
the law for use by students and profession- 


The late 1970s also saw the flowering of 
legal aid institutions to help give people 
greater access to legal advice and remedies. 
Although the best known of these groups, 
the Legal Aid Institute, is frequently criti- 
cised for its timidity and ineffectiveness in 
court, the fact that it has survived and con- 
tinues to provide a widely available public 
service through affiliated offices in the pro- 
vinces, is regarded as an important prop for 
local rights. 

he Ministry of Justice, charged with ad- 
munistering the legal system, has been so 
slow in its response to the need for change 
that it has come in for increasing criticism — 
with Minister of Justice Ismail Saleh having 
to write a series of long articles in early June 
issues of the mass circulation daily, Kompas, 
in the ministry's defence. 

Saleh admitted that the legal system was 
not yet unified, but he argued that this could 
not be accomplished in the generation since 
independence. He had elsewhere been 
quoted as saying he expected legal reform to 
be completed by the mid-1990s. 

Critics say there is no time to rely on 
building institutions to administer the law. 
The law itself, they say, should be tackled 
head on. But meanwhile, a kind of order, In- 
donesian-style, prevails. The characteristic 
Indonesian ability to fall back on traditional 
means of resolving disputes in the absence 
of institutional support generally ensures 
that a less formal brand of justice is meted 
out. E 
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Performance Plus a 
Guarantee From Standard 
Chartered Bank 


Scimitar Guaranteed Fund Ltd is a new guaranteed investment product. The Fund 
combines the potential for significant capital growth by investment in the futures 
markets, with the security of a “money-back” guarantee provided by Standard 
Chartered Bank. 



















* — Excellent prospects of capital growth - a potential return of over 25% per 
annum based on pro forma analysis of past performance*. 






@ Managed investment in the high performance futures markets where profits 
can be made in both rising and falling markets. 





* Four highly successful futures management companies have been computer 
selected to manage the trading portfolio. 






* Cargill Investor Services Inc, the international futures broker, will act as 
clearing broker. 








Minimum investment of 
U$$25,000. (US$10,000 via 


the free nominee service). 


Maturity, July 1996. (Early 
redemption facilities available). 
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SCIMITAR GUARANTEED FUND 
a balance of capital security & potential high returns 





INITIAL CAPITAL BY STANDARD CHARTERED BANK 


IMPORTANT The Scimitar Guaranteed Fund is on offer from 10th May until 
30th June 1989. Money received before the closing date will accrue interest. 
For a copy of the Prospectus and further ipformation please contact: 


Scimitar (Bermuda) Ltd. London Portfolio Services plc. 
Rosebank Centre, 101 Neptune House, 
PO Box HM1540 Marina Bay, 
14 Bermudiana Road, Gibraltar. 
Hamilton HM08, Bermuda Tel: (350) 79120 
Tel: (809) 299 3882 Fax No: (350) 78428 


Fax No: (809) 295 6759 


| Address: 
| I TUM PORE SPE ERN AREE OMG 
Telephone: 


| It is essential to include your telephone number in case 
FEER 3/89 Prospectus needs to be couriered. 


ALL THIS PLUS THE GUARANTEED RETURN OF 
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This advertisement does not constitute an offer of shares. Purchases of shares in Scimitar Guaranteed Fund Ltd can only be made on the basis of the 


Prospectus (dated 10th May 1989). * Past performance is no guarantee of the future. 
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The judiciary commands little respect 


Justice for some 


.ne area of the legal system where 
. O changes have been made in the past 
' 20 years is the judiciary. Two laws, 
one affecting the court system and the other 
the rights of criminals, have gone some way 
- ^to modernising Indonesia's colonial legal 
<< heritage. 
= A recent survey of Indonesia's legal sys- 
-tem by the Washington-based Asia Watch 
< human-rights organisation, concluded that 
the government of President Suharto "has 
taken significant steps towards expanding 
the rights of criminal defendants." But this 
praise is qualified. 
“The regime of codified rights is subject 
to important exceptions, and rights estab- 
-lished by law are not always accorded in 
practice,” the report said. 
The 1981 revised Criminal Procedure 
Code did establish important rights for 
|. criminal suspects, including the presump- 
© tion of innocence, the right to counsel from 
the time of arrest and the right to a public 
trial. However, critics said the new code had 
failed to establish sufficient sanctions for vio- 
lations of these rights. For example, the new 
code provides that witnesses should be free 
from pressure during interrogation. But the 
US Government's annual country report on 
human-rights practices for 1988 reported 
"frequent credible reports of torture and 
mistreatment of criminal suspects, detainees 
and prisoners." 
| A major hinderance to the rule of law in 
= Indonesia is the country's vast size. Law en- 
. . forcement in remote rural areas is difficult to 
. control and therefore frequently arbitrary in 
nature. Moreover, for most of the rural 
population the law is, in the words of one 
~ local politician, "inaccessible and in any case 
too technical." 
In addition, public respect for the legal 
. process and the courts is low. "Corruption 
. plagues the system and the public believes 
this," asserts a local lawyer. The crux of 
the problem lies in the judiciary's linkage 
to the bureaucracy. Courts are admini- 
stered and judges appointed by the Ministry 
Of Justice — except in the case of religious 
courts (REVIEW, 8 June). The Supreme Court 
only provides legal supervision and opin- 
jon. 
. The problems besetting the judiciary are 
rooted in the previous regime of the late pre- 
sident Sukarno. Attempts early on in the 
Suharto era to give the courts more indepen- 
dence by placing the lower courts under the 
Supreme Court's authority were blocked by 
the Ministry of Justice. This has made the 


































practice of judicial review impossible. "In 





cases of the government vs the community, 
how can a judge make a decision against the 
government?" a litigation lawyer in Jakarta 
asked. 

The law unifying the court system in 
1970 did establish the right of the courts to 
determine constitutionality, but their inabil- 
ity to strike down statutes effectively means 
they have no power over the executive. 

However, in other areas there is remark- 
ably little interference by the government. In 
one recent case, for example, a Jakarta court 
handed down a light sentence in a smuggl- 
ing trial at the height of an official anti- 
smuggling campaign. Suharto issued an 
angry statement criticising the court's deci- 
sion, but insisting that it was up to the court 
to decide what should be done. The excep- 


demands. a 

Recent criticism of the courts has focused — 
on corruption among judges. Poorly paid 
and with a staff to support through patron- 
age, the Indonesian judge is portrayed in 
the press as something less than a figure of 
respect. Recent stories given wide coverage 
include the theft from a court of a large sum 
of money held as evidence and a report of a 


court where cases were auctioned off to the ~ 


judges. The result has been to foster a low — 
opinion of the court system, with lawyers 
avoiding the courts where possible. 

Outside professional circles the percep- 
tion is equally gloomy. Marzuki Darusman, 
a member of the ruling political grouping, 
Golkar, put it this way: “People are resorting 
to the law but not seeing their grievances 
redressed.” Darusman said penalties often 
failed to reflect the crime, with death o: 
imprisonment reserved mainly for poli... 
offences, while people found guilty of rape 
or murder frequently received light sen- 
tences. s Michael Vatikiotis | 





INDONESIA 3 


System of government at issue in debate on lawmaking 


Constraint on reform 


law-making process itself. The slow 

evolution and imprecise nature of 
legislation has become a topical issue in the 
wake of renewed — and sustained — de- 
bate about the presidential succession in the 
past six to eight months and has raised the 
question of changes to the current system of 
government, 

The past 25 years have brought remarka- 
ble stability and progress to the country 
under President Suharto. But the system of 
government he has fostered is considered 
by some to be in need of significant change 
to make it more responsive to rapid social 
and economic developments. “The way we 
do things today may have been appropriate 
for the situation 20 years ago,” said Sayidi- 
man Suryohadiprojo, a former ambassador 
to Japan and retired general. “But we should 
be more open for change and improvements 
to the system.” 

Illustrative of the kind of improvement 
Sayidiman envisages, is the government's 
current drive to create a less strictly regu- 
lated economic climate. Under pressure 
from multilateral aid donors and the World 
Bank in particular, the country’s economic 
ministers — known as the “technocrats” — 
have worked hard to sweep away In- 
donesia’s import monopolies and convince 


major constraint on legal reform is the 
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vested interests of the need for a more open. 
economy with less protection from the state. 

However, the trouble with much of what 
has been achieved so far, is that it ultimately 
has a weak legal standing. The "reforms" 
have mostly been issued as presidential de- 
crees. They are not rooted in basic laws or 
even legislative acts. This would ma. 
easy in the future for those opposed to me- 
reforms to circumvent them, legal sources ` 
said. 

The technocrats argue that their pragma- 
tic approach to reform is preferable to wait- 
ing for the government to draft more 
thorough legislation — though this is their 
aim. It also ensures the donors are kept 
happy. But analysts question whether it is 
really changing the system. 

The question gets to the heart of the 
problem with Indonesia's process of law- 
making. "People here don't start with basic 
concepts of law — the law is only a form of 
political position-taking,” said a govem- 
ment official who helps draft government 
legislation. | A 

The past year has seen a number of 
heated debates over legislation in the 


People's Representative Council (DPR, the 
national parliament). In each case, political 
interests dominated and the question of 
what sort of law the country wanted was 
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FINANCIAL HIGHLIGHTS 
FOR THE YEAR (in billions of lire) 
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& ADVANCES 


CUSTOMER 
DEPOSITS 


SHAREHOLDERS' 
EQUITY & 
PROVISIONS 


TOTAL ASSETS 


2,123 
31,479 


(+27.6%) 


(+ 17.6%) 


3,519 
71,747 


OPERATING PROFIT 818.8 


(+ 14.1%) 
(+23.9%) 
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The year ended December 31, 
1988 closed with a net profit 


of Lit 416.6 billion. Lit 292 billion 
has been appropriated to Reserves. 


The dividend for the year 


on ordinary shares will be Lit 75, 
while the dividend paid 
on savings shares will be Lit 90. 
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: pushed aside. “Many TO are » really 


y 
used to identify coalitions or the political - 


' consensus, rather than examining the legal 
. point at issue," a foreign lawyer told the 
REVIEW. To some extent this is a natural pro- 
duct of legislative debate. But a growing 
chorus of concerned voices argues that if the 
DPR had more say in the drafting of legisla- 
tion, and the executive branch was less do- 
minant in the process, parliament's input 
might be more constructive. 

.. The need to accommodate the wide 
spectrum of interests inherent in Indonesian 
. Society means that legislation is framed in a 
. general and freely interpretable manner. 
.. While this flexibility is regarded as essential, 


|... the time taken to hammer out a broad con- 


sensus makes the law-making process slow 
and ponderous. The Education Law passed 
in March was over a decade in the drafting 
stage. And even once a law has been pass- 
ed, conflicting interests might have to be fur- 
ther accommodated by effectively altering 
the law using "implementing regulations." 
Legal experts say the road to legislative 
efficiency is to give the DPR more say in draft- 
ing and submitting legislation. According to 





"We 1945 Constitution, ‘the DPR is f fully  ] 3 
empowered to do so, but in practice, the do- | ini E 
fuficional groups. 


minant position of the executive over the 
parliament — also laid down in the constitu- 
tion — has meant that all bills originate from 
government departments at the behest of 
the executive. 


of stability under Suharto's govern- 


R estrictions introduced in the interests 
ment have further muzzled the DPR. 


Ina remarkably frank assessment at the end 


of April, the DPR vice-chairman, R. Soep- 
rapto, criticised the government for placing 
too many controls over the political process, 
and parliament i in particular. Soeprapto at- 
tacked the Law on Mass Organisations, Law 
No. 3 1985, which gives the president con- 
trol over political parties. The law, he said, 
restricted parliament's ability to criticise the 
government. 

Sayidiman said he would like to see an 
end to the practice of appointing members 
to the DPR and the People’s Consultative As- 
sembly (MPR, the five-yearly congress). The 
system evolved as a means of ensuring that 
all groups in society were represented — but 





INDONESIA 4 


Labour laws under ftre 


Courting trouble 


* eo By Adam Schwarz in Jakarta __ 


€ 


ndonesia's labour laws are perhaps the 
least understood and most poorly de- 
fined within the country's legal system. 
While the basic components of labour legis- 
lation set down in the 1950s and 1960s 
adhere largely to international standards, a 
host of ministerial decrees and regulations 
since then have obscured the laws original 


... intent and purpose. 


A weak legal framework, Indonesian la- 
bour lawyers and organisers say, makes for 
the docile labour movement that helps at- 
tract foreign investment but offers scant pro- 
tection for the country's 72 million workers. 
. But there is growing concern that con- 
tinued suppression of worker grievances 
may be sowing the seeds of labour mili- 
tancy. "Enforcement of the law is very bad 
in Indonesia," Syahniar Mahnida, a lawyer 
specialising in labour cases, said. "When 
Workers complain, companies aren't afraid 








- Indonesia’ s labour situation has attracted 
criticism from abroad. In May, the American 
Federation of Labour-Congress of Industrial 
Organisations (AFL-CIO) petitioned US Trade 
‘Representative Carla Hills to remove In- 
donesia from the list of countries eligible for 
US tariff waivers under the penerahsed D 


tem of preferences. Similar petitions lodged 
in the past two years were not acted upon by 
the US Department of Trade. 

The AFL-CIO's report for 1988 accuses the 
government of pursuing a policy "designed 
to dominate and control the labour move- 
ment in clear violation of the recognised 
worker rights relative to the freedom of as- 
sociation, the right to organise and bargain 
collectively and prohibitions on child la- 
bour." 

Other international attention to In- 
donesia's situation has come from the Inter- 
national Confederation of Free Trade 
Unions and the International Labour Or- 
ganisation (ILO). The iLO has cited Indonesia 
repeatedly for not providing protection for 
workers against "anti-union discrimination 
acts by an employer." This protection is em- 
bodied in the iLO's Convention 98 which the 
Indonesian Government ratified in 1957 

One labour consultant says that workers' 
ability to organise has deteriorated steadily 
over the past decade. Until 1985, workers 
were organised in 21 trade unions under the 
All-Indonesia Labour Federation (Fsst). In 
an effort to streamline the labour move- 
ment, the FBS! was replaced in November 
1985 by the All-Indonesia Workers Union 
(sms), a “unitary” body to which all or- 


ganised workers must belong. Unlike the 












parliament at 
iment-controlled 





Reflecting what he said was a growing 
concern in Indonesia's powerful armed 
forces, Sayidiman argued that without poli- 
tical stature, it was difficult to see the execu- 
tive listening to the DPR. "By having direct 
elections, MPs will be real representatives of 
the people, so the executive will be morally 
forced to listen," Sayidiman said. 

Many Indonesians are sceptical of the 
military's commitment to the development 
of a more open political system and fear that 
calls for change may be used as part of a 
strategy to exert pressure on the leader- 
ship. 

Nonetheless, a growing question in the 
minds of the élite is whether or not the sys- 
tem that has so admirably served the ends of 
power since independence, is capable of 
handling the social and economic pressures 
Indonesia will face in the next decade. hh 
ing from the tone of many statements £o... 
the military and parts of the bureaucracy, 
some people have their doubts. 

u Michael Vatikiotis 


FBSI, officers of the sps: — which claims 3 
million members — are appointed rather 
than elected to all positions above the factory 
level. 

The government also forbids civil ser- 
vants from joining SPSI and bars unions from 
forming in companies involved in steel, air- 
craft, manufacturing, chemicals, banking, 
oil and agricultural estates. 

Even in unionised industries, the reg- 
ulatory environment is such that it makes 
legal recourse to strikes virtually imposssi- 
ble. Human-rights sources say the Ministry 
of Manpower under the stewardship of 
Sudomo — former head of the military's 
Kopkamtib internal security apparatus — 
had an unofficial policy of applying — 
tions to workers if they resorted to strikes. : 

In 1982, the year before Sudomo was 
made manpower minister, the ministry re- 
corded 200 strikes involving 55,000 workers. 
In 1987 there were 37 registered strikes in- 
volving 7,500 workers. Sudomo has now left 
the ministry and has been replaced by Cos- 
mas Batubara, who was a student activist in 
the mid-1960s. 

However, the number of illegal wildcat 
strikes has risen rapidly so far this year. In 
the first four months, the press reported 10 
illegal strikes alone in Tangerang, an indus- 
trial surburb of Jakarta, involving almost 
9,000 workers. In at least six cases violence 
was reported. 

Union leaders claim employers often use 
outside help | from the security / authorities to 
persuade union organisers to drop their de- 
mands, while labour lawyers say workers 





are understandably reluctant to use the offi- 
cial dispute settlement procedure since they 
view oe system as tilted eo them. = 








PAKISTAN 


Political opponents make deals of convenience 


Allies and enemies 


———— 


By Ahmed Rashid in Islamabad 


akistan’s disparate opposition parties 

are trying to unite against Prime 

Minister Benazir Bhutto even as the 
ruling Pakistan People's Party (PPP) embarks 
on its own political offensive. However, 
Bhutto’s well balanced fiscal budget has 
taken the sting out of the opposition for the 
time being. 

The opposition Islamic Democratic Al- 
liance (IDA), has concluded an agreement of 
cooperation with the ethnic-based Muhajir 

imi Movement (MQM) in Sindh province 

ombat the PPP in the crucial budget de- 
bate in the national assembly which will last 
through most of June. This new unity was 
forged after the IDA leader and Chief Minis- 
ter of Punjab Nawaz Sharif met recently the 
MOM leader Altaf Hussain in Karachi. The 
MQM had a short-lived alliance with the PPP's 


Sharif: budget debate unity. 


provincial government in Sindh; the MQM 
ministers resigned from the government last 
month after bitter disputes with the PPP. 

So the PPP hastily dispatched its top trou- 
ble shooters to Karachi to negotiate another 
deal with Hussain. The negotiators man- 
aged to reaffirm MQM’s support for the PPP as 
long as the government implemented key 
muhajir demands including the release of all 
MOM prisoners and transferring out senior 
bureaucrats in Sindh appointed by previous 
regimes. The MOM is thus using its 14 seats 
in the national assembly as a bargaining chip 
with both the government and the opposi- 
tion. It is still unclear as to whose side they 
will take in the budget debate. 

Baluchistan's Chief Minister Akbar Bugti 
has also taken on an openly confrontationist 
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stance against the centre on the allocation of 
funds for his province and other issues. Al- 
though he represents a coalition quite separ- 
ate from the IDA, in recent weeks he has 
closely allied himself with Sharif. A former 
Baluch nationalist leader, who was not pre- 





viously trusted by the army, Bugti appears | 


to have struck a new relationship with the 
chief of army staff Gen. Mirza Aslam Baig. 

Another former partner of the PPP in the 
North-West Frontier Province, Abdul Wali 
Khan of the Awami National Party, has be- 
come even more critical of the government. 
Meanwhile, yet another feudal Sindhi politi- 
cian and a former PPP leader, Ghulam Mus- 
tafa Jatoi, has become the new leader of the 
opposition in parliament. Jatoi has long 
been a favoured prime ministerial candidate 
of the military top brass. 

The growing strength of the opposition 
comes at a crucial time for the government 
as it faces a tough budget debate, attempts 
to forge a new Afghan policy, and tries to 
cope with continued ethnic violence in 
Sindh. IDA leaders are demanding the gov- 
ernment’s immediate resignation and early 
general elections. In the past month, during 
a series of meetings in Islamabad, the IDA 
has attempted to win over independent 
MPs in an attempt to table a vote of no-confi- 
dence against Bhutto. 

The IDA remains saddled with intense in- 
ternal rivalries between its main compo- 
nent, the Muslim League and the fun- 
damentalist Jamaat-e-Islami. Only their de- 
sire to unseat Bhutto unites them. But they 
remain at loggerheads over leadership and 
major political issues. 

The PPP has so far proved unable to 
exploit these differences, largely because 
Bhutto has been busy with other matters, 
while her ministers have been merely react- 
ing to opposition moves. All the same, the 
PPP remains on the political offensive, par- 
ticularly in Punjab which is run by Sharif. 
He will come under strong attack by the 
PPP when he presents the Punjab budget 
because he has asked the centre for more 
funds while Bhutto is insisting on aus- 
terity. 

However, Bhutto's national budget is far 
milder than anticipated. That no major taxes 
have been imposed on the poor has blunted 
the opposition's attacks on fiscal matters. 
The government's budget has staved off any 
immediate threat from the opposition but in 
the long term Bhutto will have to move deci- 
sively on the political front to ensure that the 
opposition does not broaden its support in 
parliament. a 
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AFGHANISTAN 


Bhutto plans diplomatic initiative to resolve the war 


Peace proposals 


By Ahmed Rashid in Islamabad 


rime Minister Benazir Bhutto's gov- 

ernment is on the verge of taking a 

major diplomatic initiative — the first 
since the signing of the Geneva accords in 
April 1988 — to resolve the stalemated Af- 
ghanistan war, but much will depend upon 
whether she can carry hardliners in the US 
during her visit to Washington this month. 
Pakistan plans to urge the interim govern- 
ment established by the mujahideen to 
move into Afghanistan and take concrete 
steps to broaden its support within three 
months or face a cut-off in backing, said 
senior Pakistani officials. 

Islamabad also will reopen a dialogue 
with Moscow, encourage UN diplomacy 
and pressure the rebel government to con- 
sider other diplomatic alternatives to resolve 
the Afghan war. The officials said that Mos- 
cow and the mujahideen had agreed in prin- 
ciple to reopen the stalled direct talks on the 
whereabouts of some 300 Soviet prisoners of 
war still missing in Afghanistan. Only the 
venue of the talks is in dispute, with the 
mujahideen having rejected an offer to meet 
at the Soviet Embassy in Islamabad. Pakis- 
tani officials hope that these talks, expected 
to be held this month, could herald the start 
of an intra-Afghan dialogue between the 
mujahideen and non-communist elements 
in the Kabul regime of President Najibullah. 
In 1988, direct Soviet-mujahideen talks were 
discontinued after two rounds. 

"We must hold the government to cer- 
tain criteria for enhanced support from us. 
There should be a three month cut-off 
period within which they must establish 
their credibility inside Afghanistan," a 
senior official told the REVIEW. 

The criteria would involve the interim 
government meeting and being endorsed 
by local tribal jirgas (councils) and guerilla 
field commanders, the setting-up of minis- 
tries and encouragement of Afghan 
technocrats to get involved. It also involves 
the interim cabinet speaking with one voice 
and beginning a dialogue with non-com- 
munists in Kabul to test Najibullah’s offer to 
talk to the mujahideen through a neutral 
three-man commission. Pakistan hopes the 
mujahideen will set timeframes for the im- 
plementation of each step, in which moving 
into Afghanistan should be the first. Pakis- 
tan would recognise the interim govern- 
ment the moment these criteria were met. 

Highly placed sources said that Pakistan 
might be willing to provide air cover in the 
shape of missile systems to the interim gov- 
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ernment to protect its base inside the coun- 
try, but would prefer the mujahideen to 
work out a truce with Kabul. Kabul already 
has offered field commanders ceasefires and 
full autonomy in the areas they control, if 
they stop fighting. The mujahideen are 
being advised to put this offer to the test. At 
the same time officials said: “The mujahi- 
deen must be allowed to fight the war as 
they want to fight it, to keep the pressure on 
... aS long as they take political initiatives.” 

Pakistan's Inter-Services Intelligence (ISI) 
agency has been criticised for forcing the 
guerillas to launch a premature frontal as- 
sault on the Afghanistan city of Jalalabad, 
straddling the route to Kabul, which has 
failed after a three-month siege. The re- 
moval by Bhutto of the ISI chief, Lieut-Gen. 
Hameed Gul, in late May has opened the 
way for a more coordinated Pakistani policy 
between the prime minister's secretariat, the 
Foreign Ministry, the ISI and the joint chiefs- 
of-staff committee. 

This crucial policy review has been in the 
melting pot for some weeks but much will 
depend on the talks in Washington, which 
Bhutto was scheduled to visit on 5 June. For- 
eign Minister Yakub Khan left for Washing- 
ton a week earlier with his team of Afghan 
specialists to discuss the new policy before 
Bhutto's arrival. Hardliners in the adminis- 
tration of President George Bush and the 
congress were still reluctant to pressure the 
mujahideen. It will be up to Bhutto to act de- 
cisively to coordinate these policies and per- 
suade Washington to go along with Pakis- 
tan. So far Bhutto has been obliged to leave 
the front-running on Afghan policy to the ISI 
and the Americans. 

Pakistani officials said that simultaneous 
efforts would be made to enhance diploma- 
tic efforts through the UN secretary-gen- 
eral’s special representative, Benon Sevan, 
who already is trying to encourage an intra- 
Afghan dialogue. Islamabad also would 
reopen its own dialogue with Moscow. Offi- 
cials said Pakistan also had no objections to a 
visit by the former Aghan king Zahir Shah, 
as long as it did not divide the interim gov- 
ernment. The former king, in exile in Rome, 
is supported by moderate parties in the 
mujahideen government but intensely dis- 
liked by the fundamentalist Muslims. In the 
past Islamabad has blocked Zahir Shah's at- 
tempts to visit Pakistan. 

Following an exhaustive review, Pakis- 
tani officials have conceded that the assault 
on Jalalabad was a political disaster due to an 
overestimation of the mujahideen and an 
underestimation of the Kabul regime's will 
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to resist. Pakistan and the mujahideen also 
had failed to evaluate the strong support 
given the regime by the population of 
Jalalabad. Officials also concede that the 
Wahabis — the estimated 1,000 Arab volun- 
teers fighting inside Afghanistan and al- 
leged to be responsible for some atrocities — 
will have to be curbed. 

Pakistan and the mujahideen remain 
adamant that they will not talk to Najibul- 
lah, but the new policy will put to the test 
Najibullah's repeated offers that he is willing 
to resign for the sake of peace. Officials said 
Pakistan will not pressure the mujahideen, 
but if they fail to establish their credibility in 
the next few months, Pakistan would con- 
sider "changing the building blocks of the 
interim government and enhancing other al- 
ternatives," said an official. 

However, there is serious scepticism 
among many Afghans over whether the 
mujahideen government will be capable of 
getting its act together. The moderate: 
ready are pushing hard to exercise the Z~... 
Shah option, while the fundamentalists still 
are pushing for a military solution. Pakistan 
faces the prospect that any new policy, if not 
cautiously pursued, could further divide the 
mujahideen rather than unite them. 

It is also not clear whether Bhutto can 
carry the establishment with her. President 





Bhutto: appeal to US hardliners. 


Ghulam Ishaq Khan has said there will be 
no change in Afghan policy, while the army 
chief-of-staff Gen. Mirza Aslam Baig has 
said that Pakistan will support the Afghans 
in their fight until victory. In a key speech to 
army officers he said, in an obvious refer- 
ence to the the US, that even if other coun- 
tries withdraw their support for the mujahi- 
deen, the Afghan struggle will continue. 
The army remains deeply angry with Bhutto 
for dismissing ISI chief Gul. 

However, for the first time since the 
Geneva accords were signed over a year 
ago, Pakistan is on the verge of taking a 
major diplomatic initiative. Bhutto knows 
that unless there is peace in Afghanistan 
soon, the first casualty could be her own still 
fragile government. a 
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DEREK DAVIES 


Traveller’s Tales 


ust in case anyone presumes that 
the current outbreak of common 
sense in international relations has 
affected the Alice-in-Wonderland in- 
ternal politics of North Korea, it must be 
recorded that the cults of personality 
irradiating the great leader Kim Il Sung and 
his son continue, as do the inflated claims 
made for the miracles wrought by Juche, or 
self-reliance. A recent North Korean 
magazine reveals that the power of Juche has 
apparently extended to genetic engineering: 


wi i Effective Mother Factory ; 


the same article — which actually dealt 
with machine tools — contains a heading of 
baffling opacity: 


Hammering Started in War Smokes 


Elsewhere, the same issue contains reve- 
lations about the youth of “Dear Leader” 
Kim Jong Il, which would have won the ap- 
proval of Lord Baden-Powell, a hero of the 
wars Britain waged against the Boers of 
South Africa and who later founded the Boy 
Scout movement. The young Kim went in 
for camping and, according to the article, 
showed "deep care" for his fellow campers 
(perhaps Baden-Powell would not have ap- 
proved). Anyway, the Kim saga continues: 

He lived in the barracks nestled at the 
foot of Ryonggun hill in the Pamnamu Val- 
ley. Every morning he got up earlier than 
others, swept the yard and joined the exer- 

` 3 and had a cold-water rubbing at a 
ik. At meal time he joined the campers 
and went to the dining room, singing 
songs, and had his meals on a long wooden 
chair. He was zealous in tactics training on 
hills and always kept his gun spick-and- 
span. 

That cold water rubbing must have really 
relieved Mafeking, if nothing else — though 
why he needed a long wooden chair to eat 
on remains unexplained. 


North Korea has produced a new opera, a 
version of the traditional Korean saga, Tale of 
Chun Hyang. According to the programme 
notes, ancient Korea was a swinging coun- 
try: As the song ends, Chung Hyang and 
Hyang Dan enter the stage, singing a tune 
and to the swinging site. The protagonist, 
Chun Hyang, is a pretty girl well known 
around the place. She excels in writing 
poems and in needling, she is honest and 
kind. 

Perhaps if she had had the chance of 
going to an Effective Mother Factory, she 
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would not have been so good at needling. 
But at least she did not suffer the fate of 
today's inhabitants of North Korea, which 
was summed up in yet another headline 
over yet another hagiographic article on 
Kimilsungism written by a Japanese de- 
votee, and published without a trace of 
irony: 


Enduring Juche 


— which is in fact what the North Ko- 
reans have to do. 


Responding to the question to which 
every REVIEW staffer is increasingly sub- 
jected ("Where will the REVIEW go after 
1997"), we took an editorially nervous view 
of some of the provisions of the Hongkong 
Basic Law. We concluded that if freedoms, 
induding that of the press, go on being 
eroded, we would have to move. 

In response to this, our Sydney corres- 
pondent, Michael Malik, messaged us that 
Sydney would be an obvious alternative to 
Hongkong. He points out: “There would be 
little homesickness involved. Here we have 
very high office and home rentals. We have 
a harbour and local beaches all awash with 
sewage. We have an overcrowded city on 
the edge of a vast and largely inaccessible 
continent. Yachties abound and people can 
travel to work by ferry. And most of the 
people speak a language other than English. 
We have also engaged the Japanese to build 
an expensive tunnel under the harbour." 

And, he adds, Sydney even has a woman 
politician called Dunn. Not Dame Lydia as 
in Hongkong, but an untitled Irina in Syd- 
ney. "Unlike her namesake," Malik writes, 
"she represents the Nuclear Disarmament 
Party. But like Lydia, she wasn't elected — 
she pinched someone else's senate seat 
when he was disqualified for being a Pom." 


Two New England jokes | picked up on 
my travels: There was one about a Puerto 
Rican fireman who named his twin sons 
Hose A and Hose B. And the other about 
the woman who wanted to try some of Bos- 
ton's famous fish, scrod. Arriving at the air- 
port, she got into a taxi and asked the driver, 
"Where can I get scrod?" He answered, “Al- 
most anywhere, ma'am. But that's the first 
time I've heard the question in the pluperfect 
subjunctive." 


As long ago as 9 May 1980, I had a bit of 
fun in this column with the popular tooth- 
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paste Darkie, which sells regionally in pac- 
kets bearing a representation of a minstrel- 
style Black, complete with shiny top hat, 
bow tie and flashing smile. At the same time 
I remarked on an Australian cheese which 
was marketed under the name of Coon and 
commented that a trip to an Asian super- 
market could enable 
one to eat coon and 
dean up afterwards 
with darkie, which 
would doubtless 
amuse Enoch Powell. 
More recently 
other sensitivities 
have been stirred and 
the firm had agreed 
to certain changes 
which will make the 
product less vulnera- 
ble to ethnic pressure 
groups. It was an- 
nounced in Japan 
that Japanese firms 
were going to cease 
making products 
bearing the likeness of “Sambo” due to pro- 
tests by US firms. These “victories” will 
doubtless enable the same lobbies to turn 
their attentions to South Korea, where com- 
panies do not yet seem to have got the mes- 
sage. The huge firm of Lotte manufactures a 
nut-chocolate bar which is marketed as 
“Black Joe” chocolate, and was so even on 
television during the Olympic Games: 


COTTE PEANUTS CHOCO BAR 
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TOOTH PASTE 








I have a feeling that Lotte will prove more 
of a tough nut to crack. And when that cam- 
paign is over, the agitators can turn their at- 
tentions to a certain manufacturer in 
Bangkok who makes mops: 
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PHILIPPINES 


Squatters on the edge of Manila Bay clash with development plans 


From huts to hotels 


By Margot Cohen in Manila 


ean scraps of life lay scattered 
along the shore, like remnants 
of a shipwreck: jagged sheets 
of corrugated iron, battered 
squares of linoleum, a child's cabinet deco- 
rated with stencilled kittens. When the men 
arrive, heads wrapped in T-shirts against 
the late afternoon glare, they need less than 
an hour to load the demolished shanty onto 
a bamboo raft and two small canoes. The 
shanty would be rising on new ground be- 
fore nightfall. 

Another moving day had ended for the 
262 families on Isla Sto Nino, a small patch of 
land reclaimed from Manila Bay. They are 
making way for "Nueva Manila," a vast 
waterfront renewal project that “symbolises 
Filipino urbanism of the 21st century," ac- 
cording to the brochure put out by the Public 
Estates Authority (PEA), the government 
corporation overseeing reclaimed land de- 





velopment. If all goes according to plan, 
within 10 years a sparkling high-rise com- 
plex dotted with public parks and marinas 
will rise on 800 ha stretching from the Cul- 
tural Centre of the Philippines down to the 
coastal road leading to Cavite province. The 
idea of "Nueva Manila" is to create a beehive 
of investment and tourism. 

To realise this shiny vision of progress, 
however, PEA officials have come face to face 
with the chaotic reality of 20th century 
Filipino urbanism — namely, Manila's pro- 
liferating squatter population. Each year, 
more than 100,000 migrants leave the pro- 
vinces to seek their fortune in the congested 
capital, driven by insurgency, lack of jobs, or 
the simple lure of the city. At present, about 
40% of the city's 7.8 million inhabitants are 
squatters, according to Metro-Manila's act- 
ing governor, Elfren Cruz. 

The creation of "Nueva Manila," though, 
requires the relocation of 50,000 people, 
and the families squatting on Isla Sto 


Nino comprise only a fraction of them. 
The largest portion of squatters PEA off- 
ials must dislodge from reclaimed lands 
live nearby in an area that has been 
dubbed Reclamation, the largest of the 
squatter colonies in Manila and the one 
that has grown the fastest and has been 
most visible since the February 1986 
People’s Power uprising. Most of the 
Reclamation dwellers are clustered on 
prime property facing the once-glamorous 
thoroughfare of Roxas Boulevard, wl 
the Marcos administration had plan... .. 
to erect a government financial centre. 
Now, a crater of poverty engulfs the un- 
finished headquarters of the Philippine Na- 
tional Bank and the Government Service In- 
surance System. 

Were Imelda Marcos still at the helm of 
the Ministry of Human Settlements, she 
might whisk the Reclamation dwellers be- 
hind another set of whitewashed walls or 
tiled facades, out of view of foreign visitors, 





CINEMA 


Yankees, go home 


First, they picked the setting: the grotty town of Olongapo, a 
place of honky-tonk bars and massage parlours right outside the 
gates of the US Subic Bay Naval Base. Next the main characters: 
movie idol-turned-politician Sen. Joseph Estrada, who plays a 
simple jeepney driver named Lando, and the glamorous politi- 
cian-turned-actress Anna Dominique ‘Nikki’ Coseteng, who 
plays a muckraking journalist named Leila. Then came the plot: a 
sad tale of betrayal and abuse wreaked on Filipinos because of the 
American military presence. 

The result is the film In the Claws of the Eagle (Sa Kuko Ng Agila), 
and its creators hope those ingredients are the makings not just of 
a box office blockbuster but a political blockbuster as well. In the 
Claws of the Eagle takes the debate over the US bases into the 
world of entertainment. 

The issue of the bases — whether Subic and Clark Air Field 
should go or stay — is no longer relegated to academic seminars 
and newspaper reports. Popular culture has discovered the bases 
and the debate is being conducted in comic books, songs and 
even in T-shirt legends. One T-shirt shows the comic strip charac- 
ter, Garfield, being tripped by a popular local comic strip crea- 
ture, Ikabod the rat. “No to US intervention,” the caption reads. 

In the Claws of the Eagle, made with a P5 million (US$250,000) 
budget and due for release in Manila this summer, is the most 
ambitious and potentially most influential of these attempts to 
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enlist popular culture in the service of politics. Born of Estrada 
and Coseteng's desire to counter what they perceive as the US 
campaign to build up support for extending the bases’ lease, they 
also have created a film designed to ride the wave of nationalism 
that has become a potent social force since the February 1986 
People's Power uprising. 

The idea of a movie on the American bases first came up dur- 
ing a trip to Mindanao while Estrada and Coseteng were on an 
anti-bases speaking tour. Coseteng says she saw "how magneti^ 
and convincing" Estrada was in explaining to a rural audience thy 
negative effects of the bases on social and moral values. 

"It was nothing academic or scholarly. And he was under- 
stood by the people," recalls Coseteng. She suggested to Estrada 
that they both appear in a film to deliver their message to as wide 
an audience as possible and with power and impact. 

“We're running out of time. If we claim we are representatives 
of the people, we have to communicate with them and use the 
medium that they have access to," says Coseteng. Estrada and 
Coseteng say they feel a sense of urgency in propagating their 
anti-base position. The agreement covering the bases expires in 
1991 and negotiations over whether the leases should be ex- 
tended will begin later this year. Further, recent opinion polls 
show that a majority of Filipinos still favour retaining the bases. 

"After seeing this film, those who favour the bases will 
change their minds," says Estrada of his objective. Lando, Es- 
trada's film character, though, is a man with no political objec- 
tives, an ordinary jeepney driver with a big heart. As he makes 
his rounds through Olongapo, Lando learns of the problems of a 
flower vendor, a prostitute, a politician, a fisherman. The more 
he learns the more he realises that all their suffering is related, 
they are all victims of the Americans. 
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or dispatch them to remote re- 
settlement sites without run- 
ning water, electricity, or job 
opportunities. 


ut PEA officials have 
adopted a more in- 
novative approach. 


They are trying to link 
the benefits derived from de- 
veloping the area with assist- 
ing the squatters. In the ex- 
pectation of reaping 220 bil- 
lion (US$952 million) from the 
sale of government-owned re- 
claimed lands to private bid- 
ders, the PEA has set aside P343 
million — roughly P34,000 per 
family — to acquire lots, build 
homes and find jobs for those who are reset- 
tled. 

It is the most expensive relocation effort 

'hilippine history. But government offi- 

argue that it also makes good business 
sense. “The minute you eliminate them [the 
squatters], prices [for the reclaimed land] 
will go up 20%,” said PEA general manager 
Eduardo Zialcita. The plan calls for the relo- 
cated families to pay off their lots in small 
monthly instalments, so the government 
may eventually recoup part of its invest- 
ment. In addition to having land of their 
own, the families will have running water, 
electricity, and a sanitation system, 





Living with sea anil eg but little else. 


amenities they have learned to do without in 
Reclamation. 

While PEA officials are primarily con- 
cerned with turning the waterfront into an 
engine for the Philippine economy, they 
seem eager to use relocation as an engine for 
change in the lives of Reclamation dwellers. 
Since taking the lead in September 1988, 
they have marshalled a rare level of inter- 
agency cooperation among the National 
Housing Authority, the Presidential Com- 
mission for the Urban Poor (PCUP), the De- 
partment of Social Welfare and Develop- 
ment, the Metro-Manila Commission, and 
the Housing and Urban Development Coor- 


dinating Council. Even the 
Roman Catholic Church and 
the Armed Forces of the Philip- 
pines (AFP) are involved. 

. But for all the available 
funds, good intentions and 
diligent follow-up, the June 
relocation deadline set to coin- 
cide with the new school 
year has come and gone. The 
squatters surrounding the un- 
finished financial centre still 
do not know where they will 
go, or when. They are not 
as fortunate as the 1,600 
families from Isla Sto Nino 
and a neighbouring patch 
of reclaimed land, who were 
transferred this year to lots near 
their former homes after Cardinal Jaime 
Sin persuaded the landowner to lower his 
price. 

In late May, those who squat in Reclama- 
tion showed no signs of leaving. In one area, 
residents were busy hammering together 
solid wooden frames to replace two shanties 
felled by a typhoon several days earlier. 
Nearby, a few planks marked the begin- 
nings of a new chapel. To keep the reloca- 
tion concept alive in the minds of Reclama- 
tion dwellers, the PEA has prevented them 
from repairing the dirt roads muddied and 
pockmarked by heavy rains. 

What has happened to the PEA plan illus- 
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In the beginning of the film, Leila, played by Coseteng, is a 
human-rights lawyer, but she grows disillusioned with the slow 
pace of justice. Frustrated, Leila turns to journalism, and makes it 
her mission to report on the victims. — 

She writes about the same young flower vendor who regular- 
ly sells flowers to Lando. The young woman's body was found, 
battered and raped. Leila's inv reveal that an Ameri- 
can serviceman had abused her. Lando, learning of the murder 
and still believing in the legal system, files a case on the flower 

'endor's behalf. But then he comes that local courts have no 
jurisdiction over American base el. The case is unresol- 
ved, and, gradually, Lando becomes disillusioned as well. 

Leila’s newspaper stories continue. She writes about a 
bar girl who hates Americans. The bar gi has been a victim, 
too often, of sadistic servicemen, | 
and she kills one of her American _ 
customers. She tells Lando that - 
she did it not only for herself, but _ 
for all her exploited friends in the 

club. = 
. . As their stories of discovery cir- $ 
de around each other, a sense of © 
tension grows between Leila and | 
Lando. Their involvement springs i 
from different impulses. The 5 
lawyer-journalist is a crusader | 
and she believes a political stand - 
against the bases must be taken. - 
The jeepney driver is runt 
his is a compassionate, personal 









ry SE 


response. But in the end, Lando | Populi nuca rq ict corset 


moves from the personal to the political. He joins Leila's side, he 

too becomes ardently opposed to keeping the bases. The film 

closes showing an anti-base rally with Lando as one of the key 
icipants. 

“He [Lando] is like you and me, not exactly a hero but 
capable of being heroic given the circumstances and the 
support of other Filipinos," says Ricky Lee, the film's script- 

During his 30 years in show business, Estrada rose to become 
one of the country's most skilled character actors. He has always 
portrayed a poor do-gooder who is never vanquished. On 
screen, he always wears faded denim jeans, rubber shoes, a 
checkered shirt, and a wristband. 

Estrada also was mayor of a Manila suburb before he ran for 

the senate. He never finished his 
i mechanical engineering course in 
college and is not confident speak 
a2 ing English. In the Claws of the Engle 
? 5 is in Tagalog. 

For the contents of the movie, 
Estrada sought the advice of Renato 
Constantino, a nationalist historian 
who has written several books on 
Philippine colonial history. And the 
film was directed by Augusto 
Buenaventura, who has worked 
with Estrada over the years and 
claims that he makes movies for 
drivers and farmers and ordinary 
people, not for the critics. 

m Marites Danguilan-Vitug 
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The spirit of fair play, free com- 
petition and international co- 
operation has ever been our driving 
force, making us what we ate today. 
A US$15 billion enterprise with 
over 80 offices spanning the globe. 

We work in partnership with such 
firms as AT&T, Siemens, Hitachi, 
Helena Rubinstein and Caltex. 
Because we believe close cooperation 
breeds mutual success. 

If you'd like to join our team, 
you know where to find us. On 
the fast track to a better tomorrow. 
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trates the overall severity and complexity of 
the squatter problem. Thwarted by spiral- 
ling real estate costs and scarcity of large 
tracts of undeveloped land in Manila, the 
PEA has had trouble locating an affordable 
site close enough to Reclamation residents" 
source of livelihood. Politicians and middle- 
class homeowners have fought to keep the 
squatters out of their districts. And powerful 
factions within the squatter community 
magnified the difficulty of finding a solution 
acceptable to all. 

And then, on 27 May — just as the PEA 
was poised to purchase a site half an hour 
from Reclamation — the controversial 
leader of one of these factions was mur- 
dered, along with two companions. Manuel 
‘Villasenor, known as “Ka Maning,” had lob- 
bied for an alternative relocation site 
deemed impracticable by government 
officials. His assassination has now 
strengthened the resolve of his followers to 
resist the PEA plan. Some of his followers be- 
lieve he was killed in order to weaken their 
organisation and thus smooth 
the way to the PEA-approved 
site. (At the time of writing, no 
suspects have been appre- 
hended.) 

“Recently, the PEA had 

made several gains in win- 
ning the trust of residents,” 
observed PCUP chairman 
Diogenes Osabel. “The ani- 
mosity that may have been 
triggered by the death of Ka 
Maning may affect these 
gains.” 
By all accounts, 48-year-old 
Villasenor was a pivotal figure 
in the turbulent history of Re- 
clamation. In an interview con- 
ducted shortly before his death, 
Villasenor told the REVIEW that 
he had picked up his organising skills as a 
young apprentice to Luis Taruc of the Huk- 
balahap peasant guerilla movement, and 
honed them in PDP-Laban, the party that 
promoted Corazon Aquino’s candidacy. 
Aquino's camp rewarded him with a job in 
the Metro-Manila Commission, but he soon 
quit the government to cultivate Kasama, a 
city-wide advocacy group for the urban poor 
that focused its attention on Reclamation. 


charismatic, articulate spokesman 
who was skilful at using his gov- 
ernment connections, Villasenor 
enjoyed the adulation of his squat- 
ter constituency. Jeepney drivers offered 
him free rides; others consulted the guru at 
his modest home behind a fetid Manila mar- 
ketplace. 

In 1987, a group of 200 families squatting 
on Roxas Boulevard called on Villasenor to 
negotiate an agreement with Aquino ad- 
ministration officials, who were anxious to 
remove the eyesore of those shanties prior 
to an Asean meeting at the Philippine Inter- 
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Villasenor’s mother mourns her son’s death. 


national Convention Centre. In a move 
suggesting that the Marcos reflex of hiding 
the poor had outlasted the Marcos regime, 
the new administration agreed to allow the 
families to disappear inside Reclamation. 
The agreement solved one problem, but 
created another. Ten times the number of 
authorised families immediately flooded the 
area, raising suspicion that Villasenor had 
engineered a mass invasion for personal 
profit. Police, military and PCUP officials re- 
ceived reports that Villasenor was selling 
“land rights" and skeletons of houses to 
those willing to pay 2500-1,500. Indeed, Re- 
clamation’s neat subdivisions, wide roads 
and community basketball courts would ap- 
pear to be the result of a planned assault. 
Whether lured by Villasenor, the new 
administration's stated policy of maximum 
tolerance, or the simple prospect of rent-free 
living refreshed by the breezes from Manila 
Bay, there is no doubt that the new settlers 
included a fresh influx of relatives and 
friends from the provinces. And as vendors, 
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clerks, jeepney drivers, school teachers, 
waiters, and unemployed youth abandoned 
cramped rented rooms in the neighbouring 
districts of Pasay City, Reclamation swelled 
to a community of 7,000 families within two 
years. Those numbers included several 
hundred “professional squatters,” who 
stayed just long enough to stake a claim, 
build a shanty, then rent it and move on to 
new territory. 

The squatters who had been there before 
1987, led by the formidable 47-year-old 
Gloria Filarca, deeply resented the clout 
wielded by Villasenor and his Kasama chap- 
ter in Reclamation. "One by one, inch by 
inch, they succeeded in occupying spaces by 
threats and intimidation and coercion," one 
long-time resident complained in a letter to 
the military. In January 1988, the "Little 
War” broke out, leaving one Kasama mem- 
ber dead and six members of Filarca's group 
wounded. 

The prospect of relocation fuelled the in- 
ternal conflict in Reclamation. Villasenor 
viewed with suspicion the entry of the 
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Marines, and later, a Philippine army de- 
tachment — who gave lectures on the bene- 
fits of the government's resettlement plan 
while performing their assigned task of 
flushing out communist “sparrow” hitmen 
who found sanctuary in Reclamation, along 
with a host of petty criminals. “By address- 
ing the problem of land, maybe we could 
show these people that the government is 
helping them, and pre-empt or stop any 
support for the NPA [New People’s Army],” 
explained Col Jose Lachica. 


ast November, shortly after the mi- 
litary pulled out, a breakaway 
group of Kasama leaders formed a 
new group called Kapatid. Vil- 
lasenor assumed the creation of this rival 
group was orchestrated by the military. The 
leaders of Kapatid, disavowed any connec- 
tion with the AFP, though they said they had 
come to realise that Kasama’s cooperative 
was leftist. Kapatid has aligned itself wi 
small anti-communist group formed in 
clamation’s early years, whose 
leader describes himself as a 
former NPA commander in 
Samar province; the two 
groups have asked the govern- 
ment for money and arms. 

Kapatid’s main complaint 
concerned money extracted 
from  Redamations im- 
poverished residents, which 
Villasenor maintained were 
voluntary contributions to the 
Kasama cooperative. “The 
statement of Ka Maning was 
that anybody that could not 
pay to join the cooperative 
would not be relocated,” in- 
sisted Kapatid founder Hon- 
esto Nacion, a 32-year-old 
former soldier. 

While the factions within Reclamation 
tend to twist the relocation issue for 
own purposes, everyone really wants uie 
same thing. “Malapit, mura, maganda,” — 
these are the Tagalog words chanted by Re- 
clamation dwellers when asked where they 
would agree to move. The words mean 
“near, cheap, nice"; “near” comes first. 

The old regime’s failures have cast a 
shadow on PEA's credibility. “I don't trust 
the government," said Filarca in the dark- 
ness of her wooden Reclamation dwelling. 
"Lots of squatters have been relocated. If the 
government is helping them, why do they 
come back to Manila?" 

Accustomed to being in the centre of the 
action on Roxas Boulevard, Reclamation re- 
sidents may be choosier about proximity 
than most. They stare blankly when re- 
minded that many of the city's residents 
commute more than an hour and a half each 
way to work. While recognising the need for 
Reclamation dwellers to hang on to their 
slim earnings, PEA officials are hamstrung by 
the dictates of the local real estate mar- 
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IVECO: in 1975, four prestigious tra- 
de-marks, FIAT, MAGIRUS, UNIC 
and OM, are grouped under one name. 
IVECO: a complete range of trans- 
port vehicles with high performance 
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IVECO: a growing organization 
offering 3.500 service points and a 
network of professional dealers. 
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AUSTRALIA: INTERNATIONAL HARVESTER (IHAL), South Melbourne. BRUNEI: CHAMPION MOTORS BRUNEI, Negara 
Brunei Darussalam. CHINA: IVECO FIAT REP. OFFICE, Beijing - NANJING MOTOR CORPORATION, Nanjing - CHINA NATIONAL 
AUTOMOBILE INDUSTRY I.E. CORP., Beijing - DIESEL MOTOR REPAIRING FACTORY, Shangai - QINGDAO SIFANG AUTOMOBILE 
REPAIRING PLANT, Qingdao - XUZHOU REFITTING AND REPAIRING PLANT, Huzhou. HONG KONG: GILMAN MOTORS, 
Hong Kong. SINGAPORE: CHAMPION MOTORS (1975), Singapore. THAILANDIA: ANGLO-THAI, Bangkok. 
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ket. The most convenient lots are well 
beyond the squatters’ means. 

At present, PEA officials still are pinning 
their hopes on a 113-ha site in Las Pinas 
municipality, just half an hour from Recla- 
mation and 4 km from Ayala-Alabang, a 
suburban enclave for some of the country's 
wealthiest families. Kapatid members have 
already signalled their willingness to move 
there. “We'll be called neighbours of the mil- 
lionaires," said Nacion. Reclamation dwel- 
lers would pay P180 a month over 25 years 
for their 60 m? lots. If PEA receives presiden- 
tial approval of the P136 million land acquis- 
ition, ^we should be starting to move 
families by August or September," PEA dep- 
uty general manager Manuel Berina, Jr said. 

Even this revised timetable might be con- 
sidered optimistic, given the continued 
obstacles. Six associations of Las Pinas 
homeowners are opposing the resettlement 
plan, apprehensive of a possible dip in real 
estate prices and increase in crime rate. The 
PEA must still provide access roads, water 
and light before relocation begins. Most im- 
portant, disagreement among the Reclama- 
tion factions over the suitability of the site 
appears likely to provoke a stalemate. 

Kapatid leaders profess a desire to coop- 
erate fully with the government, but main- 
tain that out of “fairness,” they will not leave 
unless all the other groups leave. As for 
Kasama members, the murder of their be- 


loved leader Ka Maning has not left them in 
a compromising mood. 

While Villasenor did not reject the con- 
cept of relocation, he had dubbed the Las 
Pinas resettlement area “too far,” and sub- 
sequently lobbied for land in Taguig, near 
Fort Bonifacio. According to National Hous- 
ing Authority general manager Raymundo 
Dizon Jr., the site lacks a valid land title. 
“They may have to wait very long if they in- 
sist of going to Taguig,” Dizon said. 


ut Villasenor's followers are stick- 
ing to their new chant, "Reclama- 
tion or Taguig,” especially after wit- 
nessing a dramatic covenant be- 
tween Ka Maning’s mother and the self-pro- 
fessed heir of the Taguig property during 
the wake held in a community centre in Re- 
clamation. Making his way through the 
crowd that had come to peer at the bullet 
wound above Villasenor's right brow, Alejo 
Rizal Lopez announced to Villasenor's 
weeping, elderly mother that he was pre- 
pared to turn over the property immediate- 
ly, based on a contract he had signed with 
Villasenor the week before. "It will continue, 
Ka Maning," Lopez said to the coffin. 

PEA officials hope to avoid a showdown, 
as do most Reclamation residents. The vio- 
lent demolition scenes that erupted else- 
where in Metro-Manila two months ago 
have brought home the danger of escalating 








tensions. On 14 April, one squatter died and 
15 were injured after resisting a demolition 
team that destroyed almost 300 shanties in 
Intramuros. Three days later, 16 women 
and children from squatter families in Maka- 
ti suffered injuries after truncheon-wielding 
police broke through a human barricade. 

The demolitions have been a spring- 
board for discussion of various solutions to 
the squatter problem. Dizon insists that 
municipal officials must be more diligent in 
keeping squatters from returning to areas 
from which they have already been driven 
out. Acting Metro-Manila governor Cruz 
urges the use of the new community mort- 
gage programme, where the government 
purchases property and turns it over to on- 
site squatters. Others argue for higher land 
taxes, making it unprofitable for the rich to 
hold on to large chunks of property. 

But in striving towards a "Nueva Mani- 
la,” the Aquino administration must look 
beyond such crisis-management meas 
Squatters are the symptoms of underac v-- 
lopment; most experts say solutions lie in 
decentralising the economy, stemming rapid 
population growth, and planning urban 
areas so that industrial centres are flanked by 
low-cost housing. Without taking decisive 
steps in this direction, the government can 
expect to witness the rebirth of Reclamation, 
even if PEA's relocation plan meets with as 
much success as it deserves. £ 
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Whose turn is it to be leader? 





The Enigma of Japanese Power: People and Politics in a Stateless Nation by Karel 
van Wolferen. Macmillan, London, £16.95. Alfred A. Knopf, New York, US$24.95. Two views of a 
provocative addition to the proliferating "Explain Japan" literature offered by a former 
British ambassador to Japan, Sir Sydney Giffard, and REVIEW correspondent Susumu 


Awanohara. 


As he conducts us, with engaging good 
humour, round leading institutions in 
Japan, it soon becomes apparent that Karel 
van Wolferen is intent upon points which il- 
luminate a thesis. This makes his manner a 
little repetitious, but his observations are 
sharp and some of his insights unusually 
penetrating. He is not content to introduce 
us to the Japanese establishment, and to 
outline the social environment in which its 
members have to operate. He is concerned 
that we should understand that these ad- 
ministrators are not in control of the System 
which they nevertheless do represent and 
manipulate; and which incidentally they in- 
tend to bequeath intact to succeeding gener- 
ations of graduates of Tokyo University. 

None of them, as individuals, nor any 
single group of administrators, can gain con- 
trol of the System, because (this we have 
failed to grasp) there is no centre of account- 
able power in Japan. Even a Japanese prime 
minister will be repudiated by his own col- 
leagues if he steps out of line. (We wonder, 
in passing, whether this might not happen 
in almost any other country, in these strange 
times.) Given Japan's outsize economic 
weight, this absence of formal control is 
dangerous. 

Indeed, the danger is both grave and ur- 
gent. By an historical accident (well pre- 
sented) the System has been programmed 
to aim at Japan's unlimited industrial expan- 
sion throughout the world: the adminis- 
trators, even if they perceive the danger, will 
never be able to reach agreement on any al- 
ternative objective. There is no mechanism 
for ordering the nation's priorities. The ad- 
ministrators do not, in any case, correctly as- 
sess the trouble for which they are heading, 
because they do not begin to comprehend 


the dynamics of power in Washington. Van 
Wolferen evokes the delightfully science-fic- 
tion image of a "phoenix on a collision 
course": ashes to ashes, with a vengeance. 

He seems to find ordinary Japanese 
people disappointingly submissive, even 
servile. They are the easy dupes of the Sys- 
tem; lost, fettered, done down, enslaved 
among the accumulating treasure. They 
have no guiding principles, he repeatedly 
insists, beyond a desire to achieve harmony 
and avoid discord in all their relationships. 
When he notices that we are thinking that's 
not a bad start, he says that anyway they 
have no absolute principles, and those are 
the ones they need. 

Nor, he resumes, have the adminis- 
trators themselves any principles, beyond a 
determination to consolidate their tenure of 
power, accompanied mercifully by a recog- 
nition of the need to ensure that the System 
retains an appearance of benevolence to- 
wards the people generally. Although van 
Wolferen's sense of fairness compels him to 
allow that there are both individuals and 
groups who perform better than this 
schema might suggest, he is not in the least 
optimistic that their standards might come 
to prevail. 

Although he also allows that the System 
cannot be static, and must accommodate 
changes in its environment, he seems not to 
entertain the idea that things might simply 
be improving. His sense of fairness once 
again leads him to give two cheers for Taisho 
democracy, and for certain contemporary 
pressure groups, however inconvenient this 
may be for his thesis. But he seems always 
inclined to overstate the rigidities and un- 
derrate the flexibilities, to exaggerate the 
negatives and soft-pedal the positives. The 
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optimism which many observers find per- 
meating Japanese society has not got 
through to him except as a PR trick perpet- 
rated by administrators. It is as though he 
were more keen to preserve the integrity of 
the System than to depict Japanese life in all 
its variety and colour. It is his System, after 
all. 

It is indeed his System. Yet some readers 
may find his book more rewarding if they do 
not permit themselves to follow its central 
argument too Systematically. As a concept, 
the System is reminiscent of the concept of 
Phlogiston, as used for a time in the 18th 
century, to explain the phenomenon of 
combustion. During this time, this mysteri- 
ous substance was accepted as essential to 
the investigation, and indispensable for an 
understanding of the phenomenon. But in 
the end they found that there was no ex- 
planation of combustion which did not 
work better without their positing the exist- 
ence of Phlogiston at all. 

We understand, and may well ayice 
with van Wolferen, that we cannot have 
Japan Inc., because there is no president, 
nor chairman, nor board of directors; and 
that we must abandon conspiracy theories 
and master plans for the same reason. But 
we cannot help wondering whether we are 
any better off with a mysterious System, 
especialy when it presents us with a 
phoenix on automatic pilot. We feel obliged 
also to ask van Wolferen how he can be sure 
that all the Nihonjinron (theory of Japanese 
uniqueness) business, which so many of us 
agree in wishing to evade, might not slip 
back through the System's back door. It 
could be awkward. 

When we evade certain types of discus- 
sion, it is not because they deal with cultural 
differences, which it is crucially important 
to try to evaluate correctly, but because 
they abound in generalisations about areas 
of infinite diversity. It follows that ger ^! 
statements of this type are treacherot 
themselves, as well as being patronising, 
which is worse. Worst of all is to judge one 
person, or one period, by the standards ap- 
propriate to some other. Van Wolferen may 
himself be found innocent of such error, but 
this book could easily stimulate a con- 
troversy which would prove to be full of it. 
The book is booby-trapped against both the 
Japan-apologist and the culturalist. Some 
will be sandbagged in the cause of harmony, 
before the dinner parties break up: but still, 
there is a real problem out there. 

Better, perhaps, to say a whole lot of real 
problems, not susceptible of the same gen- 
eral treatment. It is not a bad practice, every 
time we are offered a general statement 
about the Japanese, to ask ourselves how it 
seems to fit particular Japanese friends and 
acquaintances. 

Van Wolferen's conclusion is honest, 
and far from the sensationalism which 
exacerbates international differences. He 
says that "the most likely possibility, 
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perhaps, is that the System will muddle on, 
after having come to some modus vivendi 
with the Western world and the United 
States in particular." He adds that this will 
require wise policies in the Western capitals. 
(The Japanese are presumably excused, on 
the grounds that they can't help it.) But after 
all that has been suggested about the virtual 
impossibility of negotiating with the Sys- 
tem, or the administrators, the prospect of a 
good, old-fashioned modus vivendi is an 
immense relief. All the same, most readers 
will hope to be on holiday, when word goes 
round that the phoenix has landed. 

E Sydney Giffard 


arel van Wolferen has written an 

important book, one which is admir- 

able for what it attempts if not 

for what it accomplishes. The hope is that 

the Japanese reader will not stoop to a knee- 

‘orl nationalistic reaction and that non-Ja- 

ese will read it with a degree of scepti- 
asm. 

The book expounds the author's now 
famous thesis that Japan is not a normal 
sovereign state; it lacks a legitimate and re- 
sponsible central leadership that can take 
decisions for the state and make them stick. 
There exists a Japanese "System" — centred 
on "administrators" with degrees from 
Tokyo University and enveloping the "sub- 
missive middle class," other "servants of the 
System" (schools, newspapers and or- 
ganised criminals) and the squelched or 
emasculated dissidents — which overrules 
the state at every turn. 

The System, the author reassures us, is 
not monolithic (there is no despot, no Big 
Brother) and it does not have the pernicious- 
ness of Nazism or Leninism. But its impulse 
is to suppress individualism, dull minds, 
eliminate opposition, and make all members 
of society its own subjects — and it just 
~+~-1t succeeds. Despite its oppressiveness, 

iystem is rudderless. 

Van Wolferen is inordinately preoc- 
cupied with taxonomy, devoting consider- 
able space to whether Japan is a "capitalist 
free market" or "capitalist developmental 
state (CDs),” whether the Japanese polity is 
“pluralist,” "corporatist" or "administra- 
tive." Erudition distracts here. His point that 
Japan is neither free market nor pluralist 
could be made more simply. 

The reader is also struck by the author's 
many categorical statements, which, in 
overstating a point, often succeed in dis- 
torting it. Expressions such as "invariably," 
"entirely," "no . . . whatsoever," and "not 
... at all” abound. Van Wolferen will not to- 
lerate ambiguity and must emphasise. To 
take just one example: "[Pupils and stu- 
dents who return to Japan from abroad] are 
actively discriminated against . . . They are 
invariably made to feel they are contami- 
nated." This reader can say from his per- 
sonal experience that this is only half the 
truth, the other half being that the returnees 
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are admired, envied and expected to have 
gained much from their overseas experi- 
ence. 

There are other problems with the book. 
First, we are told that the Japanese state does 
not function. Yet Japan is said to be the pro- 
totype CDS, with predatory industrial and 
export policies and functioning too well for 
its own good. 

Secondly, the author's System remains 
elusive. It is not clear whether, for example, 
the System has a super-Machiavellian con- 
sciousness (as is implied when the author 
maintains that the ruling élite knowingly 
"inserted" political arrangements of control) 
or whether the System is as devoid of a 
mind as the state. The latter is implied when 
the author says: "The consolidation of the 
System would seem to be less the result of 
purposeful planning on a grand scale than 
the logical outcome of two-centuries-old 
characteristics of Japanese political arrange- 
ments." 

This statement is strangly akin to those 
"culturalist" explanations which claim that 
the Japanese are what they are (self-sacrific- 
ing, non-litigous or harmony-seeking) be- 
cause their culture makes them that way — 
explanations which van Wolferen rightly 
scrutinises critically and rejects. "Culture," 
according to the author, is a smokescreen 





More than an old-boy network. 


used by rational “power holders" to achieve 
their selfish political ends at the expense of 
the weaker parties. "Harmony," for exam- 
ple, whitewashes a true situation in which 
power is unbridled and predatory socio-eco- 
nomic practices prevail. The author under- 
estimates the non-political dimensions of 
culture. 

Thirdly, the author is biased when he 
discusses the US-Japan trade imbalance and 
apportions all blame to Japan. To achieve ba- 
lance, he says, correctly, that Japan must 
abandon its "structural protectionism" and 
liberalise, or the US must bring about a more 
drastic depreciation of the US dollar. Curi- 
ously the author fails to mention other 
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acknowledged alternatives — increasing US 
competitiveness and raising US national 
saving through budgetary discipline or 
higher household savings. The trade aspect 
of "the Japan Problem" has been around for 
a long time, but it exploded with the im- 
plementation of Reaganomics, which the 
US has yet to reverse. 

Fourthly, the book ends up being a nihon- 
jinron par excellence. To be sure it is not the 
typical home-grown and self-congratulatory 
nihonjinron, which claims that the Japanese 
race is different, and superior. 

But the author tells us that "There is a 
point at which differences in degree and in 
the combination of elements add up to a dif- 
ference in kind." The theme is then repeated 
in a refrain: "Jinmyaku [personal connec- 
tions] are much more widespread, and of in- 
comparably greater importance, than old- 
boy networks in the West"; "The discre- 
pancy between theory and practice . . . be- 
longs to the human condition. Japan stands 
out amidst this ubiquitous experience"; 
"Ruling élites everywhere fear disorder, but 
that of Japan is obsessed by it"; "[The Japan- 
ese| tend simply to dismiss things that do 
not fit preconceived notions — a common 
human trait but, once again, with an over- 
whelming difference of degree"; "The 
example for the distribution keiretsu [cor- 
porate groups] came from the West, but the 
Japanese versions became incomparably 
stronger and more widespread." Many of 
these remain unproven assertions. 

Where will Japan find its redemption? 
According to the author, its problem boils 
down to the absence of universal principles 
and the impersonal rule of law. His diag- 
nosis is accurate, but one wonders who in 
the System will implement his suggested re- 
medies. Van Wolferen would abolish Tokyo 
University, the institution which reproduces 
the System's core, change the legal system 
to give individuals the means to protect 
themselves and reform schools and media 
to foster individual political awareness. 
"Turning the System into a genuine modern 
constitutionalist state, and Japanese subjects 
into citizens," the authors goes on, revealing 
his preferences beyond a doubt, ^would re- 
quire realignments of power akin to those of 
a genuine revolution." 

Van Wolferen is a first-rate storyteller 
and essayist, and much of the book is a joy 
to read. His attempt at a total explanation of 
Japanese politics, however, is over-ambiti- 
ous and less than convincing, as are his pre- 
scriptions. It is nonetheless a valiant attempt 
to explain why Japan is "in the world but not 
of it” — an undeniable and increasingly 
dangerous reality. This reader, for one, is 
grateful that van Wolferen has given his 
explanation with honesty and vigour. It is 
for the Japanese to pick up the debate and - 
improve on van Wolferen’s performance, 
not so as to beat him, a foreigner, but be- 
cause more realistic solutions are needed ur- 
gently. E Susumu Awanohara 
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BORROWING 


Australia’s mounting private sector debts raise fears 


On borrowed time 


By Michael Malik in Sydney 
ustralia’s net foreign debt has top- 
ped A$100 billion (US$74.5 billion) 
for the first time, as the country’s 
private sector continues to borrow 

offshore, sending tremors through the 

country’s financial and political establish- 
ments. 

Figures released by the Australian 
Bureau of Statistics on 31 May showed that 
net foreign debt had reached A$103.2 bil- 
lion, up from A$95.9 billion in December. 
Some A$1.56 billion of the increase was attri- 
buted to the downward movement of the 
Australian currency during the period, from 
highs of around 89 US cents to its present 
level of about 75 US cents. The remaining 
A$5.7 billion rise was largely due to the 
growing balance of payments deficit. 

While most economic authorities were 
unwilling to rush into predictions of the ef- 
fect the accumulating debt would have on 
the country’s economic outlook, political 
reaction was swift and not always based on 
careful analysis. 

Taking the opportunity to suggest that 
the government's economic management 
was at fault, opposition politicians called for 
unspecified corrective measures by Trea- 
surer Paul Keating and launched a bitter at- 
tack on his decision to go ahead with a plan- 
ned visit to the annual OECD meeting in 
Paris. 

In a similar knee-jerk reaction, Prime 
Minister Bob Hawke lashed out at what he 
described as "scaremongering" compari- 
sons between Australia and debt-ridden 
countries such as Argentina and Mexico. 
The essential difference, he said, was that 
while those countries’ governments were 
indebted, the vast majority of Australia’s 
debts were incurred by the private rather 
than the public sector. 

He also drew attention to the fact that 
while some countries had debts equal to 70- 
80% of GDP, Australia’s, at 31.7% of GDP was 
actually down on the year-ago figure of 
32.4%. Net debt has, in fact, been stable at 
around 30% of GDP for the past four years. 

Hawke's point about the distribution of 
the debt is correct. Official borrowings 
abroad account for only A$35 million, and 





the non-official A$93.5 million, split be- 


tween the public sector — quasi-govern- 

ment institutions — at A$25.9 million and 

the private sector at A$67.5 million. 
Balanced against these figures are over- 
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seas assets of A$25.4 million, all but A$4.9 
million of which are official. The federal gov- 
ernment itself, which has been repaying 
debts over the past year, owes only A$9 bil- 
lion, against official reserves of A$20.5 bil- 
lion. 

Latest available figures from the Reserve 
Bank show that at the end of last June, more 
than 41% of net foreign debt — A$37.4 mil- 
lion of A$90 million — was repayable in 
Australian dollars. 

The private-sector debt is believed to in- 
clude some A$40 billion of offshore borrow- 
ings by Australian companies. These may 
well be an asset for the country in the long 
term. 

Among the major companies heavily ex- 
posed overseas are News Corp., which is 
thought to be responsible for borrowings of 
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Dec. 14.12 74.94 89.06 
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Sept. 10.80 83.85 94.65 
Dec. 13.39 82.53 95.92 
Mar. 14.64 88.55 103.20 
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A$5 billion, Broken Hill Proprietary for al- 
most the same amount, Bond Corp. for A$3 
billion, Elders IXL A$2 billion, and TNT, IEL 
and CRA for about A$1 billion each. 

The release of the quarterly figures re- 
ceived much more public attention than 
usual, not only because of the psychological 
factor involved in breaking through the 
A$100 billion mark, but also because of a 
warning by US credit rating agency Moodys 
that it was reviewing Australia’s rating of 
Aal, the agency’s second-highest risk 
rating. 

Moodys said that its review would focus 
on the uncertain outlook for commodity 
prices — important to Australia’s exports 
which are heavily dependent on agricultural 
and mineral products — on the country’s 
terms of trade and on the pace of restructur- 
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ing of domestic industry to make it more in- 
ternationally competitive. 

The agency said it was reviewing out- 
standing Aal-rated external bonds issued 
by the Australian Government and various 
state-guaranteed issues by government or 
state agencies, payable in currencies other 
than Australian dollars. 

As last listed by Moodys, the Australian 
Government had on issue A$5.43 billion in 
Eurobonds, A$4 billion in foreign bonds and 
A$1.9 billion in Euronotes. All are rate 
Aal. 

The last time Moodys downgraded Aus- 
tralia’s rating — from Aaa to Aal — was in 
September 1986, when the Australian exter- 
nal debt had reached some US$60 billion 
after a rapid rise from only US$18 billion in 
1981. At that time the agency quoted similar 
considerations of Australia’s dependence on 
farm and mineral exports, high inflation and 
industrial and labour market rigidities. 

The warning of a review came as a sur- 
prise on several accounts. While commodity 
prices are believed to have peaked, both 
minerals and farm produce are expected to 
hold reasonably good prices in the near to 
medium term. 


ast year, Australia enjoyed favoura- 

ble weather while the US experi- 

enced a drought. It is therefore ex- 

pected to produce some record 
crops, especially of wheat, which sh~-'4 
offset any fall in prices because of incre 
supply. 

At the same time, the Labor government 
has made some head way in its industrial re- 
form effort through its accord with the 
union movement. Progress has been slow. 
But even as Moodys annoucement was 
being published, Australia's Industrial Rela- 
tions Commission was endorsing far-reach- 
ing reform of the wage system, including re- 
structuring of pay awards to emphasise pro- 
ductivity and a reduction in restrictive la- 
bour practices. 

The government also announced an 
overhaul of much-criticised working prac- 
tices on the docks which should see the 
phasing out of several thousand workers 
and a younger — and more flexible — work- 
force. 

Another aspect of Moodys annoucement 
which caused surprise was that it came 
against the background of its June 1988 re- 
port on Australia which was full of praise for 
government policies, while accepting that 
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"we do not expect rapid improvement in the 
current account through the end of 1989." It 
was also in stark contrast with ratings issued 
in March, giving Australia's five major state 
government's an Aal credit rating. 

But whether a review by Moodys — and 
a later indication by another US credit rating 
agency, Standard and Poor's, of a similar 
review — is justified, there is no doubt that 
Australia faces severe economic and short- 
term balance of trade problems. So far the 
economy has failed to respond to the con- 
ventional measures Keating has taken to 
cure it. 

The March figures showed that despite 
record interest rates of more than 19% — 
bringing housing mortage rates to record 
levels of 17% — imports grew at 10.3% in 
real terms, with consumer goods imports 
growing by 11.276. The current-account def- 
icit is expected to total about A$17 billion 
when the financial year ends on 30 June, 

pared with Keating's forcecast last Au- 
. :iofaround half that. 

There is little hope of the deficit coming 
down much in the next year, especially as 
A$6.6 billion in interest repayments fall due 
over the second half of the period. It is esti- 
mated that something in excess of 17% of ex- 
port earnings are absorbed by interest pay- 
ments, making prospects of balancing the 
account a long-range objective. 

In fact, economists suggest this will take 
several years, and time is running out for the 
present government, which is due to face an 
election within 12 months. This no doubt ac- 
counts for some of the resentment and 
heated words which greeted the Moodys 
announcement, which could not have been 
worse timed for the government. 

An angry Keating, questioned in Paris, 
dismissed Moodys' report as either "rank in- 
competence or a tinge of malice" — though 
why Moodys should be motivated by malice 
.. rds Australia he did not explain. 

ll Keating can do, in the present cir- 
cumstances, and all he obviously plans to 
do, is to sit tight and hope that the tight 
money policies he has introduced will in 
time slow the economy, reducing the de- 
mand for imports and the current-account 
deficit. 

While there are those in the Treasury 
known to be advocating at least one more 
turn of the screw — accompanied with a 
very public warning that the country must 
tighten its belt — there are many opposed to 
such a move. 

In fact, while some officials still bemoan 
that the tightening was left too late last year 
when danger signs first appeared, there is 
an equally vocal chorus warning that any 
further action on top of measures already 
taken could tip the economy from its present 
gradual slowdown into a full recession. 

And while the opposition has used the 
foreign debt position as a means of attacking 
all aspects of government management, 
there is little constructive advice being of- 
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fered, except perhaps overhauling the tax 
system which favours debt over equity. 
Reacting in an off-the-cuff fashion to calls for 
action, Hawke said he would request the 
Treasury to take a look at some possible tax 
incentives to boost savings and encourage 
the search for offshore funds. 

Economists are divided about the dan- 
gers of foreign debt and remedies for reduc- 
ing it. The basic point on which most agree is 
that until Australia reduces its reliance on 
commodity exports and modernises its 
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manufacturing sector, such problems will 
continue. 

Peter Brain, of the National Institute of 
Industrial and Economic Research, believes 
that the majority of the risk-taking has been 
by commercial financial institutions which 
have borrowed heavily overseas, partly to 
fuel the huge construction boom in Austra- 
lian cities — one of the major factors driving 
the economy. 

Expressing an unorthodox view in mod- 
ern economic circles, Brain does not believe 
that any government could stand by and see 
mass defaulting, with a consequent loss of 
confidence and a disastrous run on the cur- 
rency, if the burden of servicing debt over- 
whelmed some private-sector borrowers. 

Daina McDonald of the Institute of 
Applied and Social Research at the Univer- 
sity of Melbourne, while predicting an in- 
crease in foreign debt possibly to 34% of 
GDP, says that this is not necessarily a cause 
for alarm. 

In theory, if a country wishes to assume 
the risk associated with development, ac- 
cumulating foreign debt to supplement its 
own savings can be justified. And whether 
defaulting on private-sector debts would 
necessarily be a disadvantage, had yet to ie 
proved, she suggests. 
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Hongkong congestion to reach critical level in 1990s 


At the crossroads 








By Michael Westlake in Hongkong 


oad congestion is nothing new in 
R Hongkong or many other major 

Asian centres. Rush-hour commut- 
ers have become used to long delays in 
urban areas, as private cars, buses, taxis and 
goods vehicles compete for Hongkong’s 
limited road space. But the delays are in- 
creasing, and the congestion is spreading, 
with the more cynical claiming that road im- 
provement schemes merely add to the prob- 
lem while work is in progress, and shift 
bottlenecks from one place to another upon 
completion. 

A three-year government study, for- 
mally titled the Second Comprehensive 
Transport Study (CTs 11) and issued in May as 
a green paper seeking the public's views on 
the options it offers, presents an ominous 
picture of the territory choking on its own 
economic success in the mid-1990s unless 
some politically unpopular measures are 
taken. 

The new study was commissioned in 
1986, and was aimed at projecting transport 
demand through to 2001. It followed an ear- 
lier study which formed the basis of a white 
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paper defining transport policy from 1979- 
91, about 80% of whose HK$49 billion 
(US$6.3 billion) road, rail and tunnel pro- 
jects have been completed. 

CTS II recommends a package of addi- 
tional infrastructure projects forecast to cost 
HK$29 billion — HK$20 billion for road pro- 
jects over the next 10 years and HK$9 billion 
for rail projects to the mid-1990s. But it 
makes the point that with increasing afflu- 
ence, extra roads tend to generate extra traf- 
fic — and Hongkong's geography in any 
case limits the amount of extra roads possi- 
ble. 

The solution, according to CTS II, is man- 
aging road use and managing vehicle own- 
ership — euphemisms for pushing non-es- 
sential traffic off the roads at various times in 
congested areas, and for using punitive fis- 
cal measures to force more people to use 
public transport instead of private cars. 

Various forms of both of these solutions 
have been either considered, used or at- 
tempted in other places with considerable 
success. Bangkok, for instance, bars goods 
vehicles from parts of the metropolitan area 
during various times of the day, leaving 
the roads to buses, cars and motor-tri- 





cydes. But, at least in theory, Bangkok has 


. the land to decentralise industry away from 
the city area over the longer term. 

Singapore, which as an island state has 

:; more in common with Hongkong's geo- 
A graphical problems, uses a mixture of area- 
< pricing for road users and high taxes to per- 
:.. suade people not to use private transport in 
-. the city during rush hours. The system has 
^. worked well, though a recent package of 
==. more extreme pricing measures to control 
/.. increasing congestion has brought a louder 
— than usual chorus of complaints. 
—. J A similar chorus was heard in Hongkong 
<=> when cts a was made public, with car-own- 
-= ers and road-haulage company representa- 
...* tives predictably saying that the study’s op- 
tions were unfair to them. 
= But the study gave the distinct impres- 
sion that government policymakers were 
preparing to bite the political bullet for the 
first time, having backed away from one 
such proposed area-pricing scheme in 1985 
after howls of protest from motorists. 

CTS ll says that Hongkong’s rapid eco 
nomic growth has led to a huge increase in 
the movement of goods within the territory, 
with the number of goods vehicles more 
than doubling since 1979 to 99,000 in 1988, 

-.. and expected to rise to 202,000 by 2001. 
<- Their share of road traffic is predicted to rise 
from 46% in 1988 to 51% by 2001. 

Ownership of private cars was 140,000 in 
1979 and grew to 193,000 by 1982, when fis- 
cal penalties such as higher import tax and li- 
cence fees were imposed to restrain growth. 
The number of private cars fell to 138,000 by 
1987, but the study comments that rising 
wealth had led to an increase to 166,000 in 
1988. Without further constraints, the study 
predicts, their share of road usage will rise 
from 19% in 1979 to 27% in 2001. 

Average vehicle speed in the Kowloon 
= urban area, says the study, improved from 
(s 20 kph to 28 kph between 1979 and 1984, but 
_. had dropped to 24 kph in 1988. Assuming 
no further highway development beyond 
1991 — currently committed projects will 
_ add 800 lane-km or about an extra 22% of 
|o. present road capacity — then by 2001, vehi- 
-. . de speeds at peak hours will drop to a 15 
kph crawl in the New Territories and Kow- 
loon and seize up to a 12 kph nightmare on 
Hongkong Island. 

The study points out that these projec- 
-tions are based on a real annual increase in 
 GDP of 5-6%. But, it adds, Hongkong's GDP 
has averaged an increase of 8.576 annually 
for the past 25 years, with the past three 
| years at 10%. Assuming a 9% growth rate in 
-GDP, the total number of vehicles would in- 
crease by 3.3 times to 865,000 by 2001, or 
42% more than the total if the 5-6% GDP 
-growth rate is used. 

~ "The package of infrastructure advocated 
-in CTS i includes a major north-south high- 

"way called Route 3, from the border with 
China to a new, third tunnel linking Kow- 
loon with ca Island. Other highway 
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and then south along the coast of the island. 
Still others involve east-west bypasses 
around or through major urban concentra- 
tions in Kowloon and Hongkong Island. 

The rail projects include two links in the 
New Territories and a third harbour cross- 
ing. Spending would be about HK$3 billion 
a year throughout the 1990s — at 1988 prices 
— but could be severely escalated if present 
construction industry cost-inflation con- 
tinues. 


he study points out that Hongkong 

l has no choice but to rely heavily on 

public transport — its total land area 

of 1,070 km? includes only 96 km? of built-up 

areas to serve a population of 5.68 million, 

and in 1988 public transport accounted for 
8776 of total daily trips per person. 

Rail transport is expected to account for 
4.4 million daily passenger boardings in 
2001 or 34% of total daily passenger de- 
mand, up from 1988's 2.4 million or 2475, the 
largest increase among the public transport 
sectors. Buses, which in 1988 accounted for 
3.9 million daily boardings or 40%, are pre- 
dicted to grow to 4.5 million boardings, but 
with a reduced share of 34% by 2001. 

Buses and trains together comprise the 
major and most efficient people-movers as 
Hongkong continues to expand into new 
towns in the New Territories. And while rail 


has the advantage of relieving pressure on 
the road system, the buses still need help in 
the form of getting rid of some of the less es- 

sential road traffic. 

The study states firmly that goods vehi- 
cles and buses must have priority in road 
use, though it adds that goods vehicles 
should be made to pay a higher share of the 
costs of the infrastructure. Higher owner- 
ship charges and a fuel tax are suggested as 
possible means of achieving this, with the 
study claiming that local trucking costs form 
only 1% of total local industry costs, and that 
goods vehicle taxes form only 10% of truck- 
ing costs. 

Area pricing is advocated as a fair 
method of hitting motorists who insist on 
using their own cars in congested areas, and 
though the report refers to the 1985 row over 
a scheme for putting electronic devices on 
cars to record their use in urban areas, it says 
the device must be retained as an option in 
view of the forecast travel demand. 

The Hongkong public has until 30 tep- 
tember to air its views, after which a new 
white paper on transport policy will be 
drafted. And while the goods vehicle 
operators and private motorists form strong 
lobbies because of their relative affluence, 
there seems little doubt that some unpopu- 
lar measures will have to be taken if Hong- 
kong’s traffic is not to grind to a halt over 
most of the day in a few years' time. a 
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Osaka options market faces early problems 





Osaka Securities Exchange's (OSE) Nik- 

kei index, looks set to repeat the success 

he Nikkei futures contract which was 
launched by the exchange in September. 

However, the OSE will probably have to 
iron out some potentially significant prob- 
lems before Nikkei options, which begin 
trading on 12 June, gain the full acceptance 
of investors around the world. Options give 
the buyer the right to purchase or sell the 
Nikkei index of 225 stocks at some point in 
the future. One difficulty is temporary, the 
other is technical. 

Until the OSE sets up a computer system 
some time this autumn, trading will begin 
by using a "manual" method in which or- 
ders will be given to the OSE's specialised 
brokers by telephone and they will have the 
job of reconciling buy and sell orders. This 
will be , particularly cumbersome for the 

"special icipants, seven foreign sec- 


JE s first listed options market, the 
t 


urities firms allowed to deal PR in the OSE's 
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Teething troubles 


futures and options contracts, but not st^7*5 
and not on the floor of the exchange. 

In addition to actual trades, they will 
have to find out what prices are available in 
the market by telephoning the specialised 
brokers. There are only a total of seven tele- 
phone lines for the 24 out-of-town members 
and seven special participants. This could 
lead to a good deal of frustration among a 
group of institutions, including Goldman 
Sachs and Merrill Lynch, which will be able 
to popularise Nikkei options outside Japan. 

The other problem is a technical one to 
do with the margins which will have to be 
paid to the exchange clearing house by the 
seller of an option. (The buyer's risk does 
not exceed the price, or premium, paid for 
the option and so there is no margin.) The 
initial margin is the premium received plus 
9% of the exercise (or strike) price subject to a 
minimum of ¥6 million (US$42,643) a trans- 
action. The point that concerns institutions 
is not so much the size of margin but the fact 
criminate according to the 








size of risk. - 








If a seller writes a "call" (buy) option 
which gives the buyer the right to take a long 
position on the Nikkei index at a strike price 
of, say 36,000, the seller will pay the same 
margin as if he were to write a "put" at the 
same price, even though the risk is much 
greater in the latter case. The buyer of the 
put could immediately exercise (exchange 
for cash) the option at a profit and the seller 
would make a hefty loss. 

Another problem with the margin sys- 
tem is that a collection of calls and puts made 
over a given period of time will not be al- 
lowed to cancel each other out. Each indi- 
vidual deal will require a margin, even 
though the net risk would be non-existent if 
they were offsetting. Both of these problems 
will add to the cost of doing business on the 
OSE and may deter market makers from car- 
rying out their function of spotting mis- 
matched prices and providing a more effi- 
cient market, dealers say. 

. . he Osaka exchange will be keen to sort 
- ... :eething difficulties because it will soon 
have two other markets breathing down its 
neck. The Tokyo Stock Exchange (TSE) starts 
its own options contract based on its own 
Topix index of all TsE-listed stocks in the au- 
tumn. Tokyo has also been doing well with 
its index futures contract that began trading 
on the same day as Osaka's last September. 
In each case, the option can be exchanged 
for cash rather than a futures contract, 
which removes the opportunity for pure ar- 
bitrage between the options and futures 
index. But dealers say that the two types of 
market should help each other to grow. 

The other, more intriguing rival is the 
Nagoya Stock Exchange, which is launching 
an options contract on 25 stocks listed con- 
currently in Tokyo, Osaka and Nagoya, and 
including big names like Toyota and Mat- 
sushita. Nagoya reckons that if the US' 
smaller equities market can support five 
index options markets, then Japan can man- 

hree. Apart from the fact that the index 
contains a lot fewer stocks than either the 
Nikkei or Topix, it can only be exercised at 
maturity, which is a maximum of four 
months after the contract becomes available. 
This makes it a slightly less attractive option 
than those for Nikkei and Topix which can 
be exercised more flexibly. 

In a survey of more than 200 financial in- 
stitutions based in Japan, more than half the 
respondents said that they intended to use 
Nikkei options to hedge their cash positions. 
This is likely to prove the most popular 
reason among foreign investors as well. 
Many foreign fund managers have told 
dealers that they want some kind of insur- 
ance (in the form of put options) against a 
steep fall in the index — rather like a car 
driver who wants some recompense if his 
car is wrecked in an accident. Nikkei options 
will also be attractive to investment mana- 
gers who missed the ride up, but want to 
take advantage of any opportunity to profit 
if the market drops. a 
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Hongkong is cleaning up its act on CFCs 
Change in the air 


By Carl Goldstein in Hongkong 


ongkong will soon pass tough legis- 
H lation to slash consumption of ozone 

layer-damaging ^ chlorofluorocar- 
bons (CFCs). The move fulfils the territory's 
international obligations under the terms of 
the 1987 Montreal Protocol but will also force 
major changes in the way key local indus- 
tries do business. 

The Ozone Layer Protection Bill has al- 
ready gone through two readings at Hong- 
kong's Legislative Council (Legco, the law- 
making body) and is now scheduled for final 
debate and possible enactment on 21 June. 
In line with the requirements of the 
Montreal Protocol to cut CFC consumption 
back to 1986 levels in the year beginning 1 
July (REVIEW 13 Apr.), Hongkong will insti- 
tute an import quota and licensing system to 
ensure that consumption of five specific 
CFCs — particularly CFC-11, CFC-12, and CFC- 
113 — does not exceed 1,630 tonnes. Last 
year's consumption was 4,346 tonnes. 


Hongkong's use of CFCs 





0- x j 
'86 87 '88 
Note: CFC-11, CFC-12 used as refrigerant and air conditioning 


coolant, and foaming agent for polystrene packaging. 
CFC-113 used as cleaning solvent for electronic components 


Source: Hongkong Census and Statistics Department 


The bill contains maximum penalties for 
violators of two-year imprisonment and a 
fine of HK$1 million (US$128,205). crc im- 
porters (some 10 companies) will be alloted 
quotas for retained imports (imports minus 
re-exports) in proportion to their import re- 
cord of the past three years. 

Quotas are to be further cut year by year, 
leading to a reduction of at least 50% from 
1986 levels by 1998. But in all likelihood, 
Hongkong’s import regime will have to be 
made even more rigorous. An international 
conference in Helsinki at the start of May re- 
solved in principle to phase out CFC use by 
the year 2000 because of the expanding sci- 
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entific data on the threat to the global envi- 
ronment caused by depletion of the ozone 
layer. 

Passage of the legislation will enable 
Hongkong to join Australia and Japan as the 
only countries in the Asia-Pacific region to 
take action to implement the Montreal Pro- 
tocol. New Zealand and Singapore are ex- 
pected to follow suit shortly. 

Hongkong's electronics industry, the 
third-biggest export earner last year (after 
garments and textiles) with domestic ex- 
ports worth HK$53.51 billion, will be most 
heavily affected. CFC-113 is widely used as a 
deaning solvent in the manufacture of 
printed circuit boards, magnetic heads for 
computer disk drives and VCRs, and other 
electronic components. 

Other industries, including makers of re- 
frigerators, air conditioners, and plastic fast 
food packaging, will also be hit, but not as 
hard. Some major manufacturers of poly- 
styrene food packages or foam cushions 
who use CFCs as blowing agents have al- 
ready switched to alternative technologies. 
In the case of coolants (CFC-11 and crc-12), 
consumption may be cut back immediately 
without greatly affecting production by re- 
cycling — or by switching to currently avail- 
able CFCs which are significantly less damag- 
ing to the environment and thus not control- 
led under the Montreal Protocol. 

The situation for the electronics industry 
is more problematic. Consumption of CFC- 
113 has more than tripled in the past three 
years, as Hongkong’s manufacturers shifted 
away from the assembly of radios or elec- 
tronic toys, and towards more sophisticated 
equipment like computers and electronic 
testing systems. 

CFC-113 is used to remove excess flux — a 
substance used to help solder flow more eas- 
ily that leaves a gummy, acidic residue — 
from printed circuit boards and other com- 
ponent housing. Given the short life span of 
cheap items, it does not pay to clean the stuff 
off. But computers and other sophisticated 
equipment have fragile components and 
thin wires packed densely onto printed cir- 
cuit boards, and corrosion stemming from 
uncleaned flux results in frequent shortcir- 
cuits and other malfunctions. 

The deep cuts in CFC imports will not 
lead to big numbers of companies grinding 
to a halt. Industry sources say consumption 
at some firms could immediately be cut by 
up to 50% simply by minimising evapora- 
tion losses and other controls over the chem- 
ical’s use. On an industry-wide basis, a 15- 
25% reduction appears to be within reach. In 
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the past there was little incentive to 
economise, as no one knew (or cared) about 
the ozone-depleting effect of CFCs. 

It was also cheap. But with international 
prices already on the rise over the past year, 
as major manufacturers Dupont, ICI, and 
others have cut back production of the soon- 
to-be controlled crcs and ploughed re- 
sources into environmentally acceptable al- 
ternatives, industrial users' incentives for 
economising are getting stronger. 

. "| expect prices will skyrocket after 1 
July," said Steven Chan, general manager of 
Wytaly Co., sole distributor of CFCs in Hong- 
` kong for Dupont, the world's biggest pro- 
= ducer. The US Environmental Protection 
-- Agency has estimated that prices later this 
year could rise by six to seven times over 
- |. current levels of US$2,500-3,000 a tonne. 

- (Prices in Hongkong are considerably lower 
than in the US and Europe.) 

Even with major gains from economis- 
ing, many of the territory's 300-400 regular 
users of CFC-113 are expected to be unable to 
obtain a sufficient supply. As a result, they 


















will have to look at alternatives. iC], the 
British chemical company which is the sec- 
ond-largest producer of CFCs in the world, 
markets another chemical (called 1-1-1 
trichloroethane, or Propaklone) for cleaning 
certain types of components, particularly 
those incorporating more sophisticated sur- 
face mount technology. 

Using CFC blends is another possibility. 
By mixing alcohol with CFC-113, the harm- 
ful chemical may be reduced from a 9276 
to a 5096 concentration. This still results in 
damage to the environment but has some 
promise as a transitional measure. Yet 
another alternative is to use an aqueous sol- 
ution (basically soapy water), but this re- 
quires the installation of expensive equip- 
ment. 

The final option for some Hongkong 
manufacturers could be to move offshore. 
China (at least until recent events in Peking) 
and Thailand are probably the most attrac- 
tive: each offers cheap labour with no early 
prospect for controls on CFCs. 

It is unlikely any company would leave 
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EC drops plans for car import quota after 1992 


Trying ano 
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| By Shada islam in Brussels 


apanese and South Korean car makers 
who fear an increase in EC restrictions 
following the creation of a single Euro- 
pean market in 1992 may now have slightly 
less to worry about. The EC Commission 
has finally dropped plans for a strict com- 
munity-wide car import quota after 1992 in 
favour of a less restrictive and temporary ex- 
< port “monitoring system,” to be followed (at 
*. a yet unspecified date) by complete market 
_. freedom. 
It took a deeply divided European Com- 
mission almost a year to draw up the broad 
outlines of the new car strategy. Even now, 
_ the commission plan is extremely fragile as it 
is essentially a compromise between persis- 
. tent demands from French and Italian com- 
. missioners for tough protectionist quotas 
. and Japan, British, West German and Dutch 
-insistence that the EC car market be 
liberalised completely after 1992. 
. Paris and Rome still need convincing that 
car giants like Renault and Fiat can with- 
tand foreign competition. The commission 
has also promised that Japan will be prod- 
ded to open its markets to more European 
cars. The EC's “willingness to be open must 
be clearly reciprocated by the conduct of in- 
ternational trade in fair conditions," warns 
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- Thisis the first time that the EC executive 





ther tack 


has said firmly that the national quotas 
which currently restrict the entry of Japan- 
ese vehicles to France, Italy, Britain, Spain 
and Portugal must be terminated by the end 
of 1992. While it recognises the need for a 
transition period to permit formerly pro- 
tected markets to pass smoothly to total free 
circulation, the commission underlines that 
an EC-wide quota is out of the question. 

The plan represents a marked change in 
EC thinking. In policy discussions held last 
year, the commission appeared to accept its 
industry's appeals for "special protection" 
and a tougher policy towards Japan. EC offi- 
cials now argue, however, that since car 
sales are accelerating, European car makers 
are in a better position to "face the Japanese 
challenge." 

Brussels says that while the bilateral re- 
strictions are being phased out, Japan will be 
asked to "voluntarily moderate" its car ex- 
ports to the EC as a whole. During this trans- 
itional period, small annual increases in Ja- 
panese car sales in the EC will be allowed, 
provided manufacturers promise not to dis- 
rupt markets. Restrictive action will be taken 
if any EC country complains of a sudden 
surge in Japanese car exports. 

But several details of the new plan re- 
main blurred. The commission clearly feels 
the introduction of a new quota could land it 
in trouble in the Uruguay Round of trade- 
liberalisation talks. An export moderation 
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Hongkong strictly because of higher ex- 
penses resulting from CFC substitution. But 
when escalating labour and other costs in 
the territory have already pushed huge 
amounts of production into southern China 
and elsewhere, the extra burden could be 
the final straw for some local manu- 
facturers. 

Environmental lobbies in Hongkong are 
criticising the draft legislation for failing to — 
take into account the more ambitious goals — 


of the Helsinki declaration. Franklin Chung, — 
principal environment protection officer (air 


policy) for the Environmental Protection De- 
partment, however, defended the bill. He 
said that more stringent cuts would be 
applied as soon as a legally binding treaty to 
succeed the Montreal Protocol has been 
enacted. 

The main shortcoming of Hongkong's 
CFC control legislation is that it will allow 
companies to import the chemicals for re-ex- 
port without any restriction. Only retai 
imports for local consumption are con... 
led. u 


deal is hardly like to meet with Gatt ap- 
proval, but on the other hand, Japan is ex- 
pected to go along with the idea anyway. 

Furthermore, Brussels has not specified 
how long the transitional period should last. 
France and Italy are almost certain to de- 
mand that complete liberalisation of the EC 
car market be postponed until the end of the 
century. They will also insist that any failure 
by Japan to moderate its exports should lead 
to the automatic imposition of a strict EC- 
wide quota. 

The commission's decision to rule out 
specific EC local content rules — which 
could be used to influence the establishment 
of Japanese manufacturing plants in Europe 
or to determine the level of access of Japan- 
ese cars to the EC market — has also urset- 
tled both France and Italy. Brussels. 
however, promised to ensure that all Japan- _ 
ese investments will bring net benefits to the - 
European economy, including transfers of — 
technology and employment creation. 

The new strategy is the brainchild of the 
EC's West German industrial affairs com- 
missioner, Martin Bangemann, and is back- 
ed by Britain's Sir Leon Brittan and the 
Netherland's Frans Andriessen, EC com- 
missioners in charge of competition policy 
and external relations respectively. The 
troika are part of a small but increasingly inf- 
luential group of EC commissioners who ap- 
pear determined to fight for (relatively) free 
trade. 

Bangemann has also told EC car man- 
ufacturers that they must step up spending 
on innovative technology, increase produc- 
tivity and increase efforts in foreign markets. 
EC-wide research programmes will now 
look at car production. And finally, national 
disparities in value-added taxes for cars, 
which are currently very wide, willbecut. s 
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Carving up world trade 


f the spirit of multilateralism is alive 
and well anywhere in the trade field it 
ought to be in Geneva, which provides 
a home for the General Agreement of 
Tariffs and Trade (Gatt), not to mention 
UN trade body Unctad and the European 
Free Trade Association (Efta). Yet even in 
this Swiss sanctuary bureaucrats are begin- 
ning to ponder the implication of regional- 


ism ousting multilateralism. 
Publicly, officials at the Gatt secretariat 
express confidence that the current 


Uruguay Round of trade negotiations will 

strengthen the post-war multilateral system. 

00 do bureaucrats from Brussels, Wash- 

_ on and Tokyo — even as the founda- 

tions of Fortress Europe are laid and as 

Washington levels its Super 301 trade 
weapon against Japan and others. 

A few probing spirits within Gatt have 
done a bit of preliminary research, however, 
on just what it might mean if Japan and 
other Asian powers were to form an 
economic alliance, in parallel with the 
creation of the EC single market by 
1992 and the completion of the US- 
Canada Free-Trade Agreement. The 
initial findings are rather sobering, 
not to say scary. 

After running trade matrices 
through their computers, to see 
just how much of world trade the 
EC plus the US and Canada and 
a potential Asian grouping might 
command, Gatt economists came 
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Two things in particular stand out from 
this exercise. First, the sheer size of the EC as 
a trading power (and the degree of potential 
self-sufficiency which its intra-trade levels 
provide), and secondly the fact that “de- 
veloping Asia and Japan” might ultimately 
constitute an even bigger trading block than 
North America. 

More detailed trade flow analyses by 
Gatt, broken down by primary produce and 
manufactures, also show a much higher de- 
gree of self-sufficiency within the EC than 
anywhere else. 

Here too,though, Asia’s intra-trade is 
higher than generally realised in the primary 
produce area while its self-reliance in areas 
of trade like iron and steel and chemicals 
plus semi-manufactures is in some cases 
higher than the ratio for North America. 
Only in engineering products is Asia highly 
dependent upon external trade. 

Gatt will probably produce a much 


Superpowers of world trade 
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area for the Bank for International Settle- 
ments, which includes just about every- 
where outside the main socialist countr- 
ies.) 

Japan continues to increase rapidly 
its share of international banking business 
and accounted for over 40% of new in- 
ternational lending last year, according 
to the latest Bank of England quarterly 
bulletin. 

London's loss of market share in recent 
years is probably less serious if off-balance- 
sheet transactions are included. Even so, the 
possibility of Tokyo overtaking London as 
banker to the world now appears difficult to 
ignore. 

The opening of Japan's offshore banking 
market several years ago has been a major 
factor, and the Bank of England notes that 
the rapid growth of domestic lending in for- 
eign currencies in Japan (via this offshore 
zone) has been at the expense of the level of 
international business transacted in 
London by Japanese banks. 

In other words, business is “going 
home" to Japan and Japanese banks 
now do only 26% of their interna- 
tional business through London 
compared with 34% four years ago. 

On the other hand, a remarkably 
small part of the business done in 
Tokyo is denominated in yen. For 
that matter, the yen and even the US 
dollar were relatively minor players 
in international lending in 1988 — 
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up with the rather startling figure 1S (__] Intra-area trade sterling and the Deutschemark being 
of 80% — including intra and ex- FB « Developing Attica the major players. 

il merchandise trade (but exclud- 0 10 20 30 40 50 60 Among the “pure” offshore bank- 

_ world trade in petroleum pro- % Source: Gati ing centres (as distinct from London, 

ducts.) New York or Tokyo), Hongkong 


This is big — big enough in fact to 
be “undesirable” as one Gatt source admit- 
ted. The temptation of these trade super- 
powers to “do deals” between themselves 
that exclude the rest of the world ought not 
to be ignored, he suggested. 

The rest of the world includes here the 
Soviet-bloc countries (except for a few East 
European states which belong to Gatt), 
which account for a further 10% of world 
trade, and everywhere else (Latin America, 
the Middle East and Africa). 

Of course, no free-trade grouping or 
customs union yet exists in Asia, beyond 
the limited confines of Asean. But for pur- 
poses of its theoretical exercise, Gatt 
economists included Japan and the Asian 
newly industrialised countries as well as the 
rest of Asean plus China, Australia and 
New Zealand in their Australasian group- 
ing. 
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more detailed study on regionalism in 
trade and investment at some future 
date. 

Meanwhile, the Gatt secretariat is 
anxious to get the Uruguay Round com- 
pleted by the autumn of 1990, so that 
multilateralism can be given a much needed 
boost — before 1992 becomes a reality in 
Europe and before the new US trade legisla- 
tion is used against so-called "unfair trad- 
ers.” 


The international tide of commerce is 
running in East Asia's favour in areas other 
than trade too. In 1988, Tokyo further 
increased its share of the international 
banking market and, by the end of the year, 
Japan's share had risen to 21% of the total — 
fractionally ahead even of London's. (The 
total market is defined as the reporting 
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continues to show particularly strong 
growth according to the Bank of England — 
though Hongkong is not separated statisti- 
cally from the other centres. 

Continental European banks, mean- 
while, saw their share of international busi- 
ness eroded further in 1988, though Ameri- 
can banks managed to stem the decline of 
their international business. 

Overall, international banking business 
declined last year, with gross lending falling 
from US$760 billion in 1987 to US$495 billion 
in 1988. 

A counterpart to this was an overall rise 
in primary capital market activity — bond is- 
sues etc — last year. But among the various 
other factors behind the fall in new bank 
lending was the restructuring of bank loans 
to Third World countries, plus the repay- 
ment of international debt by South Korea 
and Taiwan. B Anthony Rowley 
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Political turmoil turns Japan away from its Latin base 











By Ken Stier in Panama City 


en years ago Japanese banks and 
i trading companies saw Panama as 
the obvious Latin American base for 
their operations. By early 1987, accumulated 
Japanese investment there was estimated to 
have reached US$11.1 billion, from just 
US$112 million in 1977, making Panama the 
second-largest recipient of Japanese invest- 
ment after the US. The bulk of the money 
went into trading companies, shipping 
firms and financial services. 

But when Panama's political crisis 
erupted following US allegations of involve- 
ment by strongman Gen. Manuel Antonio 
Noriega in drug dealing, Japanese investors, 
particularly the banks, were among the first 
to switch their cash to safer havens, leading 
to massive capital flight and crippling the 
Central American republic's offshore bank- 
ing industry. 

Japan had long been one of the heaviest 
users of the Panama Canal because of its 
trade with the East Coast of the US. But Ja- 
panese business found other advantages in 
locating operations in Panama. As one of the 
Latin American nations most heavily influ- 
enced by the US, Panama had reliable trans- 
port and communications networks, a large 
pool of sophisticated workers, and a US- 
style business culture which used the US 
dollar as legal tender. 

It had also set itself up as an international 
banking centre, enacting strict bank secrecy 
laws in 1970 which turned it into a sort of re- 
gional Switzerland. Banking secrecy was 
complemented by undemanding incorpora- 
tion laws based on those of the US state of 
Delaware. Such laws enhanced the role of 
Panama's Colon Free Trade Zone, which 
was the world's first when it was established 
at the Atlantic end of the canal in 1948. 

With the beginnings of financial liberali- 
sation in Tokyo in the early 1980s and as 
Japan extended its global pursuit of markets 
to embrace Latin America, Panama ap- 
peared to be the obvious regional business 
base. Such factors, combined with the for- 
midable US presence which seemed to en- 
sure stability, led to a flood of Japanese in- 
vestment. 

Only a tiny fraction of the accumu- 
lated investment of US$11.1 billion, just 
US$3 million, was registered in produc- 
tive projects. The bulk of it was in non- 
productive projects, including US$561 
million in commercial services, US$1.25 bil- 
lion in 43 financial services operations, and 
US$3.94 billion in 1,957 transport sector pro- 
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Panama charm fades 


jects. The rest was in assorted capital goods. 

But these figures do not include the huge 
amounts of Japanese cash booked in 
offshore accounts. This soared as Japanese 
banks became increasingly involved in 
handling Latin American sovereign debt. 
But it was this money that moved quickly 
out of Panama as the country's political crisis 
deepened. And in the ensuing turmoil there 
were several severe runs on the Panama- 
nian banking system. 

To prevent the complete breakdown of 
the banking system, the National Banking 
Commission closed the banks for nine 
weeks early last year. It has since gradually, 
but only partially, lifted restrictions. How- 
ever, as soon as they could manage it, the in- 
ternational banks pulled out funds, creating 
massive capital flight. Offshore deposits fell 
from US$28.9 billion in December 1987 to 
US$7.4 billion by September 1988. Internal 
deposits fell from US$4.3 billion to US$2.8 
billion in the same period. 

Japanese banks were among the first to 
join the stampede. Of the 
eight Japanese banks with 
offices in Panama, most 
have cut back to skeleton 
staffs and only the Bank of 
Tokyo (BOT) is currently of- 
fering complete banking ser- 
vices. 

Most analysts agree that 
the offshore banking busi- 
ness is unlikely to return in 
the near future, given nearby 
tax-haven alternatives and 
changes in the Japanese tax 
code. Japanese bankers in 
Panama say most of their 
offshore money has returned 
to Tokyo or New York, 
where most of Latin 
America’s sovereign debt is handled, 
though some may have been transferred to 
the nearby tax havens of the Cayman Is- 
lands and the Bahamas. 

The BOT, meanwhile, has benefited from 
picking up the Japanese corporate clients left 
behind by other banks. But it remains in 
Panama mainly because of foreign policy 
considerations, an obligation imposed by its 
special international licence. As a BOT man- 
ager says: "We have so many places to in- 
vest now, why Panama?" 

Unlike the banks, Japan's shipping 
groups still retain a liking for Panama. The 
country's excellent consular and financial 
services and its small army of attorneys for 
creating paper subsidiaries has made 
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Panama’s flag the flag of preference for Ja- 
panese ship owners, especially after 
Liberia's bloody coup in 1980. 

Roughly 85% of Japan's open registry 
ships are under the Panamanian flag and 
more than 50% of the foreign ships regis- 
tered in Panama are Japanese. Reflagging al- 
lows Japanese shipping lines to hire cheaper 
foreign crews, and pay wages in US dollars. 

Shipping has so far not suffered serious 
losses in Panama's gradually deteriorating 
business climate but the longer Noreiga 
hangs on to effective power, the more un- 
attractive Panama becomes. Funds ear- 
marked for upgrading the government-run 
ports, for instance, are being used instead to 
sustain the regime. A recent decision by 
Taiwan's Evergreen Marine shipping lines 
to locate regional headquarters in Jamaica, 
instead of Panama as originally planned, 
could prove prescient. 

The US, however, still runs the canal and 
will do so until 2000. Japan and the US 
expected to remain the two top users of 
canal for the foreseeable future, though it is 
of diminishing importance for both. 

Nearly 25% of cargo transiting the canal 
in fiscal 1988 was going to or from Japan. But 
this represented just 5.3% of Japan’s sea- 
borne commerce. 

However, while the canal may not be 
critical for the Japanese economy as a whole, 
it remains vital for certain industries. Nearly 
60% of Japan’s car exports 
destined for the US East 
Coast pass through the canal 
and about 50% of its grain 
imports traverse the 50-mile 
isthmus. 

As a result, Japan remains 
committed to the future de- 
velopment of the canal. It 
participates in the Panama 
Canal Alternatives Study 
Commission which is now 
looking at the need f 
larger canal. It has alsu w: 
fered to finance a US$400-500 
million canal widening 
scheme. 

Japan is also the largest 
user of the Colon Free Trade 
Zone, which essentially functions as a redis- 
tribution centre for East Asian exports to 
Latin America. In 1986, the latest year for 
which there are complete figures, Japan and 
Asia's newly industrialised countries ac- 
counted for 52.9% of the trade value passing 
through the zone. Japan accounted for 
24.6% of this, followed by Taiwan with 
14.9%, Hongkong 7.1%, South Korea 6.2% 
and Singapore just 0.1%. Of the total of 
US$2 billion worth of goods imported into 
the zone in 1987, Japan accounted for 
US$468 million, mostly electronics. 

Aside from the 7% re-exported to the US, 
the rest of the zone's goods are distributed, 
generally by air, and with no ramen 
throughout Latin America. 
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ot so long ago it was possible to 
| argue that facsimile machines 
M would never take off. Rather, the 
"E more powerful computer-to-com- 
uter. r electronic mail (e-mail) systems then 
merging would be the method of choice for 
'orporate communications. 
„Email is a way of sending messages 
rom one ‘mailbox’ — usually a personal 
mputer — to another over a phone-based 
etwork. The great advantage of e-mail over 
is that, being based on software rather 
hardware, it can provide a range of 
ons which fax — or ordinary mail, for 
at matter — cannot match. 
-. For example, by adding a few simple 
odes, the sender can specify several levels 
f priority, or direct the same message to 
everal destinations at once. An e-mail sys- 
m can also tell the sender whether the 
essage has been read, and even allow the 
ender to insist on an immediate reply (the 
nessage cannot be deleted until the hapless 
ecipient has typed in a reply). 
Once an e-mail message has been read, 
he recipient can then append comments 
ind redirect it, or save it for future reference 
without the bother of retyping (or the worry 
t someone else will see it). 
.. With hindsight, of course, it is easy to see 
_ why fax has been such a big hit. Japan des- 
_werately needed an efficient method of 
ransmitting written information, and kanji 
Biharacters and k do not mix. Nip- 
ton Telegraph & Telephone (NTT) de- 
*« X and distributed one of the key 
| logies for fax, a sensor which trans- 
stes images into electronic signals. 
'*ockwell International contributed the other 
Wement, a single-chip modem for squirting 
“ae signals down the phone. Then, once 
ompetition among Japanese manufacturers 
a the domestic market had driven the prices 
faxes down, the rest of the world was a 
anch: People, as it turns out, still love paper. 
- - But the real secret of fax's success and e- 
il's relative failure to date has been stand- 
or the lack of them. Prior to 1972, when 
ae CATT — the international telecommuni- 
ations standards organisation — laid down 
ecifications for the so-called G-1 faxes, 




























































ach maker offered its own format, none of 
aem compatible. Standards for G-2 
aachines were set in 1976, followed in 1980 
y those for G-3 machines which today con- 
tute the majority of fax machines in the 
rorld, now nearing 10 million. 

E-mail has been similarly handicapped 
y the inability of users hooked up to one 
etwork to send messages to those on 
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Sticking to the fax 


CCITT in 1984 established a new set of rules 
governing the hard- and software for e-mail 
networks. Known as X.400, this protocol is 
rapidly gaining corporate approval as large 
users of e-mail networks — such as the 
aerospace industry — now insist that their 
communications service providers conform 
to it. 

The US revenues of Dialcom, a British 
Telecom-owned firm which, with some 
280,000 electronic mailboxes in use 
worldwide, is the largest public e-mail net- 
work in the world, have grown by over 50% 
in the past two years. Analysts predict that 
this year total e-mail industry sales will top 
US$500. million and continue to grow by 
30% annually throughout the 1990s. 

Why such optimism? Because e-mail 
greatly improves communications and 
boosts productivity. For an example of how, 
take a look at PROFS, a private e-mail system 
developed by IBM. Begun in 1972 (two years 
after Dialcom), the system has spread from 
its original enthusiastic users, the com- 
pany’s technical people, to connect over 
three-quarters of IBM’s 390,000 employees 
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Once competition among 
Japanese manufacturers had 
driven the prices of faxes down, 
the rest of the world was a cinch. 
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in 130 countries. This makes PROFS one of 
the largest e-mail networks in existence. 

A big advantage of the system is that it 
helps eliminate the differences between 
time zones — no more waiting up until mid- 
night for overseas calls. By 1987, IBM em- 


ployees were sending more long distance . 


messages (and data files) by e-mail than by 
phone. The messages could equally well 
have gone by fax, of course, but fax is more 
expensive, prone to distortion, less flexible 
and not confidential. 

On-screen directories containing the 
names of all IBM employees make it easy to 
target mail accurately. But there is more to 
PROFS than simply bouncing facts and fig- 
ures about the place. It also serves as a un- 
ified source of corporate information, keep- 
ing employees up to date on personnel 
movements, articles of interest from the 
papers, currency exchange rates, and guides 
to local hotels, all of which previously was 
^arec A ad hoc by individual secretaries. 
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In addition, IBM people use the system 
to keep track of their schedules and appoint- | 


ments. Indeed, so great has their depen- 
dence on PROFS become, says John Ha 


of IBM’s Asia Pacific Group, that "when. 
PROFS goes down, everybody just sits | 5 
around not knowing what to do, because alli. 


their work is in the system." 


Recently IBM has begun offering PROFS) ue 


to customers, too. New services and the in- 
creasingly widespread use of personal com- 
puters are also helping to proliferate the 
public networks. "In two years’ time," pre- 
dicts Dialcom president John Morris, "you 
should be able to log on our system in 
France and have access to a portfolio of US 
newswire services . . . [or] in Fiji and have 
access to facsimile delivery services in Beb 


gium, look at the Times crossword or book a 


package holiday in Greece." 


But such prospects seem remote in 


Japan, where e-mail is still very much in its 
infancy. "Our biggest competitor," laments 
Satoshi Nakamura of KDM, a joint venture 
between international telecommunications 
monopolist KDD and Mitsubishi Corp. set 
up to market Dialcom in Japan, “is tradi- 
tion." In three years, KDM has managed to | 
sell just 2,000 mailboxes, less than 1% of. 
Dialcom's worldwide total. 

Getting e-mail off the ground in Japan 
faces all sorts of hang-ups. There is the 
intractable one of how to squeeze 2,000-plus 
characters onto 50-odd keys. In addition, de- 
spite the claims which Japanese companies 
like to make about being part of an "ad- 
vanced information society," in 1989 com- 
puters are still conspicuous by their absence 
in Japanese offices — even those of the com- 
panies that make computers. 

Such keyboard work as goes on is done 
by female clerical staff. No self-respecting 
male Japanese worker (except a specialist, 


such as a programmer) would go near his of- 


fice’s solitary computer. A further obstacle is 
manners. A message suddenly appearing 
on the computer screen seems to be re- 
garded in Japan as simply too abrupt — 
transmitting information, especially to 
superiors (or customers) requires a polite 
conversation, face-to-face or over the phone. 

Despite these disadvantages, however, 


Nakamura remains optimistic about the fu- |. 
ture of e-mail in Japan. Younger employees, | 
he claims, are less keyboard-shy than their 
superiors. And in the future, further stan- 
dardisation — especially of formats for com- |» 
mon pieces of paperwork like order forms | 
and invoices — should is brir id l 
Japan into the electronic emt de ec 
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US aims to regain lead in technology race 


Closing the 


By Nayan Chanda in Washington = 


T he US, for the first time, is leaning to- 








wards a planned marriage between 
government and business as the way 
to win back its lead in technology and re- 
verse its near-chronic trade imbalance. US 
success in this field could have a long-range 
impact on manufactured exports from Asia. 

At a congressional hearing on competi- 
tiveness in May, Commerce Secretary 
Robert Mossbacher said the US was in a 
“competition for economic survival” with 
Japan and called for a new philosophy and 
new strategy to deal with the challenge from 
Japan — “an industry-led, business-govern- 
ment partnership.” In another speech, he 
said the US “must consider reforming anti- 
trust laws so that consortiums . . . and other 
innovative entities can pool research teams 
from small and large firms to take on the 
European and Japanese giants.” 

As the launching of the first Soviet satel- 
lite in 1957 brought an outcry about a “mis- 
sile gap” and galvanised US efforts in space, 
the evidence of a Japanese lead in the new 
generation high-definition television (HDTV) 
has become the catalyst in bringing a radical 
departure from the supply-side philosophy 
held by Republican administration. 

There is also a move to set up a mini- 
counterpart of Japan’s Ministry of Interna- 
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tional Trade and Industry (Miti) by upgrad- 
ing the National Bureau of Standards into a 
National Institute of Standards and Tech- 
nology which not only will continue to 
provide important support technologies to 
US industry, but will also encourage greater 
private-sector research. 

While the administration has called pub- 


Toshiba's semiconductor line; Bush: question of survival. 
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licly for changes in the anti-trust law to facili- 
tate joint research and production of HDTV, 
the American Electronics Association, repre- 
senting the most influential segment of the 
US industry, has urged the government to 
provide US$1.3 billion in federal assistance, 
loans and loan guarantees to a consortium to 
produce HDTV. This is in addition to US$30 
million in research grants that a Pentagon 
agency would provide to US companies to 
develop HDTV for military use. 

A coordinated US effort in research and 
production of HDTV would have far-reaching 
consequences on the hi-tech industries of 
Japan, South Korea, Taiwan and other 
Asian countries which have benefited from 
the “hollowing out" of US manufacturing. 
Once high-definition technology and en- 
gineering techniques were developed, the 
US would be likely to hold tightly to the 
technology, depriving Asian exporters of 
the access they currently enjoy. 

The reason HDTV — which produces 
movie-like sharp images and compact-disc 
quality sound — has sparked such intense 
concern is because it is a catalyst for leading- 
edge technologies with wide-ranging appli- 
cations. As Mossbacher put it, "HDTV and its 
underlying technologies will have a major 
bearing on the entire hi-tech and communi- 
cations revolution. It will affect military de- 
velopments in the coming decades." The US 
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simply cannot afford to let its industries lose 
in the race. 

According to recent studies, when HDTV 
comes to the market in the 1990s, it may ac- 
count for 40-50% of worldwide sales of the 
next generation of semiconductors. The 
company or country that controls the ar- 
chitecture and design of that product will be 


div 





able to control the architecture and design of 
the next generation semiconductors de- 
stined for use in that product. 

Jack Koehler, vice-chairman of IBM, told 
the congressional hearing that investment in 
HDTV was crucial if the US industry did not 
want to leave the development and manu- 
facture of consumer electronics to the Pacific 
Rim countries which now dominate the US 
market. 

ing that the Japanese have already 
spent US$700 million and the Europeans 
US$300 million on HDTV, some congres- 
sional leaders have urged the administration 
to back the industry call for financial aid. 
Mossbacher said that there would have to be» 
a combination of private companies and the- 
government, but the private sector woul 
have to take the lead. “Given the budget def- 
icit, it is difficult to see how the administra- 
tion could recommend giving any mor ~~ “ 
Marion Blakey, Mossbacher's spoke 
man, later told the REVIEW. 

Whether an electronics industry consor- 
tium receives heavy Federal funding or not, 
the proposed relaxation of anti-trust laws is 
going to give US industries new teeth to 
compete with Japan and Europe in many o 
the highly contested grounds. 

Formation of a HDTV consortium com 
posed of electronics industry leaders such as 
IBM, AT&T, Motorola, Hewlett-Packardi 
Apple and Ovonic Imaging is, however 
continuation of a process begun severawe 
years ago. In the early 1980s there was talk ow 
creating a US equivalent of Miti. The coun- 
try's continuing trade deficit has led to rew 
newed calls to imitate Japan. Last year in æ 
report titled “Paying the Bill: Manufacturin 
and America's Trade Deficit," the cz 
sional Office of Technology Assessmenwe 
(OTA) sounded alarm bells. Unless effort 
were made to rejuvenate US manufacturin 
through export promotion and appro — 3 

licies, reducing the deficit by cuttir we 
ports would bring recession. 

The OTA report pointed out that thougl* 
television was invented in the US, only ones 
US-owned company now made colour T™ 
sets, with most of its production comings 
from Mexico. There is no US manufacture” 
of video cassette recorders (though thew 
were invented in the US) or compact dise 
players. In 1987, the third-largest itenw 
in the US trade deficit (at US$22 billions 
was semiconductors, telecommunication 
equipment and consumer electronics. 

Against the backdrop of US trade anc 
technology woes there has been fresh atterw 
tion paid to old laws. The object of anti-trus 
law was to protect competition. But th« 
globalisation of the economy and rapie 
changes in technology have made the legis 
lation a hindrance to competition. In th. 

face of challenges from government-backe 
foreign firms, small US  companie: 
hamstrung by anti-trust law, have to dro 
out of competition, says one analyst. 

In February 1987, a Defence Scienc 
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Board task force issued a report pointing to 
the possibility of “dangerous diminution” of 
US ability to produce technologically 
superior weapons arising from the weak- 
ness of US electronics technology. A major 
reason behind Japanese success in this field, 
the report noted, was their “effective com- 
bining of both competitive and cooperative 
R&D [research and development] ac- 
tivities” under the leadership of Miti. The re- 
port recommended that the US Defence De- 
partment should support the establishment 
of the Semiconductor Manufacturing 
Technology Institute which would develop, 
demonstrate and advance the technology 
base for efficient, high-yield manufacture of 
advanced semiconductor devices and to 
provide facilities for production of selected 
devices for defence needs. Industry would 
make the initial contribution of US$250 
~™on and the government would support 

th US$200 million a year for five 
rears. 

The latest move on HDTV follows a sec- 
ond report on the US decline in technology. 
n his report to the Defence Secretary in Oc- 
ober 1988, chairman of the Defence Science 
3oard study group, Robert Fuhrman, said 
‘America faces an increasing loss of 
echnological leadership to both our allies 
ind adversaries . . . The principal problem is 
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a significant difference between industry's 
capabilities and the tasks which national sec- 
urity plans assume it can perform." They re- 
commended that the president set up an in- 
dustrial policy committee, chaired by the 
National Security Adviser. The committee 
will compare the tasks which the national 
security plans assume industry can perform 
with industry's capabilities and will recom- 
mend specific legislative, regulatory and re- 
source initiatives which would resolve the 
differences. 


he group also recommended partici- 

: pation by the secretary of defence in 
national economic policy decisions. 

As à first step in that direction, Defence Ad- 
vanced Research Projects Agency, a re- 
search arm of the Pentagon, has invited bids 
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ndia turns to overseas contractors 





tv Jayanta Sarkar in Calcutta 
lia is increasingly turning to foreign 
| contractors to supply the capital equip- 
ment needed to meet industrial deve- 
»pment plans, because the foreigners can 
ffer financing plans which sidestep New 
^elhi's chronic lack of funds. This new ap- 
retite for turnkey construction of major de- 
elopment projects has meant that Indian 
irms claiming the same level of capabilities 
ve watching their order books 
‘windle. 

India’s steel industry typifies the 
ituation. The government has a 
1odernisation and expansion pro- 
ramme that stretches over the next 
"w years, and which includes the 
^odernisation of an old plant in Dur- 
apur in West Bengal. 

Work at Durgapur is worth a total 
f Rs 26.68 billion (US$1.67 million), 
nd is divided into 16 contracts, of 
‘hich six are for global tendering 
nd 10 for local bidding. All but one 
f the six overseas contracts has been 
nalised. Two have gone to a consor- 
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tium led by Mannesmann Demag of West 
Germany, two to Tiajpromexport of the 
Soviet Union, and one to a consortium 
headed by Concast Standard of Switzer- 
land. These five contracts are together worth 
more than Rs 16 billion, and represent more 
than 60% of the project's entire budget. 

A few Indian firms and Indian sub- 
sidiaries of foreign firms are included in 
the consortiums, such as the state-owned 
Hindustan Steelworks Construction and 





Bokaro steel plant: turnkey production. 





from private companies to take up US$30 
million for research on HDTV. 

Official encouragement of private con- 
sortia and government funding go against 
long-held anti-trust legislation and the lais- 
sez-faire philosophy passionately held by 
many Americans. Ironically it is the supply- 
side Republicans who are now joining 
hands with liberal Democrats to call for gov- 
ernment intervention in selective sectors of 
industry. 

However, the Commerce Department's 
enthusiastic involvement in promoting cer- 
tain industries has come under attack from 
free traders who consider the “industry-led 
policy” of business-government collabora- 
tion is nothing but industrial policy by 
another name. Laissez-faire economists 
worry that it may begin with government 
backing for a particular industry but may 
lead eventually towards central planning. 

Even some in the administration, includ- 
ing President Bush’s economic adviser 
Michael Boskin, are believed to be cool to the 
idea of government involvement. Some in- 
dependent economists also question the 
wisdom of choosing a particular technology 
as a winner while there are examples of mis- 
calculations like the supersonic passenger 
aircraft Concorde and the US-backed Syn- 
thetic Fuels Corp. E 


privately owned Birla Technical Services, 
Dodsal, and Larsen and Toubro. Other In- 
dian companies will also be involved in sub- 
contracting, but their role will not be exten- 
sive. 

Steel and Mines Minister M. L. Fotedar, 
under political attack for the level of foreign 
involvement, says the imported content of 
the steel programme will be limited to 20- 
35% and thatit will be concentrated on high- 
technology and equipment not available 
within the country. 

Worst hit by the trend towards foreign 
involvement are public-sector firms. In the 
1950s when the first state-owned steel plants 
were established, the Heavy Engineering 
Corp. (HEC) was set up at Ranchi in Bihar 
state to supply the industry's capital equip- 
ment. But in the present five-year steel in- 
dustry programme, estimated to be worth 
Rs 100 billion, HEC's role will be mar- 
ginal. 

Reliance on foreign firms has 
been forced on New Delhi simply be- 
cause of lack of cash. Since it lacks the 
funds to pay for large projects, it has 
invited foreign companies, which can 
supply not only the capital goods, 
but also a suitable financing package. 

The youthful planners of the 
1950s had expected public sector un- 
dertakings (PSUS) not only to develop 
their own facilities for technological 
improvement (through the services 
of HEC and other similar units) but 
also to generate the profits to pay for 
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it. As it tums out, most PSUS have lost so 
much money that even keeping them open 
has become difficult. 

Things are rather different outside the 
state sector. India's premier private-sector 
firm, Tata Iron and Steel Co. (Tisco), for 
example, is modernising and expanding its 
Jamshedpur works. Except for a few critical 
items, most equipment and the entire en- 
gineering work have been taken care of by 
its in-house "growth shop." Tisco has no 
great need for turnkey work. 

For Tisco's Rs 26 billion programme, Rs 
8.5 billion comes from internal resources 
and Rs 6.5 billion from public subscription, 
government agencies and multilateral or- 
ganisations. A proposal for a US$200 million 
foreign equity issue (the initial call would be 
for much less) mainly to tap non-resident In- 
dians is now with the government. 

Steel is not an isolated example — in 
many other industries the scenario is the 
same. In power plant equipment manufac- 
ture, a large share of the orders for the 
eighth plan (1990-95) target of 38,000 mW of 
additional capacity will go to foreign parties 
backed by bilateral credit. This has hit the 
government-owned Bharat Heavy Electri- 
cals Ltd, which needs orders for 30,000 
mW of equipment to keep it fully occupied. 
So far it has secured only 12,000 mW of 
orders. 


n coal almost all development work has 

so far gone to foreign companies. The 

Mining and Allied Machinery Corp. 
at Durgapur, another HEC type outfit, has 
mostly been neglected. 

The situation is the same in telecom- 
munications, the least developed sector of 
the economy. While the government makes 
vague noises about stopping imports, Al- 
catel, Fujitsu and Siemens, to name but a 
few, are getting or hoping to get, orders. 

One result of the popularity of turnkey 
contract with foreign firms, backed by a 
financing package, is that India's short-term 
commercial debt is growing. Before 1980, 
this was negligible, but between 1980-81 and 
1987-88, it swelled to over Rs 130 billion. 

Price competitiveness of foreign con- 
tracts has also been questioned. Normally 
they charge more than domestic parties 
would have asked. A private-sector Indian 
firm has laid a 150-km spurline near New 
Delhi at a lower cost per km than has been 
charged for the 1,700-km main pipeline. The 
Chittaranjan Locomotive Works can roll out 
6,000-hp locomotives much more cheaply 
than the 40 engines being imported from 
Japan and Sweden. 

India's preference has always been for 
technology transfer. Out of 926 foreign col- 
laboration agreements signed in 1988, 487 
were for exchange of technology, 157 for 
drawings and designs and 282 for financial 
assistance. Quite often an Indian firm can- 
not produce an item because it simply has 
not got the raw materials it needs. * 
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Japan may put more emphasis on regional integration 


An idea before its time 


By Nigel Holloway in By Nigel Holloway in Tokyo 








apan's new cabinet line-up under Prime 

Minister Sousuke Uno could lead to 

more prominence being given to the 
concept of economic integration of the 
Asian-Pacific region. 

Uno and newly appointed Foreign 
Minister Hiroshi Mitsuzuka, who moved 
from the top position at the Ministry of Inter- 
national Trade and Industry, have been the 
government leaders most closely involved 
in drafting policy on any possible economic 
integration of the region. As a result, there 
might be a slight shift in the government's 
position, though Japan remains worried 
that a major push in that direction will cause 
a backlash among its neighbours. 

One reason why Tokyo is undecided on 
the shape of any Asia-Pacific economic com- 
munity is that the region's trade patterns do 
not fit into neat categories. The US is the 
biggest customer for Asian goods, but it 


lion in 1987, 29% higher than the previous 
year. Asia's trade with North America was 
worth US$258 billion, 14% up on 1986. 

One of the reasons for the rapid shift in 
trade pattern is the wide swings in curren- 
cies over the past 10 years. In the first half of 
this period, the US dollar became over- 
valued as US interest rates climbed to choke 
off inflation. Japan and the Asian newly in- 
dustrialised countries (NICs) — South Korea, 
Taiwan, Hongkong and Singapore — were 
the chief beneficiaries, their manufa 
products pouring eastward across 
Pacific. 

When this pattern became politically un- 
sustainable in 1985, the yen began to riset 
against the US dollar, shifting the locus of — 
trade growth towards the western Pacific. = 
the three years to mid-1988, the yen’s valu 
jumped 79% against the dollar. But the ad- 
justment did not end there. 

The currencies of Taiwan, South Koreas, 
and Singapore also began to follow Japan’s. 
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Kobe container wharf: increasing manufactures imports. 


faces both the Atlantic and Pacific oceans, 
and its protectionist growl might exclude it 
from the club. Australia and New Zealand 
would love to join, but their share of Pacific 
trade is small. And then there is the EC, 16% 
of whose trade is with the Asia-Pacific: does 
not that give the Europeans a say? 

To make matters more complex, the trad- 
ing pattern is changing too quickly for speci- 
fic national interests to be identified. Only 
recently have policymakers become aware 
that trans-Pacific trade exceeds the value of 
commerce across the Atlantic. But intra- 
Asian trade is growing even faster and is ex- 
pected to overtake the flow of goods be- 
tween Asia and North America by the early 
1990s. Intra-Asian trade totalled US$189 bil- 


In the past three years, the New Taiwan doll 
lar has risen 47%, the won by 33% and the 
Singapore dollar by 14%. They are still ris 
ing, while the yen has actually fallen agains 
the dollar since mid-1988. Hongkong’s cumi 
rency has been pegged to the US unit. 

The changes in the NICs’ currencies gav 
intra-Asian trade a second shot in the arm 
Trade among the four NICs, and with Japax 
and their poorer neighbours, has risen sig 
nificantly. The embryo of an integrated trac! 
ing region began to emerge: intra-Pacifi 
trade comprised 63% of the region's total i: 
1987 against 55% six years earlier. 

Three factors are at work in this regiona 
integration. The loss of competitiveness be 
cause of exchange-rate changes has promp 






ed cheaper foreign producers to penetrate 
the home markets of others. Second, man- 
ufacturers have been forced to shift factories 
offshore to lower-cost places to improve 
their competitive edge. Eventually, these 
new plants export their goods back to the 
home country — "reverse imports" — as 
well as to third countries. Lastly, as living 
standards in the region rise, the demand for 
manufactured goods increases and with it 
the opportunities for industrial specialisa- 
tion. 
~ The regionalisation of trade appears a 
natural outcome of economic development. 
The largest trade partners of the 12 EC mem- 
ber states are others within the group. The 
US' biggest trade partner is Canada, as is the 
US Canada’s. Neighbours have two great 
advantages over other countries: lower 
transport costs and better market intelli- 
3, For East Asian countries, though, the 
tities in the level of economic develop- 
ment have impeded the pace of integration. 
B 2000, the per capita income difference 
in living standard between the Asian 
NICs and Japan will only be a factor of three, 
says Nomura Research Institute (NRI), com- 
vared with seven in 1970. The gap between 
-hina and the four big Asean states is ex- 
»ected to fall from 500% to 40% over the 
ame period. 

The transition is unlikely to be smooth. 
Nith the largest economy in East Asia, 
apan ought to be placed to take a lead to- 
vards integration. But this has not hap- 
sened nearly as much as one might expect 
rom the currency re-alignments. Even 
oday, the US remains the locomotive for 
last Asian growth. 

NRIs Kwan Chi Hung reckons that for 
very 1% change in US GNP, Japan's GNP 
'-. eS by 0.27% and the NICs by 0.61%. In 
] ist, a 1% increase in Japan's GNP, gives 
he NICs a boost of only 0.08% and the US 
mly 0.02%. Asean nations (excluding Sin- 
;apore) get little from either the US (a 0.0796 
ise in combined GNP) or from Japan 
9.06%). A 1% increase in the NICs’ GNP leads 
oa slightly bigger rise in Japan's GNP 
0.03%) than the other way around. 

- The two elements affecting this process 
e sensitivity of Japanese and US im- 
a rise in their domestic income, and 
ne export-dependence of the NICs and 
sean on Japan and the US. On both 
ounts, Japan is a poor growth engine com- 
ared with the US. Although Asean (minus 
ingapore) exported 29% of its total 1987 ex- 
orts of US$53 billion to Japan, much of that 
"as raw materials, for which demand is in- 
lastic. The NICs are more dependent on the 
IS than Japan as an export market. Their 
hare of exports to the US rose from 25% in 
980 to 35% in 1985, and only began con- 
acting in the past year. Exports to Japan 
unchanged at 10% for 1980-85, rising to 





ut the gap is narrowing. By the year 
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The share of Japan’s exports to the US 
rose sharply in the early 1980s, from 24% in 
1980 to a peak of 39% in 1986. It was 34% last 
year. Japan's exports to the NICs in 1988 com- 
prised 1976 of the total compared with 1396 
in 1985. Sensitivity of imports to income 
change reinforced the trend. The US buys 
more than twice as many imports from the 
NICS for a given increase in income as Japan 
does, and eight times more from Japan than 
vice versa. 

The NICs have not benefited more in 
trade with Japan from the rise in the yen be- 
cause their currencies have risen, too, and 
because of Japan's non-tariff barriers. 
Another reason is the sort of goods they buy 
from Japan, such as machine tools and in- 
dustrial components. Countries like South 
Korea cannot find acceptable alternatives for 
these at home or abroad. 

In this respect, the pattern of Japan-NiC 
trade is similar to that of the US with Japan. 
Foreign investment has flooded into these 
countries from Japan to beat the high yen. 
Many of those plants require equipment 
and components that can only come from 
Japan. Reverse imports will take time to 
make a big impact. 

Again, the picture is more complex than 
it appears at first, for not all the output of 
those new factories will go to Japan. A South 
Korean study in 1986 has shown that Japan- 










ese firms there were exporting 27% of their - 
total foreign sales to the US and 43% to 
Japan. A report from Hongkong in 1987 
showed 31% of exports from Japanese fac 
tories there go to the US, almost three times. 
more than to Japan. ha 
To displace the primacy of the US in ` 
these trade patterns, Japan will simply have 
to import more. Its share of world imports 
actually fell from 7.2% in 1980 to 6.6% last 
year. By contrast, the NICs’ share grew to 796 | 
from 4.576 in 1980-88, though this figure is _ 
inflated by the large re-export business of 
the two entrepots, Singapore and Hong- 
kong. And Japan has to buy more manufac- 
tures. According to Tokyo's Economic Plan- 
ning Agency, the percapitaconsumptionof — 
imported finished goods (excluding proces- — 
sed foods) was only US$434 in 1986, athird = 
that of the US and a fifth of West Germany's 
imports. SIUE 
Even so, Japan is starting to buy more © ! 
manufactures from abroad. The value ofo o 
manufactured imports more than doubled ^ 
to US$92 billion in 1985-88, from 31% to49% = 
of total imports. The ratio of manufactured: | 
import from Asia to total imports rose even = 
faster, from 25% to 50%. Asia producers |... 
supplied 76% of Japan's foreign purchases 
of household electrical products in 1987, ^^. 
compared with 53% 10 years ago. Restruc- > 
turing is working, butnotfastenough. m — - 





TAXATION 


South Korea tries to retroactively tax foreign firms 


The taxman cometh 


————— EPIRI 


By Mark Clifford in Seoul 


or foreign companies in South Korea, 
F 1989 may turn out to be the year of the 
big tax scare. The government has 
reinterpreted the tax code in an effort to 
force foreign companies to declare more tax- 
able income in South Korea and is seeking 
retroactive payments totalling tens of mil- 
lions of dollars. | 
Early this year auditors from the Office of 
National Tax Administration (ONTA) de- 
scended on the offices of several dozen for- 
eign firms. The taxmen seemed to have only 
one goal — to prove that these companies 
have been avoiding taxes by shifting profits 
earned in South Korea to their parent com- 
panies, which are usually located in Hong- 
kong. Since Hongkong has a maximum cor- 
porate tax rate of 15%, while South Korea's 
is 40%, the incentives to shift profits are ob- 
vious. The difference can add up to tens of 
millions of dollars. 
In a case that is shaping up as a test of the 
new policy, ONTA is asking for Won 2.7 bil- 


. .. lion (US$4.1 million) in 1983 taxes alone 


companies were structured 





from Cosa Lieberman and Bayer, two 
European companies which share offices 
in Seoul. If ONTA prevails, the two com- 
panies are expected to pay a total of Won 
30 billion in additional taxes for 1983- 
87. The Swiss head of the Cosa Lieberman 
branch has been prohibited from leaving — 
the country while the case is pending, - 
despite his offer to post bond of Won 1 - 
billion. se 
The first warning of the South Korean tax. 
authorities' new stance against foreign firms 
came in a letter dated last September which — 
was sent to branches of Hongkong-based 
companies. Firms which tried to evade taxes 
through Hongkong paper corporations 
would be hit with taxes "as arbitrarily esti- 
mated by the tax authorities," as well as with 
penalties, warned the Seoul regional tax of- 
fice. RE 
In technical terms, what the taxmen 
wanted to do was reclassify local branches 
as so-called "permanent establishments,” 
which pay taxes based on the wholesale 
prices of the goods they sell. Most of these - 
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. based on commission income, which is 
_ lower. 

Agents have tried to put this theory into 
practice as they combed through the books 
of dozens of companies. "They didn't pay 
attention to normal audit procedures," says 
an executive at one of the firms investigated 
by the tax auditors. "They came with a pre- 
determined conclusion and tried to find evi- 
dence to support it. They didn't ask about 
under-reporting of commission, booking of 
non-deductible expenses as deductible," or 
other possible means of evading taxes. 

Ironically, the change coincided with 
moves by the South Korean Government to 
liberalise its foreign investment rules to per- 
mit a broader range of foreign investment. 
What particularly galis some in the foreign 
business community is that the government 
limited their business activities in the past by 
forcing them to establish branches, but now 
wants to tax them retroactively as if they had 
been permitted to engage in a full range of 
business activities. 





the “permanent establishment” con- 
cept stick. But authorities have made 
life sufficiently uncomfortable for some com- 
panies that they have settled on other issues 
simply to end the investigations. Shell 
agreed to pay about Won 1.8 billion to 
settle another tax issue in exchange for the 
government dropping the charge that it was 
a permanent establishment. “What we 
= found quite shocking was that [the tax au- 
: thorities] had a preconceived idea of us 
a permanent establishment of the 
Shell Group," says a company official. "At a 
very high level of ONTA they admitted that. 
They didn't seem to be that impressed by 
the fact that all transactions we do with Shell 
around the world are strictly on a commer- 
cial basis." 

If the South Korean concept of the per- 
manent establishment is carried through, 
some observers say that it would be equiva- 
<. lent to establishing a tax on global profits. 
^ That, say some foreign companies, could 

- lead them to rethink the merits of doing 
business in South Korea. "If you actin a con- 
sistent way worldwide and it is accepted by 
. authorities worldwide [but not by South Ko- 
= rean authorities], then you must ask 
. "whether you should continue [to do busi- 
-. ness] in South Korea,” said one multina- 
. tional executive whose firm was audited. 
< "jt is. a very dangerous weapon. Being 
. accused of this has severe worldwide impli- 
cations." 

The West German ambassador to South 
Korea has warned that the South Koreans' 
stance runs counter to international stand- 
ards. Unless the issue is resolved, he told a 
local magazine interviewer, "the investment 
climate for German companies in South 
. Korea might be negatively affected." Other 
embassies and foreign business groups have 
made similar complaints. 


S o far, ONTA has not been able to make 





























The South Korean tax authorities, mean- 


while, claim to be unable to see what all the 
fuss is about. "I was rather amazed recently 
when I heard voices from foreign companies 
saying we had enlarged the concept of the 
permanent establishment," says a senior 
ONTA official. 

In fact, the concept of the permanent es- 
tablishment was changed formally last De- 
cember. Tax authorities insist the change 
was made merely to clarify the existing law, 
not to change it wholesale. The distinction is 
an important one, since under international 
accounting standards taxes cannot be 
assessed retroactively. 

Although the ONTA official denied that it 
was official policy, the agency seems to be 
taking a tougher line towards foreign corpo- 
rations in general. A series of newspaper ar- 
ticles in recent months has boasted of 
ONTA's intention to focus on foreign com- 
panies. 

Last September's letter from the tax office 
to the Hongkong-based companies told a 
similar story. "There have been more and 
more instances where multinational corpo- 
rations, engaging in international business 
activities, have attempted to maximise their 
business profits while keeping their tax bur- 
den at a minimum by the manipulation of 
their transfer prices or the utilisation of tax 
havens and double taxation treaties," said 


COMPANIES 


the letter from the Seoul regional tax admin- 
istration. 

While many of those audited report a 
high degree of professionalism, there are al- 
leged excesses. "The worst thing is their 
methods," says the senior executive ofafor- —. 
eign company which has received visits —. 
from the tax authorities. "They use intimida- 
tion and threats, especially to the local staff, 
accusing them of not being patriotic . 

They threatened local staff with personal au- 
dits if they did not cooperate." 

A senior ONTA official says that agents are __ 
urged not to use such methods. But, h 
admits, "they are only human. They hav 
time pressure . . . [and] certain impli 
behaviour may occur." 

There are signs that the resistance i 
















while not dosed, have apparently eer: 
suspended. 

The long-term issue for both foreign aii 
domestic companies, as well as the Sou 
Korean tax authorities, is the d 
which the country is able to develop a more 
predictable tax system. ONTA has under pre: 
vious administrations been used for politica 
purposes. Even today, tax bills often seen 
arbitrary, and there are relatively few prece: 
dents in tax law, so ONTA has a daunting 
task ahead of it. 





Kamunting secures finance to buy MPH stake 
Poised for purchase 


erMarvinneiesu uiu fared remeras veran fen A nA mm ahinan 


amunting Corp. chief executive T. 
K. Lim says that all financing ar- 
rangements are now in place for the 
purchase of a 28.9% stake in Malaysian con- 
glomerate Multi-Purpose Holdings (MPH) 
and other assets of Koperatif Serbaguna 
Malaysia (KSM) following the passing of the 6 
June deadline for underwriting acceptances 
for his M$296 million (US$109.6 million) 
convertible unsecured loan note issue. 

Lim had earlier announced an issue of 
296 million new Kamunting shares at M$1 to 
make up the rest of the enormous M$592 
million purchase price. 

However, it has not been plain sailing for 
Kamunting's audacious bid to gain control 
of MPH. Lim admitted that the response 
from Malaysia's merchant banks to the loan 
note issue has been "cool," forcing the ad- 
viser and lead underwriter, Bumiputra Mer- 
chant Bankers (BMN) to tum to other 
sources, such as security companies, to get 
the whole issue underwritten. 

It is also understood that the receivers of 





- deposit-taking cooperative which is 


KSM, Price Waterhouse, are demandi “a 
Kamunting provide a bank guaran& — wy 
letters of credit for the purchase considera 
tion for KSM assets before the 8 June compis 
tion deadline they have set. | 
Lim said that the attitude of the bank: 
"did not help me but did not jeopardise” he, 
plan to acquire the assets of KSM, the defun: 












largest single shareholder of MPH. Lim 
he was puzzled by the lack of interest in 
1% convertible loan note issue. “It was tk” 
best thing we had to offer," he told tk 
The issue is split into two parts: A-type 
redeemable after one year, and B-type, r« 
deemable after two. Conversion into ordi 
nary Kamunting stock can take place at ars 
time and the par M$1 value is guaranteed E: 
BMN. : 
With the underwriting fee of 0.5% 











the coupon rate of 1%, an underwriter's pé 
tential exposure is therefore limited to an oj 
portunity cost of about 4%, given today's i: 
terbank rate of about 5.6%. | 

Out of the issue of 296 million new 507 
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cents shares at M$1, only 167 million is to be 
intem out. The remaining 129 million will 

bought by the present shareholders on 
the basis of three new shares for every five 
existing shares, calculated on the M$109.2 
million enlarged share capital after the full 
conversion of Kamunting’s 7% convertible 
secured notes 1987-94. Lim’s private 
vehicle, Seri Angkasa, which owned 
71.6% of Kamunting as of 24 May, has an- 
Mounced its intention to subscribe to the 
offer. 

The decision to allow the existing share- 
nolders the chance to subscribe to 
the new shares has gone some way to 
"ountering criticism that the minorities were 
diss to have their holdings diluted to no- 

ing if the original "296 -- 296" plan went 
through. 

It was widely believed that Kamunting 
à een intending to place the 296 million 
« hares entirely with its 32.5%-owned 
issociate, Malaysian Plantations, and with 
sssociates of MPH (MPH's 61%-owned sub- 
diary, Dunlop Estates, is a 21% sharehold- 
ir of Malaysian Plantations). With the new 
lan, 167 million of the new shares will be 
*laced with Malaysian Plantations, financed 
vith a M$127 million facility from Security 
acific Asia and M$47 million from Chase 
Tanhattan. 

Despite the decision not to place all the 
sew ordinary shares with MPH associates, 
inalysts believe it is still the intention of Seri 
»ngkasa to place out most of its three-for- 
ve entitlement once it has got firm control 
K the MPH board. 

It is this common assumption — that 
PH associates will be leveraged up to ac- 
aire Kamunting shares that have been 
werpriced in order to acquire overpriced 
IPH assets — that is believed to be behind 
ke reluctance of the merchant banks to 
)  "nbehind the loan note issue. 


t 


: chance for minorities. 





Most analysts remain unconvinced that 
MPH is worth the M$2.05 a share that Kam- 
unting is planning to pay KSM. An informa- 
tion memorandum on the proposed deal, 
which was circulated to potential underwrit- 
ers, claims that the net tangible assets per 
share of 56 M cents as of 31 December 1988, 
“may not reflect its true value.” 

Kamunting also estimates that the net 
profit attributable to MPH in 1989 will be 
M$43.6 million, compared with M$16.3 mil- 
lion for the last financial year. Even on this 
forecast — which many analysts consider 
optimistic — this still places Kamunting's 
M$2.05 offer price on a prospective price- 
earnings ratio (p/e) of 35 times. 

The memorandum estimates that if pur- 
chase of the 28.975 stake goes ahead, Kam- 


unting's pre-tax profit will be M$37.5 million 
for the year ended 31 March 1990, after the 
conversion of the loan note issue. 

Net earnings per share will be 3 M cents 
(giving a prospective p/e of 40 at today's 
price and 33 at the M$1 three-for-five offer 
price), and the net tangible assets will be 88 
M cents. 

However, a p/e of 33 might seem cheap 
to the Kamunting shareholders when they 
consider that they might be gaining control 
of MPH's very attractive assets with the pur- 
chase of a stake of only 28.9%. The only 
other large stake in MPH is the 19.775 held by 
a unit trust managed by KSM. Under the 
terms of a covenant, these unit trust shares 
cannot be sold without the agreement of all 
50,000-odd unit-holders. a 





BUDGETS 


Bhutto treads the budgetary minefield 


Fiscal fairness 


By Mohammed Aftab in Islamabad 


rime Minister Benazir Bhutto had 

tricky choices to make in her first 

budget, only six months after taking 
office. On the one hand, she had to act on 
her election campaign pledges to the poor, 
and on the other she courted massive politi- 
cal opposition if she imposed the heavy tax- 
ation prescribed by the IMF. 

Hints in May that “the budget will be 
tough” brought a chorus of protest from 
politicians, while businessmen quietly 
started hoarding consumer goods and rais- 
ing prices. Inflation, officially estimated at 
11%, is closer to 20%, and the government 
admits that the indicator of the cost of essen- 
tial goods purchased by low-income groups 
was running at 18% for fiscal 1989 (July 1988 
to June 1989). 

Against this background, Ihsanul Haq 
Piracha, minister of state for finance an- 
nounced that "the deficit of the budget will 
be reduced, in a balanced manner, through 
expenditure restraints and moderate re- 
sources mobilisation." 

Bhutto and Piracha listed three objectives 
of the budget: slashing the budget deficit, 
controlling inflation and initiating a modest 
programme for the rural and urban poor 
centred on providing basic infrastructure 
such as roads, electricity, drinking water 
and basic health services. 

Budget receipts in 1990 will total Rs 136.8 
billion (US$6.5 billion), which includes Rs 
9.6 billion raised from new taxes and in- 
creases in prices of government provided 
services. Expenditure, meanwhile, will be 
Rs 152.3 billion, leaving a revenue deficit of 
Rs 15.5 billion. 

The new budget sets aside funds to help 


the vulnerable, poor and low-income 
groups, as well as women, intellectuals, 
small farmers, small businessmen, and 
home-builders. Low-paid government em- 
ployees have been raised by 576 to reduce 
the impact of 11% inflation. 

Tax breaks for new industry in nearly all 
but the poorest regions, have been with- 
drawn. But a four-year tax holiday will now 
be available to companies involved in bio- 
technology, fibre optics, computer software, 
electronic equipment, solar energy equip- 
ment and fertilisers. "Withdrawal of tax holi- 
day will not have a salutary impact on 
investment climate,” Muhammad Ilyas 
Sheikh, vice-president of the Karachi 
Chamber of Commerce and Industry said. 

Bashir Jan Mohammad, president of the 
Karachi Stock Exchange said: “Imposition of 
sales tax of 12.5% on 44 [categories of] items, 
including textile and wooden and steel fur- 
niture will increase costs and may lead to in- 
flation.” Business also resents a 7.5% tax on 
dividend income of over Rs 15,000 and has 
said it will further discourage investment in 
stocks and shares. 

Defence spending will rise only 1.3% to 
Rs 51.76 billion. In real terms, this represents 
spending of only Rs 46.06 billion. The coun- 
try's foreign debts currently total US$14 bil- 
lion. “We will seek no moratorium or re- 
scheduling of foreign debt, and will make all 
repayments on time,” Piracha told the 
REVIEW. He added that if World Bank efforts 
to provide relief to all debt-ridden countries 
succeed, Pakistan would take advantage of 
it. Pakistan has received US$3.1 billion in 
pledges from Western aid consortium for 
1990. It also has a sizeable amount of grants. 
Piracha hopes the aid effort will shift from 
loans to grants. » 
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Credit squeeze bites 


aiwan's economy is taking stock of 

the credit-tightening measures the 

central bank introduced in early 

April. Despite some success in 
slowing money-supply growth, inflationary 
pressures remain. Economists anticipate a 
slowing of GNP growth because of tighter 
credit. 

The Central Bank of China's major worry 
has been inflation. On 31 March, it raised 
the reserve-deposit requirements for banks 
by two to four percentage points and raised 
cash-reserve requirements at trust com- 
panies by two percentage points. The short- 
term money market rates in response 
jumped from 3.5% to 9-12% and prime- 
lending rates rose from 7% to about 9.5%. 

The continuing high money-supply 
growth — 27% in February — which spur- 
red the central bank's actions, has since con- 
tracted to below the government's 20% 
target. A preliminary estimate of an 11% 
growth in the money supply for the first 18 
days of May suggests that the measures 
may have overshot their mark. 

But the squeeze could bring on a reces- 
sion among manufacturers who might be 
unable to finance expansion. Taiwan export- 
ers have been struggling to cope with rapid 
changes, such as the 5376 appreciation of the 
New Taiwan dollar since late 1985 and rising 
labour and land costs. 

GNP grew by 6.575 in the first quarter, but 
private economists are sceptical that Taiwan 
can achieve its target of 7% growth for the 
year. Some economists predict the worst 
will come some time next year, depending 
on the world economy. 


Inflation reached 5.776 in April, though 
the Economics Ministry expects it to drop to 
below 5% in May. The dip may have been 
influenced by the 5% appreciation of the NT 
dollar since late March to its current 
NT$25.98:US$1. Domestic factors — wage 
increases, instability in real-estate prices and 
the high savings rate — are maintaining the 
potential for inflation. Although the con- 
sumer price index is unlikely to reach 10- 
11% year-on-year increase this year, infla- 


Money supply* growth slows 


NT$ trillion 
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tion could be as high as 7% by end of the 
year, well above the government's target of 
376. 

One hoped-for effect of tighter credit, the 
cooling of speculation on the stockmarket, 
has not occurred: the market has soared to 
near the 10,000 point level, indicating signi- 
ficant liquidity remains in the economy. 

Taiwan's booming trade surplus, which 


is the root of the liquidity problem anc 
which was shrinking at the end of last vear 
held steady in the first four months of 198000 
after factoring out last year's purchases Om 
US gold. Exports for January-April we 
US$20.5 billion, imports were US$16.8 DiM 
lion, leaving a US$3.7 billion gap. Thee 
surplus for the same period last year wam 
US$3.6 billion, excluding gold purchases. 

Exports have slowed, though, reflecting _ 
constraints on traditional, labour-intensiv 
manufacturing that is causing a rapid re 
structuring of Taiwan's economy, sc -* - 
the move into technology-oriented i 
tries and the exodus of small companies t 
Southeast Asia and China. 

Recent currency appreciation and a re 
modelling of Taiwan's foreign-exchange- 
trading system have satisfied US Treasur 
Department officials which for the presem 
will reduce the political heat from Washin 
ton. These changes are also helping to ster- 
the tide of hot money inflows and long-terr 
capital outflows, which will cut the US$7 
billion foreign-exchange reserves and he 
reduce the domestic savings glut. But th 
money may return if interest rates rise. 

Efforts to stimulate the domestic ecom™ 
omy to take up the slack in export performs 
ance are focused mainly on public-spendir* 
infrastructural projects. But the projects as 
behind schedule. Although an expecte 
capital outlay soon for land acquisition is use 
likely to boost domestic consumption the» 
year, financial authorities will be under pre-- 
sure to float bond issues to soak up s 
liquidity, or risk higher inflation. 

B Jonathan Moom 
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A GENTLE, CARING STORY 


Cause For Celebration 


It's your birthday. Many happy returns of the day! And 
allow us to make an occasion of it. When you fly 
Pakistan International, you'll find that our gentle, caring 
story is made up of happy moments. For each passenger, 
on every flight. 








PIA 


Pakistan International 
Great people to fly with 


PIA Associate Hotels: The Roosevelt NewYork. Hotel Scribe Paris. 
Centre Hotel Abu Dhabi, Riyadh Minhal Hotel. 
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To most communications systems compa 


To us they're a Thai, an Indone 


And how does Alcatel perceive such glaring 
differences? Simple. Wherever a customer, or 
potential customer is based, there are local Alcatel 
experts living and working in the same country. 

They are there to make sure that our com- 
munications systems have the flexibility to match 
the customers specific requirements. And this 


applies to Public Network Systems, Transmissio 
Business Systems, Cables, Network Engineerir 
and Installation. 

Of course, this sort of customer commitme 
and support requires manpower. Thats wl 
125,000 Alcatel professionals work close 
together with local customers in 110 countrie 





L 


y these gentlemen are South East Asians. 
n, a Malay and a Vietnamese. 


ilding a relationship of trust and co-operation. 
only with such a close partnership that truly 
kible solutions to suit individual market require- 
ints can be developed. 

Which is better for worldwide communi- 
ions systems and better for customers like the 
ntlemen above. 
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Alcatel n.v., World Trade Centre, 
Strawinskylaan 341, NL 1077 XX Amsterdam, The Netherlands. 
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German aerospace industry: 
the challenge of global competition 


Although still relatively 
small, West Germany's aero- 
space industry is extremely 
dynamic. In terms of job 
creation and productivity 
growth, it outperforms most 
of the country's other sectors. 
The industry's success to date 
is attributable to its very high 
level of R&D spending, its 
modern plant and equipment, 
and its exceptionally well- 
trained labour force—all of 
which amount to a good re- 


cipe for continued success. 


Worldwide, aerospace 
companies are merging to 
form larger corporate units. 
At the same time, the major 
international firms are striv- 
ing to diversify in order to 
facilitate the application of 
advanced technologies to 
other non-military products. 

The new patterns of com- 
petition thatare emerging on 
a global scale are also chang- 
ing the structure of the Ger- 
man aerospace sector. Even 
now, the industry is domi- 
nated by two firms, Mes- 
serschmitt-Bólkow-Blohm 
(MBB) and the Dornier 
Group, in which Daimler- 
Benz has a majority holding. 
The aero-engine manufac- 
turer MTU, also owned by 
Daimler-Benz, and a number 
of smaller firms have carved 
out niches in the West 
German market as suppliers 
of components and as pro- 
ducers of high-quality gliders 
and light aircraft. 

If Daimler-Benz succeeds 
in its efforts to take over 
MBB, the German partner in 


the Airbus consortium, the 
firm’s global competitiveness 
will presumably be enhanced. 
In any case, the Government 
might then be able to phase 
out its subsidies to MBB 


in the not-too-distant future. 


Whereas many industries 
have only recently begun to 
gear up for the Single Euro- 


cess of Airbus that Europe 


now accounts for over a third - 


of world civil aircraft sales. 

In addition, Italy, Spain, 
West Germany and the UK 
are cooperating to produce 
the European Fighter Air- 
craft, the successor to the 
Tornado. The European air- 
craft sector believes that, as 





West Germany's aerospace industry 
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pean Market, Europe’s aero- 
space companies are already 
operating in what is virtually 
an integrated market. Due 
to the industry’s extraordi- 
narily high developmentcosts 
and the push by EC member 
countries to remain competi- 
tive in key high-tech indus- 
tries, several large-scale Eu- 
ropean projects have been 
initiated in the aerospace 
sector. Foremost among 
these is the Airbus consor- 
tium, which has now become 
a serious rival of the US air- 
craft industry. Indeed, it is 
primarily thanks to the suc- 





in the US, the development 
of a new fighter will keep the 
companies involved at the lead- 
ing edge of aerospace technol- 
ogy. However, the German 
industry is not relying solely 
on such European joint ven- 
tures. For instance, in view of 
the substantial growth that is 
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projected for regional air 
travel worldwide, Dornier and 
MBB are designing new 
short/medium-haul jets, in- 
cluding one to be built in co- 
operation with the Chinese. 


Joint space ventures 


In space exploration and 
research, though, German 
firms are either involved in 
exclusively European proj- 
ects, suchas Ariane 5 and the 
space shuttle Hermes, or in 
joint European-American 
ventures like the Columbr's 
manned space station. 

In this way, West Germany 
is ensuring that it will benefit 
from the commercial use of 
space technologies, whichare 
already being exploited in a 
variety of applications, rang- 
ing from remote sensing for 
environmental monitoring 
and telecommunications to 
space manufacturing in zero 
gravity. 

Given its highly developed 
technological base and its 
good competitive position in 
the international market, 
which will surely be rein- 
forced by the steadily ex- 
panding cooperation be- 
tween EC countries on air- 
craft and space projects, the 
future looks brightfor the West 
German aerospace indust 
Indeed, the momentum gen- 
erated by two factors alone— 
buoyant demand worldwide 
for civilaircraftand the grow- 
ing interestin the commercial 
development of space—should 
be sufficientto guarantee that 
the aerospace sector remains 
one of West Germany's most 
dynamic growth industries. 





German knowhow in global finance 
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Bangkok's bull-wonders 


nvestment in the Bangkok bourse in- 

creasingly resembles the game of chic- 

ken in which two American teenagers 

race cars straight at each other and wait 
to see who will pull away from a head-on 
collision first. (In the Chinese version, oc- 
togenerian politicians test each other's will- 
ingness to start a civil war.) 

Two players are not enough for the Sec- 
urities Exchange of Thailand (SET). A rapid 
multiplication of local and cash-rich over- 
seas short-term investor groups, mean each 
showdown is crowded with contestants 
willing to bid up the stock price until some- 

linches. 

currently the favourite vehicle is real-es- 
tate stocks, most recently home builder 
Starblock. Starblock is the vehicle of Charles 
Ma Chan Lee and managing director Suthep 
Bulakul, brothers of Sirichai Bulakul. Sirichai 
is to be remembered for his role at Mah 
Boonkrong (MBK). International investors 
got their fingers burned when the listed ag- 
ribusiness group suffered heavy losses. 

Sirichai was largely to blame for MBK. But 
as MBK's financial wizard, major Starblock 
shareholder Ma has had to work hard to 
clean up his muddied image. That is not 
easy when Starblock is being freely and 
openly ramped to a historical p/e ratio of 
more than 70 while rumours of capital in- 
creases, land buys, stockmarket invest- 
ments and new partnerships are allowed to 
wash the market like oil on the Alaskan 
coastline. 

Even the SET refused to flinch at first, be- 
— --? Starblock has been one of Bangkok's 

reputed builders. On its board are Arsa 
Sarasin and Anand Panyarachun, former 
diplomats and respectively head of blue 
chips Padaeng Industries and Saha Union. 

But after suspending Starblock for sev- 
eral days rumour has it that the bourse's in- 
vestigation has focused on large crossings 
done with no margin by investors grouped 
around one prominent hotelier. 

The sET should announce its conclusions 
quickly, because many believe — mista- 
kenly, according to Ma — that people close 
to Starblock have been playing the market. 
Ma insists that his private company, MCL 
[nc. and affiliate MCL-Clayton are strictly in 
the consulting business. He does concede 
this sometimes brings it together with 
Starblock and might also touch on overseas 
investor interest in Thai investment oppor- 
runities. 

The hot action in property stocks — 
5tarblock, Land and House, and Amarin 
Development, have all been jacked up to 
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seemingly unsustainable prices — should 
sooner or later produce Thailand's first 
wheeler-dealer tycoons, like the Hongkong 
Lau brothers. 

Could it be the brothers Charles Ma and 
Suthep Bulakul? They raised Baht 101 mil- 
lion (US$3.9 million) from the market in a 
capital increase late last year, lifting paid-in 
capital from Baht 42 million to Baht 105 mil- 
lion. Shareholders who paid Baht 16 for the 
Baht 10 par shares and saw them climb to 
Baht 90 must be cheering with delight. 

Now the company is asking for more, 
and throwing in the SET's first warrants issue 
as a teaser. Itisissuing 21 million new shares 
to be sold at par, with attached warrants giv- 
ing entitlement to another 21 million shares. 
The warrants cost Baht 5 initially and Baht 30 
more on conversion after seven years. 

The large sum is being raised to buy 
more land and/or take up joint-venture op- 
portunities — no specifics have been given, 
but again the rumours are allowed to float 
through the market freely. 

The SET investigation took the wind out 
of Starblock's price, forcing it down to Baht 
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40 from Baht 90. This leaves it on a prospec- 
tive p/e of 23.5. If some Bangkok analysts are 
right and the company’s income predictions 
are too low then the new shares may be 
worth a punt. The warrants, however, need 
some evidence of what the company plans 
to do, and shareholders require protection 
from further dilution of their holdings. After 
all, one of the main rumours, as yet unde- 
nied, is that Starblock has been able to boost 
profits with a sizeable pre-listing investment 
in textile counter Luckytex. Is the new cash 
going to be used to play the SET? 


The placement of two convertible de- 
bentures required more direct-sale cam- 
paigns. The two issues could not have been 
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more different — International Cosmetics 
(IC), a popular consumer goods distributor 
whose shares are highly illiquid, and Indus- 
trial Finance Corp. of Thailand (IFCT), liquid 
and underappreciated because of unrealised 
foreign exchange losses which are tied up in 
intricate government politics. 

Like its common shares, the IC converti- 
bles, handled by Capital Securities and Fi- 
nance and Bangkok First Investment Trust, 
were hard to get. But their desirability was 
underlined just before the selling period. 
After months of trading only a few hundred 
shares a day, the volume rocketed to 80,000 
shares a day and the share price jumped 
from Baht 190-200 to the conversion price of 
Baht 230 payable on conversion dates after 
six, 12 and 24 months. 

That is not unreasonable given the com- 
pany's prospects. But did the tight-fisted 
owners decide to let a big block go to ensure 
the issue's success? 

The IFCT issue was basically bought up, 
all Baht 437 million worth, by packager 
Chase Manhattan Bank (Thailand). Then 
less than half of that was issued through five 
local brokers, leaving Chase to hold or place 
the rest itself. Conversion price is Baht 125, 
against a market price of Baht 101-104 for the 
shares at the time the issue was announced, 
and an attractive 8.2576 tax-free interest rate 
is offered. 

Just as the public offer was made, it was 
widely reported that IFCT chairman, former 
finance minister Sommai Hoontrakul, 
would soon step down. Everyone believes 
current Finance Minister Pramual Sab- 
havasu will only grant the IFCT a reprieve on 
its forex losses when Sommai resigns, and 
maybe his protégé, IFCT president Sukree 
Kaocharern, with him. 

This in turn could bring about the IFCT’s 
metamorphosis into a full-fledged develop- 
ment bank. It is no wonder then that the 
shares conveniently rose to about Baht 125 
— with a little help, perhaps — just as the 
issue was made. 


A much harder sell will be state-owned 
Krung Thai Bank (KTB), the second-largest 
commercial bank. Even before its float, KTB is 
eliciting groans and thumbs down from in- 
vestors. The bank is hardly ready, and will 
certainly sell at a discount to assets, if it sells 
at all. The initially proposed price of about 
Baht 130, slightly under book value of Baht 
138, caused underwriters to baulk. Now a 
price of Baht 120 has been set for the Baht 1 
billion issue, but it is still too soon to see if 
this will prove attractive enough to lure in- 
vestors. u Paul Handley 
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Hongkong weathers initial shock of China unrest 


Riding the storm 


By Jonathan Friedland in Hongkong 


T he Hongkong economy's first line of 


defence — its auction markets and 

banking system — coped remarkably 
well with the extreme shock delivered by 
turmoil in China. While the stockmarket 
dropped precipitously — losing 22% of its 
value on 5 June alone — investors were able 
to liquidate their positions in an orderly 
fashion. 

Further, the Bank of China (BOC) and its 
affiliates, which has grown since 1979 to be- 
come the second-largest banking group in 
the territory, managed to deal with a brief, 
highly emotional run on its coffers with only 
symbolic assistance from the Hongkong 
Government. 

No bank or brokerage failures marred the 
first fortnight of what is expected by many to 
be protracted pressure on Hongkong’s abil- 
ity to maintain its role as an important Asian 
financial centre. In addition, the US dollar - 
linked Hongkong currency remained curi- 
ously buoyant, in part because of the 
BOC’s sudden demand for ready cash 
and in part because of the importance 
of the territory’s ties to industrial coun- 
tries still hungry for its manufactured 
exports. 

The lack of immediate, serious fissures in 
the territory's financial system highlights 
improvements in its management and regu- 
lation put in place since the early 1980s and 
particularly since the October 1987 stock- 
market collapse. It is also emblematic of the 
more prudent approach taken by creditors 
since being stung badly during back-to-back 
local property and banking crises in the 
1982-84 period, said David K. P. Li, chief 
executive of Bank of East Asia. 

"Ihe system is working," said John 
Gray, executive director for finance of the 
Hongkong and Shanghai Banking Corp. 
"We were given a strong warning 18 
months ago and drew a correct conclusion 
from that." 

Yet Gray and others acknowledge that 
while Hongkong's markets and banks met 
the first assault handily, the potential for 
greater damage to the territory's economy 
remains large. The impact of the growing 
civil strife on global and local confidence in 
Hongkong is, in the words of one senior 
European banker here, "imponderable." 

"The four key elements that will effect 
the future of the Hongkong economy and its 
financial system are the duration, geo- 
graphical scope and intensity of the conflict 
in China and, of course, its outcome," said 


Miron Mushkat, chief regional economist of 
Baring Securities. 

“What is clear is that 7% growth for 
Hongkong's economy isn't realistic any- 
more," Mushkat added. “What isn't clear is 
how each sector will be affected and how 
badly." 

Particularly worrisome in the near term, 
say analysts, are the impact of the political 
turbulence on local property prices which 
had risen to dizzying heights over the past 
18 months and which play an inordinate 
role in the perception of health and well- 
being of the local economy. 

The link between the level of property 
prices and the strength of the financial sys- 
tem here is profound. Some 32% of total 
loans in the colony are devoted to land-re- 
lated transactions and a far greater percen- 
tage are underpinned by property collateral. 
Hongkong’s stockmarket is heavily weigh- 
ted towards property-related companies. 

“I can’t make a decent estimate of the im- 
pact of deteriorating asset values,” Banking 
Commissioner Anthony Nicolle told the 
REVIEW, “but there are all sorts of reasons to 


believe that a downturn would have a rather 
muted effect” on bank loan portfolios. 

But while the banks may not feel an im- 
mediate pinch — despite Nicolle’s own state- 
ment earlier this month that local lenders 
were relying too much on the worth of col- 
lateral and not enough on borrowers’ ability 
to repay — the property market itself is 
likely to remain dead in the water until the 
Chinese conflict is resolved. 

Also struck by inertia will be new capital 
investment both in Hongkong and in the 
special economic zones across the border in 
Guangdong province where much of the 
colony’s manufacturing base has been trans- 
ferred. Short-term prospects are also dim- 
ming for the territory’s tourism industry, 
which depends greatly on Hongkong’s 
status as the most convenient gateway to 
China. 


ess clear, say analysts, are the impli- 
cations for other forms of real 
nomic activity, including thos 
rectly related to China which provided 
Hongkong with 3176 of its imports, and was 
associated with 80% of its re-exports in the 
first quarter of 1989. A protracted conflagra- 
tion could disrupt manufacturing activity, 
cut entrepot trade and result in a relocation 
of multinational corporations which have 
swarmed to Hongkong because of its pro- 
ximity to China. 
For the time being, Hongkong's top eco- 
nomic officials and its business leaders are 





Turmoil set to slow trade 


Events in China will have significant 
macroeconomic effects on East Asia, 
ranging from severe in Hongkong to 
slight in Japan. China's compound for- 
eign trade growth over the past decade 
has been 17%, providing a major 
stimulus for its neighbours. 

Immediately before the political tur- 
moil began, China trade was slowing 
due to materials and foreign-exchange 
shortages. But what would have been a 
cyclical slowdown now looks likely to be- 
come long term if hardline policies im- 
pose barriers to trade, and foreign invest- 
ment is scared off. 

Hongkong will be hardest hit. China 
accounts for 75-80% of its entrepot trade, 
and 19% of domestic exports. Much of 
the latter are goods for processing in fac- 
tories in Shenzhen and other towns just 
across the border. These may be rela- 
tively unaffected, but investment in new 
projects is likely to slow dramatically. 

About 16% of Hongkong's China 
trade involves Taiwan and South Korean 
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products. Their exports to China last year 
were estimated at US$2.2 billion and 
US$1.2 billion respectively. A sharp d^ 
dine in these will hurt both countrie 
whose exports are already under pres- 
sure from weakening US demand, cur- 
rency revaluation and wage increases. 
ongkong will also suffer from a fall 
in tourism from Taiwan, much of which 
is China-related. Over the past two years, 
arrivals from Taiwan have risen 645%. 

Some effects on Japan will be direct — 
exports to China have been running at 
US$1.2 billion, a mere 0.4% of total ex- 
ports. But a slowdown in other East 
Asian economies, all of which have huge 
trade deficits with Japan, could be 
equally significant. 

Although China's trade is not espe- 
cially significant in world terms — at less 
than 2% of the total — its recent growth 
has been very important to East Asia. A 
sharp contraction will have a multiplier 
effect around the region. 

u Philip Bowring 
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doing their best to put on a brave face about 
the future and on keeping the mechanics of 
the territory's foreign exchange, equity and 
futures market operating smoothly. 

Their skills of management and persua- 
sion were put to the test almost immediately 
after the bloody massacre at Tienanmen 
Square on 4 June. 

Unlike in October 1987, when the stock 
and futures market were embarrassingly 
shuttered for four days in the face of a huge 
sell-off, trading remained orderly, margin 
calls stayed modest and collection and settle- 


ment efforts were well-disciplined, said. 


Francis Yuen, chief executive of the Hong- 
kong Stock Exchange. “We knew the impor- 
tance of keeping an orderly market and we 
did,” he told the REVIEW. 

Yuen said that the exchanges were aided 
in their effort by the slow build up to the 
huge price decrease. “Over the last two 
Tiu Xs, people brought down their gearing 

use they were expecting more trouble," 
.. vid. To provide added insurance, Yuen 
ordered a compulsory, collective settlement 
of equity back orders and was given author- 
ity by the stock exchange council to person- 
ally order settlement of large trades. For its 
part, the Hongkong Futures Exchange in- 
creased by 100% in several steps the margins 
on Hang Seng futures contracts. 

Over that same 4-6 June period, furious 
depositors began withdrawing their money 
from the BOC group, consisting of 13 banks 
in Hongkong and one in Macau. To meet 
the demand, BOC began selling US dollars 
and accumulating local currency, thus driv- 
ing up interbank interest rates. This prompt- 
ed the Hongkong Government to provide a 
modest HK$194 million from its exchange 
fund to bring down pressure on rates. 

At no point during the emotional after- 
math of the Tiananmen bloodbath, said 
Nicolle, was the stability of the banking sys- 
(— or the overall health of the BOC banks 
| | ubt. “What you saw was a political ges- 
ture against a properly capitalised, properly 
managed, sound institution," he said, un- 
derlining the difference between the BOC 
and other Hongkong banks that have been 
struck by runs over the past decade. 

But despite the BOC's banks strong ba- 
lance-sheet — collectively their liquidity 
levels were near 60% at end-1988 — Hong- 
Kong officials and political leaders of all 
stripes were clearly nervous. Finance Secret- 
ary Piers Jacobs begged depositors to halt 
the run in the interest of preserving "an in- 
tegral part" of the Hongkong economy and 
indicated that the government would take 
the politically fraught step of bailing out the 
BOC group if need be. 

Surprisingly, there was little initial pres- 
sure on the Hongkong dollar as a result of 
events in the north. Bucked up by the heady 


IUS dollar, to which it is tied at a trading 


range surrounding HK$7.80:US$1, and de- 


mand from BOC, the Hongkong currency re- 
" 


mained reasonably strong. 
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MARKETS 2 


Fear and distrust drwe Hongkong s volatile market 


Chill from the north 


By Christopher Marchand in Hongkong 


n response to the Peking massacre, 
[5 s roller-coaster stockmarket 

hurtled further along the downward 
track. The Hang Seng Index, the territory's 
leading indicator of business confidence, 
lost 22% or 582 points to 2,093 on 5 June, its 
sharpest one-day fall since the record 3376 
plunge when the market reopened to un- 
leash the pent-up pressure of four days' en- 
forced closure during the October 1987 
stockmarket crash. 

The index regained some 10% in the next 
two days on buying support from the Hong- 
kong and Shanghai Banking Corp. and the 
Royal Hongkong Jockey Club. Also buoying 
the market was the possibility that military 
factions more positively disposed to reform 
in China could vanquish those responsible 
for the Peking atrocities. 

At its 5 June close, the index had shed 
nearly 4076 since reaching its 3,309 yearly 


Hongkong feels dragon's breath 
— Hang Seng Index (daily closing level) - 
-3,100 - ——— ——— 
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high on 15 May. So far, the stockmarket has 
borne the strain. The Hongkong dollar has 
twitched. But downward pressure on the 
HK$7.80:US$1 peg — the ultimate panic in- 
dicator — has not emerged. Confidence, 
however, is battered and property prices are 
also likely to suffer a sharp correction. The 
market slide will continue if hardliners re- 
tain power in China, a civil war develops or 
disturbances erupt in Hongkong itself. 
Other regional stockmarkets were also 
hurt. In reaction to weekend events in 
China, the Kuala Lumpur composite index 
shed 3%, the Seoul composite 2%, the 
Bangkok sET Index 1.7% and the Manila 
composite 1%. Singapore and Taiwan were 
worst hit. The Straits Times industrials index 
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in Singapore lost 5.5% early in the week. 
Singapore had been ripe for a correction and 
selling — which focused on blue chips — 
was led by London and Hongkong fund 
managers. 

The Hongkong-sourced selling was as- 
cribed to unit trust managers taking profits 
in Singapore to raise cash to meet possible 
redemptions. On the other hand, London 
institutions were believed to be wanting 
cash with a view to buying Hongkong bar- 
gains. If so, that contradicts the thesis that 
foreign institutions will swap Hongkong 
stock, which now trades at six times forward 
1989 earnings, for Singapore stock which 
trades at 20 times 1989 earnings. 

Taiwan stock prices tumbled as investors 
responded with dismay to the violence in 
Peking. The market index fell 455 points 
from 9,576 on 5 June, an all-time record one- 
day lost. 

It was the first investor reaction to the 
leadership crisis in China since it began in 
mid-May. Taiwan’s speculative market, 
which is ordinarily insulated from outside 
influences, had been on a bull run, unaf- 
fected by the declaration of martial law in Pe- 
king that knocked Hongkong stock prices. 

On 6 June, the index lost another 439 
points and trading virtually stopped as buy 
orders dried up. Turnover fell to NT$4 bil- 
lion (US$154.1 million), from the previous 
week's daily average of NT$100 billion. The 
index had lost 976 in two days. The next day, 
the market gained 39 points to close at 8,720, 
but price volatility indicated investors were 
skittish. 

Before the fall, stock prices had been very 
high and analysts had expected a technical 
correction, as the market began to show 
signs of weakness, with lower volumes and 
higher volatility of prices. The Tiananmen 
killings was the trigger. 

Another factor in the fall was the decision 


. oftheruling Kuomintang to impose a higher 


stock transition tax as a means to cool the 
market. 

In Hongkong market ratings are now 
languishing near the trough reached in the 
1982-84 crisis during the negotiation of the 
Sino-British accord which provides for the 
transfer of sovereignty in 1997 to China but 
guarantees the territory's capitalist way of 
life for 50 years. The market, is driven by fear 
and distrust over China's willingness or 
ability to stick to the accord's promise of 
“one country, two systems.” 

Predictably, property development 
stocks and China plays were hurt the most. 
On 5June, Cheung Kong Holdings fell 27%, 
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Hutchison Whampoa 29%, Sino Land 31%, 
Sun Hung Kai Properties 32%, Henderson 
Land 34% and Great Eagle 41%. Of com- 
panies with substantial assets in China, 
Hopewell Holdings plunged 35%, Lafe 
Holdings 39% and Video Technology 32%. 
Other China stocks such as QPL and Cosmos 
Machinery did not trade. 

Defensive utilities and financial shares 
fared rather better. Hongkong Telecom, the 
market’s most heavily capitalised issue, 
shed 12% and Hongkong Bank gave up 
15%. At HK$5 a share, the bank stands at a 
20% discount to HK$6.25 shareholders’ 
funds per share. In reality, hidden reserves 
make the discount much greater. 

But loss of confidence, not bargain hunt- 
ing, rules the market. Rights issues or plan- 
ned flotations have been aborted at con- 
struction companies Hopewell Holdings 
and K. Wah Stones, electronics maker 
Swank Optical and travel company Morn- 
ing Star. China play Hopewell’s HK$3.8 bil- 
lion (US$487 million) rights issue was the 
major casualty. 

There is irony. Nan Fung Textiles con- 
trolling shareholder Chen Din-hwa's plans 
to privatise his company at HK$11.50 a 
share, which he doubtless thought was 
a bargain, now look poorly timed with 
his offer standing at a 25% premium to 
the post-crash share price. The value of 
his largely property company could also 
slump. 

China’s political volatility makes it im- 
possible to forecast market moves with au- 
thority. The worst may already be known. 
Equally, as one broker said: “Did you ask 
me if the index would fall to 1,000 or by 1,000 
points?” 

In any case, ratings based on 20% for- 
ward earnings growth this year will look 
silly if corporate profits start to implode. In- 
deed, a period of economic austerity now 
seems inevitable. The evidence is already 
growing. Tourists are shunning visits to 
Hongkong and China, damaging hotel pro- 
fits. China trade will shrink, impacting on 
Hongkong’s flourishing re-exports, which 
grew 44% in the December 1988-February 
1989 quarter, compared with the previous 
year. New business ventures will be placed 
on hold, and the trend of relocating produc- 
tion operations to low-cost China could 
come to an end. 

Property values seem certain to retreat. 
Initial estimates are anodyne, hingeing on 
the comforting figure of 10%. But two im- 
mediate trends will surface. Property deals 
will languish while possible buyers assess 
the business climate. Yields will also rise 
to reflect the greater degree of political 
risk. 

Net yields would have to rise to at least 
12.5% for full payback of a new develop- 
ment to be achieved in the eight years left 
under British rule. Gross yields on this 
year's prime office sales were put at around 
7%, rising to 11% on residential deals. Alan 
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Thumbs down 


China's credit rating, already somewhat 
tarnished by growing debt-management 
problems and government austerity 
policies which have disrupted the pace of 
business, has been plunged into uncer- 
tainty, and even that of Hongkong is 
under scrutiny. Major US bond-rating 
agency Standard and Poor's warned that 
the turmoil in China made it "vulnera- 
ble" in meeting its foreign debt service 
obligations. Hongkong's credit standing 
could also be jeopardised by "prolonged 
social and political unrest in China," the 
agency noted, while acknowledging the 
territory's ability to weather periodic 
crises of confidence. 

The yield on an estimated US$1 bil- 
lion in Chinese bonds traded on Lon- 
don's Euromarkets has risen sharply in 


Bond's sale of 50% of Bond Centre to his 
partner Harunori Takahashi of EIE Develop- 
ment Corp. was priced on a 4% yield, rising 
to 8% on an 18-month view of rent rever- 
sions. 

After China's travails, no seller will get 
close to Bond's terms. More modest rent rise 
expectations and higher yields on sales 
could prompt a sharp correction in office 
values. Residential prices could hardly es- 
cape unscathed. The Hongkong Govern- 
ment's rating and valuation agency esti- 
mates that total new supply in the upper 
middle class Mid-Levels area of Hongkong 
Island alone will rise 45% this year to 1.05 
million ft. 


he bulk of new supply is built at the 
| luxury end of the market. This sec- 


tors health depends on corporate 
take-up, which has already shown signs of 
resistance to rent levels exceeding those of 
almost any other urban area. Certainly, poli- 
tical uncertainty, soaring costs and slower 
economic growth in the OECD countries is 
likely to prompt a slowdown in corporate 
expansion in Hongkong. 

Demand could lag supply, and 
speculators — who account for up to 40% of 
purchases in many new developments — 
could be forced into panic selling. The mass 
market could also weaken as fear, emigra- 
tion and worsening price-to-income ratios 
— now around 80% — squeeze prices. As 
for property developers, their “locked-in 
profit” could prove to be just the mundane 
10% deposit. 

Of course, present stockmarket values 
discount far more than a recession. Another 
sell-off would make the market look utterly 
cheap, with earnings offering a payback 
well within the years of British rule. En- 
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the wake of the turmoil and Japanese sec- 
urities firms halted trading in yen-de- 
nominated Chinese bonds on 7 June. 
Bankers in ries TEM that new 
lending has come to a halt. 

China’s foreign debt stands at close to 
US$40 billion, with the long-term com- 
mercial component near US$18 billion at 
end 1988. While bankers say they have 
no tangible reason to believe Peking will 
not maintain its unblemished repay- 
ments record, they are worried that pro- 


tracted conflict will inevitably result in 


debt-service problems. 

Bankers say that negotiations on a 
US$120 million syndicated term loan for 
the China Petrochemical Corp., or 
Sinopec, a blue chip borrower, are stalled 
awaiting further developments. So too 
are a number of smaller deals. "Everyone 
is taking a wait-and-see attitude," said 
one senior US banker in Hongkong. 

B Jonathan Friedlan... 


couragingly, unlike October 1987, the terri 
tory's regulatory structures have also hand 
led the latest market crash with ease. 

With far fewer retail investors in th 
stockmarket than in the last crash, margit 
calls have been no problem. Broking firm 
taking positions may have sustained losses 
but these have not disrupted market stabil 
ity. 

With the market's sound infrastructure 
the savvier institutions — with a grasp c 
risk and reward in Hongkong's historicalh 
volatile market — must again be evaluatin; 
the prospect of bargain buys and superio 
returns. 

The more worrying aspect is the loss c 
local investor and institutional confidence 
which stockmarket chief executive Fren~ 
Yuen reckons still accounts for 75% c 
ket turnover. Peking has undone years c 
hard work in persuading local investors c 
China's good intentions. But Yuen is op 
timistic. If there had to be a crisis, it was bel 
ter it happened now, he says. That leave 
eight years to try and rebuild confidence. 

Yuen's view lies at the heart of the may 
ket's perspective of China's agony. In th 
long run, the market believes China cannc 
escape the logic of modernisation — whid 
means greater trade and economic link 
with the rest of the world. Hongkong is sti 
best suited to play the role of intermediary 
And if China does relapse back to an iro: 
rice-bowl economy, Hongkong/s services a 
an entrepot will continue to be in demand. 

Short of a harsh military takeover, oppoi 
tunities in Hongkong are unlikely to withe 
away. Investors will require faith, but hig] 
returns are based on high risk. As Jardin 
Fleming’s Alan Murray puts it: “There ar 
fortunes to be made. Fortunes for those wh: 
can call the trends and the markets.” 
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Bougainville mine closure 
might stop deliveries 

> Bougainville Copper, the joint venture 
between the Australia mining group CRA 
and the Papua New Guinea Government, 
has warned customers that it may invoke 
the force majeure clause of copper 
concentrate delivery contacts. The giant 
mine has been closed since mid-May 
because of violence by a group of local 
landowners demanding higher 
compensation and independence for the 
island province. CRA said that one shipment 
had already been rescheduled. 


Revamp of New Zealand 
*ompany law recommended 
ajor changes to New Zealand 

„any law have been proposed in a 
eport by the official Law Commission. This 
ollows reports on insider trading, 
itockmarket and other securities regulation, 
ind some specialist aspects of company and 
rust law. The report proposes to tighten the 
lefinition of directors' duties, to allow 
hareholders to sue errant directors in the 
ompany's name, and to give greater 
rotection to minority shareholders. 


Jnemployment rises 
n South Korea 


> Unemployment in South Korea has 
'egun to rise, reflecting slow export growth 
ind economic sluggishness, according to 
he Economic Planning Board. The jobless 
ate rose from 2.3% in the final quarter of 
988 to 3.376 for the first quarter of 1989. The 
ate is higher for college graduates than for 
ieh school and middle school graduates. 


^hilippines to raise 

he daily minimum wage 

> Philippine President Corazon Aquino is 
xpected to sign into law before mid-June a 
ill passed by the congress to raise the daily 
ninimum wage by P25 (US$1.16) in 
Aanila, P15 in selected cities, and P15 
Isewhere. The congress agreed after trade 
nions had threatened to call a general 
trike if it followed the administration's 
emand that the rise be no more than P15. 
he unions had asked for a P30 across-the- 
oard increase, but the government argued 
rat this would push inflation above 10%. 


l'aiwan loosens controls 
in inward remittances 


Taiwan's Central Bank of China (CBC) 
as announced it will raise the inward 
»mittance limit from US$50,000 to 
[5$200,000, starting 10 June. The step, the 
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first taken by new CBC governor Samuel 
Shieh, indicates that financial authorities 
believe their tight money policies have 
stemmed money-supply growth. Taiwan 
liberalised foreign-exchange rules in July 
1987 to allow each company and resident 
up to US$5 million in outward remittances a 
year, but inward remittances were restricted 
to limit hot money inflows. 


Suzuki raises stake 

in Indian car maker 

> Japanese car maker Suzuki Motors has 
raised its equity in India's Maruti Udyog, 
the public-sector car maker. With a 4096 
stake now, Suzuki has nominated Akira 
Shinohara to become a joint managing 
director on the Maruti board. Shinohara 
had earlier served four years with Maruti 
before returning to Tokyo in 1987 to join 
Suzuki's board. 
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New call to privatise 
Australian state-owned airlines 


> The Australian Transport and 
Communications Minister Ralph Willis has 
advocated the complete privatisation of the 
two state-owned airlines, Qantas and the 
domestic carrier Australian Airlines. In 
March, Prime Minister Bob Hawke 
reopened the issue by saying he wanted a 
decision by his ruling Labor Party before the 
next general election. But Willis has gone 
further, endorsing complete privatisation 
with only a government "golden share" 
retained to enable it to limit foreign 
ownership. With both airlines needing 
capital injections for expansion and 
government funds limited, the leftwing, 
which opposes privatisation, will find it 
difficult to hold the line. 
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Bank of New Zealand's 
capital restructured 


> Capital Markets, an offshoot of merchant 
banker Ray Richwhite, will take a NZ$300 
million (US$176 million) stake in the partly 
state-owned Bank of New Zealand (BNZ). 
The bank on 6 June reported a loss of 
NZ$649 million for the year to 31 March. 
Capital will have a 29.5% stake in the 
reconstructed capital of BNZ, while the 
government will retain between 51-6095. 
BNZ has been in difficulty since the 1987 
stockmarket crash exposed some 
overzealous lending to the corporate sector. 
The government postponed the 
privatisation of BNZ after it failed to find a 
buyer at an acceptable price. 


New listings planned 
for Indonesian market 


> Subsidiaries of two major Indonesian 
business groups will soon float stock issues, 
giving a boost to the tiny Jakarta bourse. 
Preparations are nearly complete for the 
float of Bakrie and Bros, part of the group 
owned by prominent businessman Abu 
Rizal Bakrie. The company will handle 
trading operations for five other group 
members. Meanwhile, the Astra group- 
controlled United Tractors and Bundung 
Indo Plaza are also planning to list 

soon. 


Thailand tries to curb 
condominium projects 


> To curb investment in residential 
condominium projects, the Bank of 
Thailand (the central bank) has restricted 
commercial bank lending to such projects. 
The banks were ordered to lend only to 
projects backed by at least 25% equity and 
with 5076 of units already sold. Commercial 
banks also must report monthly on project 
progress. More than 200 condominium 
projects are estimated to be under planning 
or construction in the Bangkok area. 
Construction is a leading sector in 
Thailand's current boom. 


Thailand allows bank to 
float term-deposit rates 


»> The Bank of Thailand (the central bank) 
has allowed rates for commercial bank fixed 
deposits of more than one year to float, as a 
means to boost national savings. Rates are 
expected to settle at 10-10.5% for 18-24 
month deposits, above the 9.595 ceiling 
maintained for 12-month deposits. Banks 
and government officials say that the 
12-month deposit rate might be floated, too. 
The ceiling for savings deposits remains at 
7.5%, and for bank lending at 15%. 
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Record corporate earnings failed to 
prevent shares from declining 1.876 
during the period, due to the weak yen 
and events in China. Electrical and 
machinery issues were notable 
exceptions. Toshiba rose ¥50 to ¥1,430 
and Amada gained ¥310 to ¥2,070. 
Turnover averaged 949m shares a day 
worth ¥1.5t (US$10.7b). 


Despite 5 June's 22%, 581.77 point drop, 
triggered by the Peking slaughter, the 
market remained open throughout. 
Trading was heavy, but not wildly so, 
even on 5 June. Volume averaged 668m 
shares daily, worth HK$1.56b (US$200m). 
The outlook remains grim. Property 
stocks suffered most: Hopewell fell 
HK$1.015 to HK$1.56. 


After recovering much of the earlier 
losses, prices nosedived to even lower 
levels as the implications of the events in 
China filtered through. Blue chips were 
heavily sold by unit-trust managers, and 
SIA Foreign lost $$1.60 to $$16.40. In 
financials, OCBC closed 40 s cents lower 
at S$9.60. Daily volume averaged 82.9m 
shares, worth $$184.9m (US$94.8m). 


Prices closed sharply lower owing to the 
news of violence in China. Bargain- 
hunters, who had appeared in force 
during the middle of the period, retreated 
as the situation deteriorated once more. 
MISC closed 35 M cents down at M$9.40 
while MAS lost 10 M cents to M$7.75. 
Volume averaged 30.9m shares a day, 
worth M$63.7m (US$23.6m). 


Profit-taking was underscored by events 
in Peking. Fundamental confidence, 
however, was not destroyed, and the 
index rose 3.43 points on 6 June. Average 
turnover was a strong 14.5m shares a day 
worth Baht 1.42b (Us$55m). Safety 
Insurance shot up Baht 244 to Baht 1,004, 
and real estate play Amarin Development 
rose Baht 18.25 to Baht 101.50. 


After an early recovery, the market 
slumped in sympathy with Hongkong. 
Analysts say that local counters are sold 
when Hongkong fund managers are 
forced to sell Philippine stocks to cover 
their margin calls there. PLDT lost P5 to 
P330, and Atlas Mining dropped P5 to 
P38.50. Daily turnover averaged 2.9b 
shares worth P126.2m (Us$5.8m). 
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The market at first drifted down on 
worries of lower growth and domestic 
political instability, but from 5 June fell 
sharply in response to the bloodshed in 
China. All sectors fell. Daewoo 
Electronics lost 6.5% and Kia Motor fell 
6.2%. Volume slowed to average 5.4m 
shares a day, worth Won 130.1b 
(US$197.1m). 


Prices plummetted on the last two days o! 
the period on news of the massacre in 
Peking. The index fell by 11.8% overe 
dropping a record 455 points on 5 Jur 
Average daily turnover was NT$87.68b 
(US$3.4b), though volume dried up 
almost completely on 6 June. Namchow 
Chemical fell NT$16 to NT$71, and Taiwan 
Fluorescent fell 20%, to NT$144.50. 


The market continued to lose ground, 
depressed by interest rate concerns after 
the release of poor foreign debt figures. 
Turnover was a low 503.12m shares 
worth A$996.11m (US$760.4m). The 
stalling of the federal government's 
superannuation tax bill led to some selling 
in dividend imputation stocks. Westpac 
fell 33 A cents to A$4.87. 


The market drifted in a narrow range on 
low volumes until jolted downwards on 
the last day by a heavy reported loss by 
the Bank of New Zealand. BNZ fell 21 NZ 
cents to 78 NZ cents. Fletcher Challenge 
ended the period down 8 NZ cents tc 
NZ$4.73. Brierley was down 1 NZ cen 
NZ$1.60. Volume totalled 31.9m shares 
worth NZ$61.72m (US$36.2m). 


Share prices firmed over the period. 
Institutional support and interest from 
investors fuelled a rise in the BSE Index, 
which ended 27.76 points higher to close 
at 720. Volume was generally moderate. 
Those to benefit included Tisco which 
gained Rs 50 (Us$3.12) to Rs 1,315. 
Reliance gained Rs 8 to Rs 122.50 and 
Colgate gained Rs 15 to Rs 332.50. 


Even Wall Street was hit by the China 
crisis, with the Dow Jones Industrial 
Average falling sharply on 5 June despite 
an interest rate cut. The fall followed the 
index reaching a post-crash high in heavy 
trading, as investors looked kindly on the 
US economy. Trading averaged 193m 
shares. The Morgan Stanley Capital 
International Index dropped. 
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Daewoo only experience I nion te6hnolooy. The same precision 
manüfaeturing IS employed in Daewoo's state-ol4he-art work In: construction, 
lelecommun'cations, shipbuilding, electronics and heavy Machinery, Why rot 
let the same.lechoology. tha! enabled Daewoo to become one of the world 
most advanced companies help yourOWn company rise a. littie higher 
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0O. target audience is opinion 
leaders in government and other public 
and private organisations. The Far East- 
ern Economic Review is one of the most 
valuable media in the region for reach- 
ing Daewoo's target group. 99 





K. H. Moon 
Assistant Manager of 
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LASSIFIED ADVERTISEMENTS 


Business Opportunity Appointment 












NEWSPAPERS PRINTING PLANTS FOR SALE 


KOEBAU COURIER — 12 printing groups letterpress, 
colour possible 

KOENIG & BAUER — 8 printing groups letterpress 
PRODUCTION CAPACITY OF A NEWSPAPER OF 32 
PAGES: 50,000 copies/hour the first and 40,000 copies/ 
hour the second plant — Cylinder diameter 118 cm — 
height 180 cm — Very interesting price — For further in- 
formations contact R. Otelli — ITEDI — TURIN (Italy) 
Tel. (+39.11)65652798 — Fax (+39.11)6565704 — Telex 


212200 FIAT | — 





No. 1 Golf View Corner Lot; 
TOURNAMENT PLAYERS 
CHAMPIONSHIP COURSE, 
Scottsdale, Ariz (Phoenix Open). 
Privileges in all U.S.A. T.P.C. (eu 
US$329,000. Contact TED TOBIAS, 
455 Martin Lane, Beverly Hills, CA 90210, 
U.S.A. Phone 213-271-9839, 
AS 


Education & Courses 


KENE 


A full-time course lasting 12 
months for the degree of 


M.B.A. 


is offered by the Centre 
3raduate Management 


——— I 










Accommodation for single 
students available on the uni- 
versity campus. 


Full details available from: — 
The Director of Academic 
Affairs 

University of Keele 

Keele, Staffs ST5 SBG. UK. 
















Readers are 
recommended 


to make appropriate enquiries 
and take appropriate advice be- 
fore sending any money, incur- 
ring any expense or entering into 
a binding commitment in relation 
‘© an advertisement. The Far 
=astern Economic Review shall 
?ot be liable to any person for loss 
or damage incurred or suffered 
as a result of his/her accepting or 
offering to accept an invitation 
zontained in any advertisement 
)ublished in the Review. 












Property 


WEALDEN HOUSE 
FREE RELOCATION SERVICE 
For properties in the U.K. We have a 
comprehensive 
throughout the 


rtfolio of properties 
.K. Full property man- 
agement services also available. 
Birdbrook, Stonegate, Wadhurst, East 
Sussex, abc TN57EU 
Tel: 0435 517, Fax: 0892 515789, 
Telex: 9312102325 TWG 





COPYRIGHT 
REPRINTS 


The combined efforts of the Far 
Eastern Economic Review's large 


` and highly skilled editorial team 


have made it the premier source of 
information for those who do busi- 
ness, or have an interest, in or with 
Asia. 

As a testimony to the publication's 
editorial quality, many Review arti- 
cles have, over the years, been re- 
printed in newspapers, magazines, 
educational textbooks, newsletters 
etc throughout the world. 


Should you as an editor, publisher or 
on behalf of an organisation, educa- 
tional establishment etc wish to en- 
quire about our reprint and 
copyright charges, please address 
your correspondence to: 
Managing Director 
Review Publishing Company Limited 
GPO Box 160, Hong Kong 
Tel: 5-8328300 Fax: 5-8345987 
Telex: 62497 REVAD HX 


We welcome enquiries from all in- 
terested parties and assure you of 
our prompt, individual attention. 


This space is reserved for 
Classified Advertisements 
Reservations should be 


addressed to: 


International Classified Manager 
Far Eastern Economic Review, 
GPO Box 160, Hongkong 
Tel: 5-8328300 Telex: 62497 REVAD HX 








Iv The University 
ee) of Sydney, Australia 


CHAIR IN THE DEPARTMENT OF 
GOVERNMENT AND PUBLIC 
ADMINISTRATION 


Reference No. 20/01 
Applications and expressions of interests are invited from 
distinguished scholars with interest in one or more of the central 
fields of political science for appointment to a Chair in the 
Department of Government and Public Administration. 
The teaching and research interests of the department cover 
Australian politics, international relations, public policy and 
administration, comparative politics, political theory and political 
sociology. 
The other Chair in the Department is occupied by Professor Alastair 
Davidson. 
Salary will be at the rate of $A63,919 p.a. 
The University reserves the right not to proceed with any 
appointment for financial or other reasons. 
Applications in triplicate, including curriculum vitae, fax number, list 
of publications and the names, addresses and fax numbers of three 
referees by 31 July 1989 to the Registrar, Staff Office, University of 
Sydney, NSW 2006, Australia, from whom a detailed statement of 
information concerning the Chair should be obtained. Assistance 
with relocation expenses in Sydney will be provided. 
Further information is also available from the Association of 
Commonwealth Universities, 36 Gordon Square, London WC1H 
OPF, United Kingdom. 


Equal employment opportunity is University policy 


Publication 
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REVIEW INDEX 


The Review Publishing Company Limited is now publishing a 
quarterly index which details by country, subject and date every- 
thing that has appeared in the Review. 


The index is available on a quarterly basis. Subscribe now and each 


quarterly index will be sent to you automatically as soon as it be- 
comes available. A vital research tool, the Review index will save 
hours of needless searching for information. ORDER YOURS 
TODAY! Only HK$290 (US$37.50) for 4 quarterly issues. Just com- 
plete the coupon below and send with your payment. 





The Circulation Department, 
Review Publishing Company Limited, 
GPO BOX 160, Hongkong. 
Please send my order for the Review Publishing Company 


Limited QUARTERLY INDEX. | enclose HK$290/US$37.50 
(or its equivalent in local currency) in payment. 


(Please print in block letters) 


Name: 
Address: 


 ————————Ó 
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Pitch of the right choice 


Korean-born Chung Myung Whun, 36, was 
once so smitten with American football that 
he considered giving up a musical career for 
the gridiron or field. But he stuck with the 
piano, which he studied at New York's Jul- 
liard School, where he also picked up a con- 
ductor's baton. Now he has been catapulted 
aciui into the international 
spotlight with his se- 
= lection as the head of 
. . France’s new Opera 
Bastille. 

Chung replaces 
Daniel Barenboim, the 
virtuoso pianist who 
was sacked as conduc- 
tor of the opera in Jan- 
uary. His first task will 
be to oversee the final 
touches to gala ceremonies to mark the 
opening of the opera on the 200th anniver- 
sary of the French revolution in July. He has 
given no hint of his plans for the opera, 
whose regular schedule will begin next year, 
but he is almost certain to pursue a less 
confrontational policy than Barenboim. "If 
theres a fight, and I'll say it publicly right 
now, I won't fight, I'll just leave," Chung 
said. 

Chung comes from a family of extraordi- 
nary musicians. He used to play as part of 
the Chung trio, with sisters Kyung Hwa (a 
violinist) and Myung Hwa (a cellist), whose 
recitals included a performance at the White 
House. Before moving to Seattle in 1961, his 
parents ran a restaurant in Seoul, and 
Chung continues to enjoy gourmet cooking. 





Keeper of Taiwan' s purse 

Taipei bankers were surprised by the ap- 
pointment of Samuel Shieh, 69, an agricul- 
tural economist, as the new central bank 
governor. Shieh, whose background is in 
development, not finance, had held no pre- 
vious high government post. He is now 
guardian of Taiwan's US$76 billion foreign- 
exchange reserves and is also charged with 
the critical task of reducing soaring money 
supply growth. 

Many think he may bring a certain 
sophistication to the job. Amiable and self- 
effacing, Shieh will be a refreshing change 
from his aloof predecessor, Chang Chi- 
cheng, 70. A capable administrator, the Uni- 
versity of Minnesota PhD has impressive 
credentials: before becoming head of the 
Bank of Communications, the government- 
controlled development bank, he was direc- 
tor of projects at the Asian Development 
Bank (ADB) from 1967-81 and vice-chair- 
man of Taiwan's cabinet-level Council for 
Economic Planning and Development until 
1983. He was a member of Taiwan's history- 


78 


PUBLIC EYE 


making delegation to the ADB meeting in Pe- 
king last month. 

A mainland-born Hakka, his friendship 
with President Lee Teng-hui, also an agri- 
cultural economist by training, goes back 
some 30 years when Lee served under Shieh 
on Taiwan’s Joint Commission for Rural Re- 
construction, which oversaw the adminis- 
tration of US aid. Shieh was secretary-gen- 
eral of the commission from 1960-65, when 
he contributed articles to the REVIEW. 


Young helmsman at the Post 
Leading Thai journalist Paisal Sricharat- 
chanya, 38, took a lot of ribbing from fel- 
low journalists on 1 June. That day, Paisal 
(pronounced Paisan) went from being the 
REVIEW's Bangkok-based bureau chief to be- 
come editor of Thailand's top English-lan- 
guage daily, the Bangkok Post. Some jour- 
nalists wondered aloud if he could also be 
entering a transformation from hack to 

litician. 

“People tell me the Post job is a stepping 


? AFER WORKING FoR 
ive HE ROBARLY 
Jost WANTED -- 





MeL] « 
[! 
X ^ i 1 A 


„Touca ÀSYLor 


stone into politics,” said Paisal. “As far as 
I'm concerned the job as editor has nothing 
to do with going into politics — it is just a 
straightforward professional responsibil- 
ity." A proud Thai who has never made any 
bones about his Chinese Teochew ethnicity, 
he was the obvious person to fill the editor- 
ship left vacant on 31 January when Theh 
Chongkhadikij crossed over to rival daily 
The Nation as executive publisher. 

A staffer with the REvIEW’s Bangkok 
bureau for the past seven years, the last 
three as bureau chief, he started his career 
with the Post in 1971, and was news editor 
there when he left in 1977. 

Married with two daughters, the youth- 
ful Paisal tries to be a good family man, but 
was regarded by his REVIEW colleagues as 
something of a workaholic. In a country of 
avid readers of a comparatively free press, 
which many politicians and influence- 
peddlers naturally try to woo, he will now 
have his work cut out trying to keep a low 
political profile, among other things. 
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Friends in the right places 


The new US ambassador to Singapore 
Robert Orr, 72, first came into contact wi 

Asia as a soldier in the US occupation oe 
in Japan after its surrender. Leading a stee 
industry delegation from Indiana to Japar 
nearly 40 years later, he was given a stark re 
minder of changes that had taken place. Th 
delegation was trying to secure supply co 
tracts for the Kansai airport project. Oneac — 
quaintance said the Japanese basically tole 
him to "get lost." 

During his 1981-88 term as the Repub 
can governor of Indiana, Orr was creditec 
with bringing down high unemploymen 
transforming the state's smoke-stack stee- 
industry and promoting trade. He also i 
troduced foreign languages into hi 
schools, particularly Chinese and Japa 

He led more than a dozen missic 
China, Japan, South Korea, Taiwan ane 
Hongkong to promote trade. Singapowe- 
is virgin territory to him. Singaporear- 
believe that as a friend of powerful Indi 
senator Richard Lugar and another Indianai 
celebrity — Vice-President Dan Quayle - 
Orr will have some clout in Washingtor 
With the kind of views he holds on tra 
and education, Orr, says a senior Singapo 
official, “will find the island republic a com) 
genial place." 










Not a very retiring negotiator 
When Mike Smith, 53, retired as deputi 
US trade representative in late 1988, mansi 
of his counterparts were sorry to see hit 
go, though they still bore the scars of he» 
tough negotiating style. He formed a com 
sultancy with Steptoe & Johnson, a leadirwe 
Washington-based firm of trade lawvers- 
and is now back on the familiar 
ground of Tokyo, this time trying tc ,... 
open the Japanese market for cellule 
phones. Representing Motorola of the US im 
this trade row, Smith 
is unhappy that the 
firm's car phones can 
only sell in Osaka. "3 

He refuses to dis- — 
close names of retired | 
trade officials around 
the world with whom 
he used to cross 
swords but who now 
act as his consultants 
on matters ranging 
from mergers and acquisitions to market ae 
cess. 
Divorced with two children, Smith like 
sailing his 34-ft yacht on Chesapeake Ba. 
Maryland. He enjoys reading World War 
books, particularly about Adm. Yamamote 
whom he regards as the greatest admiral « 
the 20th century. 
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Hotel L Lotte Reaches 
New Heights in Luxury 


Hotel Lotte's major expansion at two 
locations makes the total of 2,017 rooms and 
suites for a bigger and more luxurious choice. 


With the New Wing and Hotel Lotte World in Chamshil, 
Hotel Lotte now ranks among the world's 10 largest hotels. 


Together, Hotel Lotte offers you a choice of 170 
Juxurious suites, 500 deluxe rooms and 1,400 superior 
rooms — for the very ultimate in luxury and comfort. 


Hotel Lotte: Everything and more you would expect of 
one of the greatest hotels in the world. 


lil 2,017 Superb Rooms @ Parking for 6,860 Cars 
Main Bldg.: 1,019 Rooms Main Bldg. & 
New Wing: 465 Rooms New Wing : 1,860 Cars 
Chamshil : 533 Rooms Chamshil : 5,000 Cars 
H 22 Meeting & E Major Facilities 


Convention Rooms Sauna, Pool, Duty Free Shop. 
Main Bidg.: 16 (4,000 Persons) Executive Floor, VIP Lounge, 
Chamshil : 6 (2,450 Persons) VIP Elevator (New Wing) 


E 36 Restaurants & Bars Member in Seoul, Korea 


Main Bldg.: 20 Wor : 
New Wing: 5 (SRS) Herm ELS 


Chamshil : 11 ETT 
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HOTEL LOTTE HOTEL LOTTE WORLD 


SEOUL KOREA CHAMSHA SEOUL KOREA 


Overseas Offices: New York: (201) 944-1117 Toll Free 800-22 LOTTE, L.A.: (213) 540-7010 

Toll Free 800-24 LOTTE, Tokyo: (03) 281-6636, Osaka: (06) 263-1071/ 2 

Hotel Lotte: 1, Sogong-dong, Chung-ku, Seoul, Korea. C.P.O. Box 3500 Seoul, Tel: (02) 771-10, 
Telex: LOTTEHO K23533/4/5, Fax: (02) 752-3758, Cable: HOTELOTTE 

Hotel Lotte World: 40-1, Chamshil-dong, Songpa-ku, Seoul, Korea Kangdong P.O. Box 220 Seoul. 
Tel: (02) 419-7000, Telex: LOTTEHW K33728, K33756, Fax: (02) 417-3655/6 
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LETTERS TO THE EDITOR 


Liberator or invader 

Gary Klintworth [LETTERS, 25 May] makes 
the same error in portraying Vietnam as the 
saviour of Cambodia as S. Rajaratnam's 
questionable plea for continuing to be 
hardline in the face of what he considers as 
the Vietnamese threat in the region [4 May]. 
Rajaratnam ignores that the policy of bleed- 
ing Vietnam white may lead to bleeding 
Cambodia into extinction and a continued 
military confrontation in Cambodia would 
lead to the re-emergence of the Khmer 
Rouge as dominant group in Cambodia — 
where they are posing a great threat already. 
Consequently, such a solution may be coun- 
terproductive and self-defeating. On the 
other hand, Klintworth's insinuation that 
Vietnam's dream of having an empire was 
“most fortunate for the Cambodian people" 
is preposterous. 

Vietnam is primarily responsible for all 
the woes of that unfortunate country. It is 
communist North Vietnam's persistent dis- 
regard of Cambodia's neutrality and viola- 
tion of its territorial integrity by infiltrating 
and using Cambodia as its staging post for 
subversion in South Vietnam that brought 
the war into Cambodia and provided the 


Americans a pretext to bomb and devastate 


Cambodia. Moreover, Vietnam did not in- 
vade Cambodia to save the country from the 
Khmer Rouge genocide, but simply because 
the Khmer Rouge spurned its offer of collab- 
oration. 

If the Khmer Rouge accepted Vietnam's 
overtures then the Khmer Rouge would still 
be brutalising Cambodia and with possible 
Vietnamese assistance. We must not forget 
that the Russians were in all praise for Hitler 
as long as he did not invade the Soviet 
Union. The Soviet Union was in fact supply- 
ing the Germans with raw materials when 
they were attacking the European demo- 
cracies. 

As for the Vietnamese-installed regime 
of Hun Sen, there is no question of award- 
ing legitimacy to that government. Both the 
Khmer Rouge and Hun Sen are illegitimate 
— one is a home-grown tyranny and the 
other is foreign-installed. The true govern- 
ment of a free Cambodia exists already — 
had there been no ClA-sponsored coup, 
Cambodia, under Prince Norodom 
Sihanouk, would be a neutral and peaceful 
country to this day. Hun Sen knows this 
fully and his present gesture of restoring the 
old name of the state of Cambodia partly 
stems from this. He will have to go a step 
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further — to step down and let Prin 
Sihanouk take command. He will not be le 
out in a sovereign Cambodia. In fact, —— 
than trying to hold tenuously to power with» 
Vietnamese support, Hun Sen may have á 
secured position in an independent Cam 
bodia under the leadership of Princes” 
Sihanouk. 
Ottawa MAHMOOD ELAH 
I was infuriated when I read G 
Klintworth's comments [LETTERS, 25 May 
about S. Rajaratnam's THE 5TH COLUMN OI — 
Cambodian issues. As a Cambodian I fees” 
that Klintworth's comments on the Viet 
nam-backed Phnom Penh government asi 
the only “effective” and “recognisable” gov 
ernment show his ignorance of Camk~**-r 
issues. 

The votes that the resistance coalition re 
ceived in the UN was more than enough tc 
prove that Vietnam was an "illegal in 
truder.” Klintworth said the Vietnamese — 

puppet regime in Phnom Penh is increas 
eto 'acceptable" to the majority of Cambo 
dians. Let me ask: how many Cambodians” 
did Klintworth survey or interview to ask 
about their recognition of the Phnom Pen 
regime? 

Many Cambodians inside Cambodia 
would condemn the Phnom Penh regimes) 
and its Vietnamese master if they had thes” 
freedom. They only keep their mouths shu 
because they want to live! 

The way Klintworth termed the Viet 
namese "invasion" of Cambodia as an "in 
tervention" is just a euphemism. Klintwortl 
thinks that Vietnam's invasion is now 
hegemonism but liberation. Vietnam is nc 
liberator — Vietnam is an invader! 

Rosemeadow, Australia SARETE JK 


China action plan 

While we all feel helpless in the face of the 
barbarous actions in China, there is much# 
more that can be done besides holding eves 
larger demonstrations protesting against the 
Chinese Government's actions. I suggest 
some or all of the following: 

P Raise the question of basic human rights» 
of Chinese people in the UN. 

P Encourage governments and interna- 
tional organisations to curtail the extensiorw 
of cheap credit to China. 

> Outlaw the sale of all types of military 
equipment to the Chinese Government, justi 
as there is an international arms embargo 
against South Africa. 

»> Demand the Organising Committee of 
the 1990 Asian Games urgently convene tc 
move the games from Peking. 

> Request the governments in Hongkong, 
North America and Western Europe to look 
into the existence of resources belonging to 
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Robots are getting more 
E sophisticated. 





WE DON'T KNOW 





The investment required for a big, long-range business 
jet is enough to make most companies think twice 
about buying one. Amazingly, it's also enough to buy 
two BAe 800s. The transcontinental capability of the 
800, more than 3,350 miles, matches the bigger jets. New 
York to San Francisco, non-stop, is all in a day's work. 

Yet, independent studies show the BAe 800 is as 
cost-efficient as much smaller business jets, even turbo- 
props. Its ratio of maintenance hours to flight hours is 
significantly lower, thanks in no small part to the quiet, 
powerful and eminently reliable Garrett TFE 731-5 
engines supplying the power. 

No other business jet offers such efficiency for both 
the short haul and long-distance demands. Which is just 


one reason why, last year, the BAe 800 outsold its nearest 
competitor better than two-to-one. 

For more information in North America, write 
Kenneth C. Spinney, VP Marketing-Corporate, British 
Aerospace, Inc., P.O. Box 17414, Washington-Dulles Int'l. 
Airport, Washington, DC. 20041. Or call 703-478-9420. 

Outside North America write Corporate Aircraft 
Sales Department, British Aerospace Commercial Air- 
craft, Hatfield, Hertfordshire, AL10 9TL, England, or 
call (07072) 62345. 

You will discover that when it comes to business 
jets, thinking somewhat smaller can make an 


enormous BRITISH AEROSPACE & 
difference. BAe 800. THE 2 FOR 1 BUSINESS JET. 





m Pr ssure the British Government to 
eview its position regarding the return of 
Jongkong to China. 

> Urge all foreign countries in which 
chinese students are studying to grant 
hese students political asylum. 
onging 


Eye on the marshal 

f only you had got your facts right, your ar- 
icle Air marshal’s stacked airline [PUBLIC 
YE, 1 June] would have been hailed by us as 
| major breakthrough. It isn't everyday that 
he existence of PIA is acknowledged by your 
»ublication. 

You begin with several small errors, or let 

is say goofs, and then proceed to make 
ome really big ones. For instance, your de- 
c= on of the PIA chairman's role as “bur- 
le me" is quite inaccurate. "Challeng- 
ng," “exciting” and "demanding" would 
urely have been nearer the truth. Your ref- 
rence to air marshal M. A. Daudpota as 
Ggar-smoking" is also off the mark, since 
he PIA chairman is not a smoker at all. In fact 
ie is known to disapprove of smoking. 
At wasn't "pilots and cabin crew" who 
went on a go-slow," it was only the pilots. 
ind it wasn't a go-slow, on a few selected 
lights, pilots went by the rules. 

Your repeated reference to "scandals" is 
isọ misleading. Both the purchase of com- 
'uters and the swap of DC10s with CPA's 
47s took place at a time when air marshal 
Jaudpota was heading the Zimbabwe Air 
'orce. In fact, when he tookover as manag- 
hg director one of his first tasks was to look 
nto these controversial deals which, inci- 
lentally are still under investigation. 

Your writeup also makes much of the fi- 
iancial losses the airline is supposed to be 
u ng asaresultofthe pilots’ action. The 
a hat PIA is one of the few world carriers 
nat has earned a profit every single year of 
s existence of 35 years, except for 1971-72, 
vhen East Pakistan broke away. 


MUMTAZ A. KHAN 








EV EW, 15 pee refers to the Peking 
vents in id 1989 as "one of the most 








an rch hof mankind to democracy. " But 
lor was too optimistic because he 
tani 4 June UM It the 
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inese Government officials and their lege students physically, but also wounded 


the hearts of both the younger generation 
and all Chinese in and outside China, an ir- 
reparable loss to the party itself. 

Your author is entitled to attribute 
the Tiananmen crisis to the conception 
that "the Chinese communist regime is 
actually dead," but I beg to differ; it is 
very much alive today. The real cause 
could well be that China's open-door policy 
and economic reforms have opened up the 
eyes of the "dummies" who are trying to 
imitate the people in many East European 
countries. 

It happened that the Chinese authorities 
did not choose the East European way to re- 
solve the problem but had used tanks and 
automatic fire which it seems has caused 
people to lose confidence. 

Hongkong ‘A HONGKONG RESIDENT 


Construction flaws 

Your regional overview of the construction 
business is laudable for its depth and accu- 
racy [FOCUS, 4 May], except for some flaws 
in the Philippine story. The report says the 
Pacific Plaza is being built by First Pacific 
“with the Republic of Nauru as one of the 
major partners.” Your reporter has probably 
confused this project along Makati’s Ayala 
Avenue with the Nauru-owned 28-storey 
Pacific Star building. 

The report also said the Tan Yu group 
bought the bayside land for P3 billion 
(US$138.9 million), but local newspapers re- 
ported the price as P1.778 billion. 

But these lapses are only exceptions to 
your magazine's generally impartial, dispas- 
sionate and thorough reportage. 


Quezon City 


Violence in the hills 

Despite the upcoming district council elec- 
tions in the Chittagong Hill Tracts (CHT) 
[REViEW, 4 May], peace in the CHT seems re- 
mote. On 4 May the Bengali chairman of 
Langadu, elected in the controversial Lan- 
gadu Upazilla election, was killed by un- 
known assassins. Immediately tribal villa- 
gers of Langadu were attacked by Bengali 
Muslim villagers settled in the Upazilla by 
the government. Attackers included mem- 
bers of the Village Defence Party, trained 
and armed by the government. At least 31 
people were killed. Thousands of panic- 
stricken tribals including Buddhist monks 
have since fled the area. 

In protest against the incident many 
senior leaders and students of Rangamati, 
including the Chakma chief, petitioned the 
deputy commissioner for redress. The 
memorandum, dated 10 May, demanded 
the withdrawal of all government-settled 
Bengalis from the CHT and sought compen- 
satory and security measures to be underta- 
ken by the government. 

With almost 100,000 CHT tribals now liv- 





ing in nisse conditions: in stus gee cain 
in Tripura state, India, and in the hills and 
forests of the CHT and away from their an. 
cestral homes, we cannot see how the gov- 
ernment can claim to have taken positive 
measures as a result of a peace pact (sign 
under duress) and subsequent legisla ii or 
without due regard to the sentiments of the ; 
CHT tribals. = 
The fact that so many tribals have been 
coerced into signing the peace pact and into © 
submitting their nomination forms for the - 
coming elections says a lot about EEUU i 
in the CHT. | 
Dhaka 
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Mistaken province 3 

If Filipino lawyer Gabriel Villareal really 
comes from Capiz province [PUBLIC EYE, 4 
May], then it is not a province of Luzon: 
Capiz is one of the four provinces on Panay 
Island, Western Visayas, Philippines. 

Taipei DAVID YU 


RP 


Dismantling the hurdles M 
‘Attorney’ [25 May] referred to the hurdles | 
which a foreign-trained lawyer must cross |. 
before he may be admitted as a Hongkong 
solicitor. The Law Society recently an- |. 
nounced a package of counter-proposals to. 
the government on the issue of foreign... 
lawyers. One of theelementsofthecounter- |. 
proposal is to introduce an accreditation sys- — 
tem allowing the qualifications of a foreign- 
trained lawyer to be taken into account in 
determining the examinations or periods of 
training he should undergo in order to qual- 
ify as a Hongkong lawyer. 

Another element of the counter-proposal 
is to remove the requirement under the 
Legal Practitioners Ordinance that a solicitor 
must be a Commonwealth citizen. If the 
Law Society’s counter-proposals are ac- 
cepted by government, the concerns ex- 
pressed by ‘Attorney’ will have been re- 
moved. All foreign-trained lawyers willbe . 
eligible to be considered under the accredita- .— 
tion system for the purpose of entering the = 
local legal profession. A, DONALD YAP ` 
bain President of the Law Society — 
















Message has been lost 
As long as Burma leaders, irrespective of- 
whatever shades of ideology, regard ethnic. 
minorities no better than cannon fodder to - 
achieve Burman ends, the task of nation | 
building will continue to elude them [Left in. 
disarray, 1 lune]. 

The 40-year civil war waged by the va: 
rious minority groups has one message: 
they want their rightful place in Burmese so-- 
ciety with honour and respect. This message- 
has been lost on successive governments i 
since independence. To assume that Burma | 
is only for Burmans is to ignore reality. 


Western Australia a SA 
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Five days after the 
army mowed down 
unarmed student 
demonstrators at 
Tiananmen Square, 
Deng Xiaoping 
appeared on 
Chinese television to 
denounce the 
“counter- 

a — — — revolutionary riot" 
and congratulate the People's Liberation 
Army (PLA). Flanked by ageing party 
stalwarts and generals, Deng portrayed a 
semblance of leadership unity. But, as 
Peking bureau chief Robert Delfs writes, the 
revulsion of the people at the recent carnage 
is such that it has destroyed the i AME 
of the party and the PLA. Arrests o 

dissident student leaders have continued as 
the propaganda organs begin to publicise 
the official version of the riots. Whosoever 
emerges as the leader in the post-Deng era 
in China, much of deposed leader Zhao 
Ziyang/s reforms are already in jeopardy. 
Correspondent Louise do Rosario reports 
on the possibility of a more militant and 
underground student movement and Tai 
Ming Cheung explains the reasons behind 
the unity of the PLA top brass in cracking 
down on the youth. Meanwhile, 
Hongkong/s Peking-controlled 
organisations fear retribution because they 
have favoured the pro-democracy students, 
reports Hongkong correspondent Emily 
Lau. The people of Hongkong have also 
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Air Retreat 


The Vietnamese-backed government in 
Cambodia plans to bring home its air force 
this summer after the current expansion of 
the runway at Pochentong airport is 
completed, Defence Minister Tie Banh has 
indicated. Cambodia's estimated 12 
Soviet-made MiG21s and some of its 
half-dozen Mi8 helicopters have been 
stationed for the past decade in southern 
Vietnam — rather than at the military base 
built in the late 1970s by the communist 
Khmer Rouge in Kompong Chnang on the 
southern edge of the Tonle Sap Lake — to 
prevent sabotage by Cambodian resistance 
forces fighting the government in Phnom 
Penh. 
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united as one in pressing Britain to 
safeguard their future, even as London 
continues to be less than concerned about 
their plight. Reactions from China's other 
neighbours have been rather muted, write 
REVIEW correspondents. Taiwan is 
apprehensive that China's recent upheavals 
could affect its domestic politics, reports 
Jonathan Moore. Asean leaders as well as 
those of Japan also have been cautious in 
criticising Peking. 10 

Cover illustration by Zoran Mekisig. 


Regional Affairs 


Editorial : Britain’s Obligation 12 


Cambodia : Conflict 

The US plans to offer covert arms aid to the 
non-communist resistance factions and 
steps up efforts to isolate the Khmer Rouge 


Chinese in Cambodia 

Three Chinese technicians recently 
travelled to Cambodia to help the Phnom 
Penh government restore a cement factory 
in Kamput province southwest of the 
capital which was damaged when the 
communist Khmer Rouge ruled the 
country in the late 1970s. The experts are 
believed to be the first Chinese citizens to 
visit Cambodia since the ouster of the 
Khmer Rouge, who are supported by 
China in a guerilla war against the 
Vietnamese-backed government in 
Phnom Penh. 


Salary Strains 


There has been almost-open disagreement 
between the Bank of Japan (BoJ) and the 
country's Finance Ministry over monetary 
policy, but it is not the only source of 
tension between the two institutions. The 
central bank jealously guards the secrecy 
of its salary scales from its paymaster, the 


FAR EASTERN ECONOMIC REVIEW 


from a post-Vietnamese withdrawal 
government in Phnom Penh 22 


Pakistan : Foreign Relations 
Prime Minister Bhutto's first official visit toni 
the US is overshadowed by the Bush 
administration's and the US Congress’ 
continuing concern over Pakistan's 
nuclear-weapons programme 24 


Indonesia : Politics 

Before leaving on a visit to the US, 
President Suharto moves to quash 
speculation about the political succession 
inthecountry 25 


Malaysia : Race Relations 

Malaysia debates whether its New 
Economic Policy — the 20-year exercise in 
social and economic restructuring — has 
succeeded in bringing about racial unity 

and alleviating poverty, and whether it 
should be extended. The p : 
which has benefited mainly the indigenous — 
bumiputra population, has changed the 

face of corporate ownership, urban 

dwelling and the education system, but its” 
detractors claim it has deepened 

communal divisions. 


Ethnic Economics 28 
The Corporate Cake 29 
The Diploma Disease 31 
Poverty Amid Plenty 32 
Fragile Gains 33 


Finance Ministry, and officials of the latter 
suspect that income differentials in the BoJ 
are much wider than those in the ministry 
The Finance Ministry pays the bank's total 
salary bill but has no influence over how 
the money is distributed. 


Bandung Bet 


Imminently joining Surabaya's P. T. Zebra 
Taxi on Jakarta's over-the-counter stock 
board will be Bandung Indah Plaza, an 
affiliate of giant Indonesian conglomerate 
P. T. Astra International. The Jakarta-basee 
Astra will float Rps 19 billion (US$10.8 
million) worth of shares in the firm, whicF 
is building a hotel and shopping plaza in 
Bandung. The listing is the first of three 
planned by Astra in the coming months. 

P. T. United Tractors, the local assembler 
of Komatsu equipment, will be floated in 
August while parent P. T. Astra 
International will issue new shares 
equalling 10% of its capital in 1990. 
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china : Tiananmen Massacre 

Peking students turned Tiananmen 
»quare into the centre stage for a new era 
n Chinese political history. And the 
»oodshed on 4 June made them the latest 
martyrs in a long tradition of 

nartyrdom 37 


Burma : Popular Music 

Nhen Rangoon residents took to the 
itreets last year, Burma's famous singer, 
jai Hti Hseng, was there 40 
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china : Economies 
Political turmoil in Peking seems set to 
»xlunge the country into recession 44 


-hina : Commodities 
Norld commodity markets react with 
incertainty to the upheaval in Peking 46 


Jongkong : Banking 

[he crisis in China will put a brake on 
'arnings growth at Bank of East Asia 
hich has courted prominent mainland 
»artners 47 


: Companies 
‘irms unite to fight a widespread corporate 
protection racket 48 


south Korea : Companies 

Jaewoo threatens to close its debt-ridden 
hipyard unless workers agree to a pay 
reeze 49 


"inancial In-fighting 
(he waning of 
*hilippine Economic 
"lanning Secretary 
»olita C. Monsod's 
ormer influence has 
een highlighted by 
he recent 
innouncement by 
"resident Corazon 
Aquino that the new Aquino. 
*hilippine Assistance 

?rogramme Coordinating Council, under 
ormer businessman Roberto Villanueva, 
vill be handling all official development 
issistance flows to the country. Aside from 
'conomic projections, this had been the 
najor function of Monsod's National 
iconomic and Development Authority 
NEDA). The government's move is partly 
ümed at salvaging the so-called 

Multilateral Aid Initiative proposed by the 
JS Government — which is turning out to 
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Cement plant: export surge (52). 


Malaysia : Industry 

Cement manufacturers look set to enjoy a 
sales boom as domestic demand picks up 

and exports surge 52 Loss-maker Kedah 
Cement proves a tempting target 53 


Japan : Companies 

Tsuneishi, a family-run shipyard, survived 
the world shipbuilding slump by using 
subcontracted labour 57 


Australia : Companies 
Doubts surround food giant Goodman 


. Fielder Wattie’s takeover of IEL 65 
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Europe-Asia : Policies 


. The EC's parliament is becoming a prime 


target for Asian lobbyists in the run-up to 
1992 and the single European market 65 


Singapore : Property 


. Hongkong companies buy heavily into 


Singapore property for asset security 66 


be nothing more than a new name for 
traditional aid flows. But in addition, 
Finance Secretary Vicente Jayme and 
Central Bank governor Jose B. Fernandez 
felt Monsod's critical views on their 
debt-management policy and the 
agreement they had struck with the IMF, 
were disruptive. Creditor-banks also had 
been quietly campaigning against Monsod 
because of her position that they should 
take a big loss in terms of a partial 
repudiation of some of their loans. NEDA 
staff are demoralised and several officials 
plan to leave. 


Central Sortie 


An arm of Indonesia's central bank will 
soon announce the purchase of a majority 
stake in Hongkong-based deposit-taking 
company Summa International Finance, 
owned by Indonesia's Soeryadjaya family, 
of the giant Astra conglomerate. The 
acquisition by Bank Indonesia's Dutch 
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subsidiary De Indonesische Overseeche 
Bank of a 51% stake in Summa, which has 
assets of US$190 million assets, for an 
undisclosed price is aimed at boosting the 
overseas presence of Indonesian 
companies, according to Jakarta business 
sources. It is also likely to give a new lease 
on life to Summa which suffered losses in 
1985-86 and has had only modest profits 
since. 


Reopening the Railway 

A delegation of Cambodian transport 
officials from the Vietnamese-backed 
government in Phnom Penh is scheduled 
to visit Bangkok this month to discuss 
reopening the key railway link between 
Thailand’s Aranyaprathet province 

and Poipet in Cambodia. The talks are 
part of Prime Minister Chatichai 
Choonhavan’s efforts to turn the 
battlefields of Indochina into a new trading 
market for Thailand. 
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Deng and the old guard make a show of force and unity 


Repression and reprisa 


By Robert Delfs in Peking 
he appearance of senior leader 
Deng Xiaoping on Chinese televi- 
sion on 9 June endorsing the brutal 
suppression of the Tiananmen 
demonstrators by the People’s Liberation 
Army (PLA) left no doubt as to who was real- 
ly in charge in China. But this was reassur- 
ing only in the context of earlier fears that the 
country might erupt into outright civil 
war. 

A single night of state terror has trans- 
formed the world’s sympathy and admira- 
tion for China’s achievements over the past 
decade into revulsion normally reserved for 
pariah states such as South Africa. But 
though the street violence has died down, 
this feeling has only intensified as a climate 
of fear and repression grips Peking and 
other Chinese cities. 

A countrywide hunt is on to arrest some 
21 student leaders for “inciting and organis- 
ing counter-revolutionary activities.” Many 
more arrests are expected. A diplomatic 
crisis is looming between the US and China, 
as arrest warrants have been issued for dissi- 
dent astrophysicist Fang Lizhi and his wife, 
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showed "very high consciousness and 
stood up to the test." 

At the 9 June televised meeting, Deng 
was seated at a table surrounded mostly by 
elderly party leaders and facing uniformed 
members of the Central Military Commis- 
sion (CMC) and commanders of the Peking 
Military Region (MR). The meeting was thus 
intended as a signal that the worst of the in- 
ternal factional struggle had ended with at 
least a temporary deal on the party's future 
leadership and the new policies. 

But the rest of the cast offers little hope 
that the reform policies of deposed party 
leader Zhao Ziyang would be continued. 
The new gerontocracy of conservatives 
which has re-emerged after the student 
demonstrations is itself deeply divided. 

No one at present, except for perhaps 
Deng himself, seems capable of challenging 
the conservatives' reassertion of personal 
power. But outside of their personal factions 
and patronage networks, the ageing conser- 
vatives are deeply unpopular and resented, 
particularly by younger liberals who formed 
Zhao's main base of support in the party. 
“This leadership is politically unstable and 
will remain unstable," one diplomat said. 





Deng reappears; ‘mobile’ patrol: repressive climate. 


Li Shuxian, both of whom have taken refuge 
at the US Embassy in Peking. 

The student demonstrations, according 
to Deng, started as a “disturbance” by a 
small minority, and developed into a 
counter-revolutionary riot intended .to 
“overthrow the communist party and the 
socialist system, subvert the People’s Re- 
public of China and establish a bourgeois re- 
public.” The PLA, People’s Armed Police 
and Public Security forces, Deng said, 


10 


“Whatever arrangements are made now — 
once Deng dies it will come unglued. Every- 
body in China knows this. And everybody 
knows that everybody knows.” 

It is more difficult to assess how the poli- 
tical crisis in the party has been com- 
pounded by the horror of the massacre in 
Peking on 3-4 June, which some leaders fear 
may have fatally and irretrievably destroyed 
the reputation and legitimacy of both the 
party and the PLA. The crisis also involves 
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the internal coherence and self-confidence 
of the party and military as institutions. Ir 
the 1966-76 Cultural Revolution, Mac 
Zedong turned the children loose as a 
weapon against the party. But Deng ha 
turned the party’s guns against the peopl 
and its own children. The number of leader 
ship families in which someone has beer 
killed, arrested, or now fears could be ar 
rested is astonishingly large. 

Deng's reappearance came in the ` l9 
of a numbing propaganda campaig e 
signed to convince the Chinese public ha 
reports of a bloodbath in Peking were me 
fabrications. The big lie is that the PLA " 
heroic victims, not the perpetrators of vi 
lence. “Troops did not kill or harm a singles 
person when we cleared ae 
Square,” according to Zhang Gong, deput 
political commissar of the Peking MR, at « 
televised press conference on 6 June 
Zhang's claim is contradicted by numerou 
eyewitness accounts. 


eking television has broadcast exe 
tensive clips from surveillano 
cameras and Western televisio 
network footage showing crowd 
stoning and burning military vehicles. Thee 
tapes and sound-tracks have been edited te 
exclude any evidence that soldiers fired o 
demonstrators. But many public security om 
ficials are “revolted” by what they have seems) 
on film and videotape, Chinese s e 
said. The true count of the dead, inc be 
soldiers, may never be known, but most e 
timates by Western diplomats and joum 
nalists range from 2-5,000. 

The propaganda campaign since thes 
Tiananmen carnage has been dominated b* 
Chinese television images of students anc 
other youngsters being arrested, handcuff 
ed and squatting at gunpoint with head 
bowed, or being frog-marched across a pow 
lice courtyard. 

No attempt is made to conceal that the 
detainees have been severely beaten. Thi 
regime’s greatest fear, one Chinese intellec 
tual said, is not that it would be seen as crue* 
or unjust but to be perceived as essentiallw 
powerless. The nightly television routine o» 
humiliating the prisoners has been taking 
place for the same reason that armoure 
vehicles are seen lined up in front of the For 
bidden City facing Tiananmen — to counter 
the images of weakness and impotence al 
the centre which were conveyed during the 
six weeks of student demonstrations. 
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By 10 June, authorities had apprehended 
nore than 400 "counter-revolutionary riot- 
rs who had participated in beating, ston- 
ng, shooting, burning and killing” and 
eaders of the illegal Peking Autonomous. 
tudent Union and Autonomous Workers 
Jnion. Many were apparently photo- 
raphed by infra-red surveillance cameras. 
Jthers, including at least one person ar- 
ested for "spreading rumours," were iden- 
ified from raw foreign television footage 
'y intercepting their satellite feed out of 
'okyo. | 

But cleavages within the top leaders and 
he need to draw support from a broader 
ross-section of the party may have forestall- 
d attempts by conservatives to launch an 
mmediate ideological campaign or a full- 
cale purge of Zhao supporters. An all-out 
ampaign now appears unlikely, at least 
intil after a central committee plenum or na- 
ional party conference is held to formally 
i ve leadership changes, though such a 
necung could be held quite soon. 

It is still unclear whether Zhao and his 
upporter, politburo standing committee 
nember Hu Qili, will be accused of commit- 
ing crimes or merely mistakes. Among the 
'ossible candidates to replace Zhao and Hu 
m the politburo are Education Commis- 
ioner Li Tieying, who aligned himself with 
Jeng's position at an early date (Li's mother 
vas Deng's first wife, and Deng may be his 
iatural father), plus party United Front chief 
(an Mingfu and Defence Minister Qin Jiwei 
— both of whom were earlier thought to be 
"hao supporters. 

Except for Zhao and Hu, all of the current 
»olitburo and secretariat members have 
ince made an appearance and indicated 
heir assent to Deng's new line. In addition 
o Wan Li and Qin, this includes Vice-Pre- 
nier Tian Jiyun, Yan Mingfu, and secretariat 
ilternate Wen Jiabao — all of whom were 
«own to have supported Zhao. 

‘haps the best indication of the 
itrength of Zhao's support is the fact that to 
lefeat it, Deng had to turn first to conserva- 
ive elders — former rivals whom Deng had 
vith great difficulty and Zhao's help finally 
emoved from active participation in politics 
only two years ago — and ultimately to the 
nilitary top brass itself. 

But there will almost certainly be major 
mmediate changes in the leadership of 
zarty propaganda organs, including the 
?eople's Daily and Xinhua newsagency. For a 
ime these organs openly supported Zhao's 
»ositions, and many of their staff partici- 
»ated in student protests as well as demon- 
trations for press freedom organised by 
ournalists themselves. 

"Due to mistakes in the direction of 
nedia work by a small number of comrades - 
n the central leadership who departed from - 
he stand of the communist party, some - 
1ews units gave incorrect guidance to public | 
)pinion in the course of suppressing this re- - 
»ellion," Premier Li Peng said in a speech- 
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to party and government leaders at 
Zhongnanhai on 13 June. "This is the result 
of the free spread of bourgeois liberalisation 
over a long period." 

Of the nine civilian leaders who ap- 
peared with Deng, seven are associated 
with the "gerontocracy" of elderly and in- 
tensely conservative leaders who appear to 
have gained a predominant voice in deci- 
sion-making. In addition to President Yang 
Shangkun and politburo standing commit- 
tee member Yao Yilin, these included 
former president Li Xiannian, Peng Zhen, 
Wang Zhen, and Bo Yibo. Although Chen 
Yun did not attend, his absence was noted 


On other pages 





in the official report of the reception, indicat- 
ing he was present in spirit. 

Qiao Shi and Li Peng were the only civi- 
lian leaders attending the meeting who are 
younger than 65. Li appears to remain re- 
stricted to the role of implementing but not 
fully participating in the decisions of the 
gerontocracy. Only Wan Li, chairman of the 
standing committee of the National People's 
Congress, is the sole remaining top leader 
who has been a supporter of reforms. 

Qiao is expected to be named acting gen- 
eral secretary to replace Zhao. With broad 
responsibility for party and state security af- 


fairs, Qiao was able to monitor the extent of 
Zhao's support and links between his back- 
ers and student radicals, sources say. 

Deng reaffirmed the validity of the line 
and policies set by the party since the 3rd 
Plenum of the 11th Central Committee (in 
December 1978), including the general 
policies of reform and opening to the out- 
side world. But he added that it is necessary 
to “sum up experiences, upholding those 
parts that are right, and correcting mistakes 
and shortcomings." This process of re- 
evaluation could question the progress of 
the reforms since the early 1980s. 

The policy of opening to the outside 
world is even more vulnerable, particularly 
if cultural and economic contacts with the 
West become identified as a source of 
"bourgeois" influence underlying the stu- 
dent demonstrations. 

Even the verbal commitment to "open- 
ing" has already been breached. Vice-Presi- 
dent Wang Zhen, perhaps the most 
xenophobic and culturally conservative of all 
the elderly comrades, replaced Deng's for- 
mutaic phrase “reform and opening" with 
"construction and reform" in a speech to 
martial-law troops on 8 June. 

But beyond their visceral hostility to any 
form of political liberalisation which would 
weaken the party's monopoly of political 
power, the gerontocrats are riven by long- 
standing personal antipathies. Whatever 
the real limits on Deng's personal power at 
present, he has become indispensable to the 
rest of the elders as an embodiment of politi- 
cal authority and leadership unity. This may 
make it possible for Deng to save at least part 
of what he himself considers to be the neces- 
sary core elements of the 1980s reforms. m 
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Future dissent in China may be violent 


The fire next 


By Louise do Rosario in Hongkong 








eking's massacre of unarmed protes- 

ters may lead to the radicalisation of 

China's dissident movement, which 
has remained non-violent and low-key dur- 
ing the past decade. Terrorism, assassina- 
tion and widespread sabotage — options 
few political activists in the past dared con- 
sider — could be resorted to by many dissi- 
dents who have realised that peaceful pro- 
tests have failed them. 

Violent reaction would be suicidal in the 
current crackdown by the authorities, but 
hatred and revenge could motivate some 
surviving student leaders to commit acts of 
violence. Angry Peking citizens, who 
showed their rage by burning army trucks 
and attacking soldiers in Tiananmen Square 
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time 


during early June, also spoke openly of 
the need for armed resistance against the 
government. 

Persistent rumours that some student 
leaders had fled China also raises the spectre 
of an overseas-based opposition movement. 

Underground anti-government organi- 
sations are a new challenge to the com- 
munist party, whose overwhelming grip on 
society in the past made such activity impos- 
sible. But the traditional control system of 
fear, ideology and an individual's heavy 
dependence on his work unit for survival 
has been weakened by a decade of reform. 
The state would have to use greater 
suppression to stop such clandestine ac- 
tivities. It would also need more manpower 
and sophisticated technology to modernise 
its internal suppression apparatus to cope 
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with a more potent dissident movement. 

Thanks to economic liberalisation, there 
are now enough resources outside the 
state's control to organise an effective oppo- 
sition. Computers, telephones, facsimile 
and other communication facilities are avail- 
able to those who can afford them. Chen 
Jun, the dissident expelled from China early 
this year, used such modern equipment to 
conduct his amnesty campaign for impri- 
soned dissidents. 

Dissidents are also encouraged by the 
widespread public support which their pre- 
cedessors did not enjoy. The Democracy 
Movement of 1978-79 is remembered only 
by intellectuals and was easily monitored by 
the authorities, while the dissident move- 
ment in the early 1980s was based on élitist 
intellectuals — many of them top party offi- 
cials — who made open criticisms in articles, 
speeches and interviews. Words were their 
main medium. They pleaded, rather than 
protested, seeking patronage from a few en- 
lightened party leaders. Some intellectuals, 
hoping they could reform the system from 
the inside, were reabsorbed into the estab- 
lishment over time. 

With greater party tolerance early this 
year and the participation of younger politi- 
cal activists,.the dissident movement took 


new forms of expression. Government 
critics used open letters, petition campaigns 
and international pressure to promote their 
cause. Although no formal anti-government 
organisation was formed, some research in- 
stitutes and intellectual gatherings brought 
these like-minded people together. 

The recent student movement started 
with a mixture of traditional and new pro- 
test techniques. Pro-government slogans 
and a hunger strike echoed the tradition of 
remonstrance: an appeal to the good sense 
of the emperor. Press conferences held for 
foreign and domestic reporters, demand for 
the live broadcast of dialogue with leaders 
and accurate news reports on student pro- 
tests reflected the students’ acute awareness 
of the importance of modern telecommuni- 
cations. 

In its last days the movement became in- 
creasingly radical as protesters became dis- 
illusioned. Tiananmen Square was trans- 
formed from a peaceful sit-in where stu- 
dents pleaded for government reaction to a 
centre of open, anti-government activities, 
such as a call for workers to strike. But even 
when finally surrounded by tanks and sol- 
diers the students offered no serious resist- 
ance — a degree of passivity that is unlikely 
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PLA finds political loyalty 


comes with a high price 
Winner — 
and loser 


By Tai Ming Cheung in Hongkong 
I t might have been a "glorious victory" tc 

















Chinese leaders, but even if the reware 

for the wanton killing of unarmed Pe 
king civilians will be an increase in politic 
influence for the People's Liberation Arm 
(PLA), the price will be high: it has been le 
irrevocably alienated from the populace, it 
professionalism has been compro d 
and it is cut off, at least for now, fror.. pr 
chasing Western weapons. 

There was initial concern over the loyal 
ties of military commanders and reliability o 
troops if ordered to move against the pro 
democracy demonstrators, but in the end 
when the crackdown order came on 3 June 


12 





EDITORIAL 


Britain's obligation 


Hongkong must seize the hour. It is now or never. This is the 
time to bring its precarious future to the attention of the world 
and seek internationally the backing that a weak, mean-spirited 
British Government appears unwilling to provide. 

. Hongkong’s legislators and lobbies must seize the moment of 
their unity of purpose to take themselves on a world tour, which 
should end, not start, in London. Their mission should be de- 
signed partly to explain and partly to shame. To shame Margaret 
Thatcher's government whose vision of the future of its 5.6 mil- 
lion citizens in Hongkong has been defined by the next suburban 
by-election and hopes of selling otherwise uncompetitive British 
power stations to China. To shame too the opposition Labour 
Party, whose foreign-affairs spokesman, Gerald Kaufman, 
rushed to Hongkong to get himself in the limelight but commit- 
ted his once idealistic party to no more than the usual platitudes. 

The delegation should start in the European Community (EC) 
where 300 million people of 12 nationalities are about to have 
freedom to work and reside in each other's countries, and carry 
identical passports. Unless things go badly wrong in Hongkong, 
most of its people would no more dream of moving to Europe 
than Greek peasants would of migrating to Glasgow. There is no 
particular reason to suppose that British workers should be any 
more concerned about safeguards for Hongkong than German 
car workers or Spanish miners are worried about each other, or 
Hongkong. Hongkong people might, however (despite lan- 
guage problems), prefer greener Euro-pastures than Thatcherite 
or Kinnockite Britain. 

The delegation could go first to France which next month cele- 
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to be repeated at future confrontations. — 8 


brates 200 years of Liberté, Égalité, Fraternité. President Frangois 
Mitterrand has a sense of history and appreciates the grand ges- 
ture. (His wife met the Dalai Lama while Thatcher was trying to 
keep the Tibetan leader out of Britain to appease Deng Xiaoping.) 
Whatever the many failings of its decolonisation policy, France at 
least never divided French passport-holders into two classes. 

The delegation should proceed to West Germany, which, de- 
spite Soviet President Mikhail Gorbachov's reforms must still 
contend with the Berlin Wall which lends a special irony to the 
phrase "one country, two systems." Then to a Spain which 
knew the terrors of communism and fascism and liberated itself 
from both. Onward to Ireland and Denmark, proof that tiny 
countries can be both independent and prosperous. 

Across the Atlantic to a US whose excesses of liberty are 
wisdom and its attraction, and whose symbol inspired the re- 
king students' Goddess of Democracy. To Canada, principal bene- 
ficiary of Hongkong's haemorrhage of money and manpower. 

To Japan, not in the hope of a passport (citizens of Korean de- 
scent are still waiting for theirs) but to remind people that Hong- 
kong is a small but important cog in the global trading 
from which Japan derives such advantage and a hub of regional 
trade between incompatible governments. 

Finally, to Taiwan to show the government in Peking that the 
moral ascendancy over the Kuomintang which it once enjoyed, 
has been destroyed by the advance of bourgeois liberalism in 
Taiwan and its massacre on the mainland. 

After all that, the delegation can go to London to remind the 
British that responsibility for Hongkong is primarily theirs. And it 
should go to the Commonwealth Heads of Government Meeting 
in Kuala Lumpur in October. Britain, as well as China, promised 
Hongkong a stable and liberal future. The further China moves 
from willingness or ability to stand by what was promised, the 
greater is Britain's responsibility to ensure that it does. Thatcher 
has been keen to lecture others on the inviolability of treaties, but 
seems to regard the Sino-British Joint Declaration she signed in 
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he army acted decisively, if brutally. 

The different group armies did not turn 
ym each other and incidents where troops 
urned over their weapons rather than con- 
ront civilians were isolated. Even officers, 
such as Defence Minister Qin Jiuwei, earlier 
»elieved to be under suspicion for question- 
ng the use of the military to crackdown on 
demonstrators, emerged unscathed, and 
politically back in favour. 

The PLA's obedience to its political mas- 
‘ers reflects the effectiveness of its command 
structure, and also the strong influence of 
the communist party in the ranks. Soldiers 
Tom the top down are trained to obey or- 
lers withowt question or interpretation, 
closely monitored by political commissars of 
the General Political Department (GPD). 

The interlocking nature of the command 
structure makes it difficult for military units 
to split easily into opposing factions, or to 
allow individuals to gain personal control of 
h 

-peculation, therefore, that the hardline 
27th Army, personally aligned to President 
Yang Shangkun, the Central Military Com- 
mission general secretary, would square off 
against the more moderate 38th Army 
proved unfounded. 





The guns of June. 


missars has been tempered in recent years 
with the PLA’s emphasis on professionalism, 
their position and influence still remain con- 
siderable. 

Commissars defer to commanders, but 


the latter usually do not issue orders without - 


first conferring with the commissars. In any 


year, commissars often outranked com- 
manders. 

With troop political loyalties more sus- 
pect than their fighting capabilities, the GPD 
stayed at the centre of operations through- 
out the crackdown. Commissars were re- 
sponsible for persuading the troops that 
they would not be confronting the broad 
masses but counter-revolutionary rebels in- 
stead. 

With renewed emphasis on political 
ideology, the GPD's role will grow again. 
And at the head of this effort will be GPD 
chief Yang Baibing, the younger brother of 
Yang Shangkun, now touted as the possible 
successor to paramount leader Deng Xiao- 
ping. 
As the military reaps the political re- 
wards of its actions, Yang Baibing is likely to 
become one of the major beneficiaries. That 
may include a politburo seat. 

Professional commanders, especially 
those in their 50s and younger, will view the 
possibility of political considerations taking 
precedence over the professional as a 
dangerous threat to the PLA’s fighting 
abilities. But defence expenditures may in- 
crease to placate them and offset the loss 
of important military technology-transfers 
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Although the political zeal of the com- 


1984 with the ironically now-purged Zhao Ziyang, as no more 
solemn than an election manifesto. | 

Britain has two fortunately self-reinforcing things to do: 
strengthen the bulwarks against Peking and provide a safety net 
for as many as possible should those bulwarks fail. This 
magazine has long argued that a legislature with a large propor- 
tion of directly elected members is the soundest, most credible 
popular bulwark against direct intervention or the buying of the 
existing oligarchy by Peking. Recent events now make it possible 
that a rough consensus on constitutional reform can be achieved. 
The threat of death has concentrated Hongkong minds wonder- 
fully. 
Next, the legislature must seek to define and codify — much 

wre closely than the joint declaration — the rights, liberties and 
institutions that Hongkong enjoys. Hongkong members of the 
Basic Law Drafting Committee should refrain from further work 
until this has been done and then insist that these closely defined 
codes be incorporated in the Basic Law. Britain, meanwhile, 
should suspend the meetings of the Sino-British Joint Liason 
Group charged with implementing the joint declaration. (As itis, 
these are regarded with much suspicion by Hongkong in view 
of their secretive nature and the prominent role played in them 
by British diplomats with a proven record of kowtowing to 
Peking.) ‘4 

. If Britain is, for reasons of domestic politics or enfeebled will, 
unable on its own to give adequate backing to Hongkong it must 
make every effort to "internationalise" what is an international 
. If that means going cap in hand to its EC, North Ameri- 

can, OECD and Commonwealth partners, so be it. 

Other nations would rather not become involved in joining 
Britain to help enforce the joint declaration. Peking in its present 
mood could react strongly against any appearance of "extra-ter- 
ritoriality" in disguise. But many countries, especially those of 
East and Southeast Asia and North America have interests in 
Hongkong which go far beyond the sum of their direct invest- 
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case, when ranks were re-introduced last 


from the West. 


ments. Hongkong’s plight has appeal to the self-interest and, 
post-Tiananmen, the idealism of others. 

The second line of defence is the offer of a bolt hole. Euro- 
passports for all would not solve the brain drain. Many would 
still leave either because they did not believe (with good reason if 
they came from British ministers or diplomats) assurances about 
the future, did not want to end up in Europe, or simply wanted to 
go to Canada or Australia anyway. Nor would giving out resi- 
dence to British passport-holders (but not those with only the 
local Certificate of Identity) help more than 60% of Hongkong's 
people. But fears of the loss of the Hongkong-born, who are 
mostly the best educated, would be a significant protection for 
the rest. 

Hongkong people are taking risks for their own future. For 
the first time they are participating en masse in politics, and 
doing so in a way which will anger Peking, draw down allega- 
tions of "treason" and suggestions that Hongkong people are re- 
jecting “one country, two systems" by engaging in the politics of 
the "other" system. 

Britain now must take similar risks of seriously annoying 
China. Any policy for Hongkong must assume that a more sensi- 
ble and humane government, which will accept why additional 
guarantees are now necessary, will be in power in Peking by 1997. 
If it is not, the British themselves may find they have to rethink 


the basic premise of the joint declaration — that China was being, 


ruled on the basis of resonably enlightened national self-interest 
and would therefore want to redeem its promises to its Hong- 
kong compatriots. 

Meanwhile, there are a couple of things that Hongkong 
legislators must do to avoid accusations of hypocrisy: present a 
less hostile face to the Vietnamese boat people, who are but a 
minor problem compared with Hongkong's long-term security; 
and change Hongkong’s racist laws which discriminate against 
non-ethnic Chinese in Hongkong and give extra privileges to 
those (regardless of passport) of Chinese blood. m 
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Nice try, Guv 
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n the wake of the Chinese leaderships’ 
r slaughter of those who dared challenge 

its rule and as the mechanism of repres- 
sion begins to process and punish the sur- 
vivors, Hongkong's Governor Sir David 
Wilson has called upon London to give 
Hongkong people with British travel docu- 
ments the right of entry into Britain, citing its 
“moral obligation" to do so. 

Speaking before the Foreign Affairs 
Committee (FAC) of the House of Commons 
on 12 June, Wilson took a far stronger line 
that at a previous appearance before the FAC 
less than three months ago. At that time he 
expressed sympathy with the feelings of 
people in Hongkong but went no further. 
One could easily suppose the massacres in 
Peking had convinced him sympathy was 
no longer enough. Further, one could also 
*. imagine he would wish to avoid the charge 
=. he was not batting aggressively enough on 
behalf of Hongkong. 

The committee’s main concern appeared 
to centre on how many Hongkong Chinese 
want to come to Britain, and how to prevent 
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p By Emily Lau in Hongkong E 
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a i ] Yhe government-initiated army mas- 


sacre of unarmed civilian dem- 
| onstrators in Peking and the sub- 
. sequent arrests of student leaders and 
others across China have unified a 
traumatised Hongkong people in their de- 
mands on the. British Government to 
guarantee their future. The demands in- 
clude the right of abode in Britain for all 
‘Hongkong British nationals, stepped-up po- 
litical reforms and enhanced legal protection 
of human rights. 

. The carnage in Peking and the mass 
. demonstrations here in reaction to the com- 
munist crackdown have forced London to 
sit up and take notice of Hongkong's plight 
in the run-up to 1997, when the British col- 
ony reverts to Chinese sovereignty. A flurry 
of visits by MPs from three political parties 
seeking to assess sentiment here has fol- 
lowed the recent events, and British Foreign 
Secretary Sir Geoffrey Howe will visit the 


Britain offers platitudes, but few passports 


most of them from doing so. It asked Wilson 
what special categories of potential migrants 

might be devised that allowed a degree of 
"flexibility" while keeping the bulk of the 
population out. The governor preferred to 
promote the idea of widespread right of 
entry. The committee also considered 
whether other countries could be induced to 
share the burden of accepting Hongkong 
people, but again Wilson was reluctant to 
encourage this line of reasoning. 

While Wilson talked of Britain’s moral 
obligations, the government which ap- 
pointed him continued to maintain that 
granting the right of entry to so many Hong- 
kong people is politically impossible. For- 
eign Secretary Sir Geoffrey Howe echoed 
this view in a BBC television programme on 
13 June. These seemingly opposed views 
between the governor and his employers 
are seen by some as very convenient, as it 
helps Wilson retain some credibility and 
popularity in Hongkong without com- 
promising the British Government's domes- 
tic political position. Everyone is slightly 
pleased and nothing much is done. 

The killings in Peking, however, have 





Residents demand guarantees on future from Britain 


Wake of the storm 


territory in July, when he might announce 
measures to help restore confidence. 

During their brief visits, the MPs were 
struck by the level of anxiety in the com- 
munity and the unanimity of opinion on the 
demands. Almost without exception, local 
and expatriate businessmen, civil servants, 
politicians and professionals agreed that the 
British Government should fulfil a moral re- 
sponsibility to the territory’s 3.25 million 
Hongkong British subjects by giving them 
the right of abode in Britain as an “insurance 
policy” against things going badly wrong 
before or after 1997, 

The MPs were also told that the demo- 
cratisation process in Hongkong should be 
speeded up and should lead to at least 5075 
of the Legislative Council (Legco, the law- 
making body) being directly elected before 
1997. Residents here also were united on the 
need for a bill of rights, to entrench protec- 
tion of civil liberties, 

Dame Lydia Dunn, senior member of 
Hongkong's policymaking Executive Coun- 
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Bota —at least for the moment. M 
of the press, including such righ 
newspapers as the Daily Mail, have pub- 
lished editorials expressing concern for 
Hongkong and talking of Britain's responsi- 
bility there. One prominent politician, 
Paddy Ashdown, leader of the Social 
and Liberal Democrat (SLD) party, has 
spoken in favour of offering Hongkong 
passport holders the right of entry ta 
Britain. 
But none of this is likely to change the es- 
sential problem. Britain may have a more 
obligation to take in the people of Hong- 
kong, but has nointention of honouring that 
obligation at a time when recommending, 
mass immigration is still considered politica 
suicide. One member of the FAC confided 
after the governor gave his evidence that 
“we think Paddy Ashdown's gone round 
the bend." It is noticeable that the L `. ir 
Party, which unlike the SLD has a cha; 5f 
winning the next election, has not riskeu ad- 
vocating the right of entry to Hongkong 
people. 
During the governor's visit to Britain he 
called on Prime Minister Margaret Thatcher 
to put his “moral obligation" case. Afters _ 
wards, he was asked whether he got any- . 
thing more than "tea and sympathy." He _ 
said he did. But for most people in Honge 
kong who want a right of entry to Britains; _ 
“tea and sympathy" may well be all they 
get. is 
























cil, and senior Legco member Allen Lee told 
the MPs that the Hongkong people's de- | 





mands must be taken as a whole and th 
should be no trade-offs. 

The British Government and most MPs 
rejected the idea of giving the right of abode 
to 3.25 million Hongkong people, saying it 
was politically impossible. Instead, . »r - 
options were being considered, such .— ne 
annual immigration quota, setting up 
favoured immigration categories and pros 
viding a “haven of last resort" for Hong« 
kong's people should Peking not meet its 
obligations under the 1984 Sino-Britishe 
agreement on the territory's future. | 

MPs were told an annual quota system 
would force those accepted to leave andl 
could start a stampede disruptive to Hong- 
kong's economy. The idea of devising cate- 
gories of eligible migrants was soundly re-« 
jected by most people here, including such: 
potential beneficiaries as senior civil servants. 
and businessmen, who argued that the terri-: 
tory could become ungovernable if it was 
further divided into haves and have-nots. 

Nobody appeared to know how a have 4 
of last resort would work, and most agreed’ 
that it would be inadequate simply to try tow 
pacify Hongkong's anxious populace, whos 
needed a trustworthy lifeboat now — not 
just vague promises about the distant fu-: 
ture. = 
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A Different View. 


The Golden Gate Bridge, 
photographed by Alan Ross. 
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Communists i in the territory fear Peking: s retribution 








By Emily Lau in Ho Emily Lau in Hongkong 


Mf X hinese Communist Party (CCP)-con- 
. , rolled organisations and other pro- 





ALA Peking groups here are bracing for a 
dampdown following their public opposi- 
tion to the Chinese Government's use of mi- 
litary force against pro-democracy de- 
monstrators in Peking during the weekend 
of 3 June. In addition, there is speculation 
that the friction between these bodies and 
Peking has caused turmoil in the CCP's 
Hongkong branch, known as the Hong- 
ki. Macau Work Committee (HMWC). 
^ source told the REVIEW that while 
the HMWC has by no means disintegrated, it 
is not operating normally because of the 
open rebellion of so many HMWC-controlled 
groups. However, HMWC operations are 
continuing, though without the benefit of 
clear direction from Peking, the source said. 
The most open break with the party was 
reflected in the columns and commentaries 
of Hongkong's two communist newspap- 
ers, Wen. Wei Po and Ta Kung Pao, which 
published vivid accounts of the events lead- 


Waiting for the axe 


ing up to the Tiananmen massacre and 
hard-hitting editorials in defence of the 
demonstrators. Some staff members of the 
Hongkong branch of China's official Xinhua 
newsagency also publicly supported the 
demonstrators and openly mourned their 
deaths. Xinhua is Peking’s official represen- 
tative in the territory. 

During three mass demonstrations here 
in support of Peking’s pro-democracy stu- 
dents, held in May and June, local pro-Pe- 
king groups played prominent roles, lead- 
ing many marches and carrying banners 
clearly identifying themselves. Among 
those participating were the Federation of 
Trade Unions (FTU) and the Federation of 
Education Workers (FEW). After the Tianan- 
men massacre, even staffers of local 
branches of mainland-based banks held a 
demonstration of their own in Hongkong’s 
Central business district to mourn the dead. 

FEW chairman Cheng Kai-nam said the 
rift between the Chinese Government and 
local pro-Peking organisations existed long 
before China’s most recent student move- 
ment. Cheng said that during the drafting of 
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The KMT assesses impact of communist brutality 


Double-edged sword 


pemper emaii n i rt tier emer TH sme tiet aera enara 


3 nathan. Moore in Taipei 





~ ollowing the carnage in Tiananmen 
4. Square, Taiwan's ruling Kuomintang 
. . (KMT) is seeing world opinion of the 
?eking regime coming more into line with 
ts own — that the Chinese communists are 
nonsters. 

-But beneath its expressions of compas- 
iion for the massacred students and outrage 
it the communists' brutality, Taipei is faced 
vith the vexing problem of just how to re- 
ipond to the fluid and complex political 
ir unfolding i in China. Whatever the 
:utcome in Peking, Taiwan's domestic and 
Ol policies will surely be affected as the 
S future is inextricably tied toits evolv- 
nship with the mainland. 
two weeks of going about business 
while Chinese in Hongkong and 
es around the world erupted in 
etic protests against the Peking 
; declaration of martial law in the 
iiwan's citizens and leaders finally 
-R when the Chinese aan 














began shooting students and other civilians 
during the first weekend of June. Thou- 
sands of anguished and frustrated citizens 
attended KMT-sponsored rallies in support 
of the students and against Peking's resort 
to military force. 

The KMr leadership, which had gathered 
over the 3 June weekend for the second 
plenum of the party's 13th congress, de- 
clared its support for the student movement 
on the mainland and condemned Peking’s 
action, saying the communists had showed 
"their tendency to inhuman, savage brutal- 
ity." On 4 June, Taiwan President Lee Teng- 
hui called the crackdown an "act of mad- 
ness," and put Taiwan's army on alert. 

But given the propaganda opportunity 
offered by the crisis, Taipei's official reaction 
was surprisingly muted. This was not lost 
on the KMT regime's domestic critics, who 
had earlier attacked the Taiwan Govern- 
ment for reacting too little and too late to Pe- 
king's declaration of martial law. 

One reason the KMT was initially re- 
strained in its ea oppositionists here 








the Basic Law — a mini-constitution foi 
Hongkong after 1997, when the colony re- 
verts to Chinese sovereignty — the pro-Pe- 
king groups here and in Macau criticised 

mainland Basic Law drafters’ alleged failure - 
to take into account local points of view on ` 
critical issues affecting the future of the two . 
territories. 

Members of the FTU, which claims a_ 
membership of 180,000, took part in a one- . 
day general strike on 7 June to protest 
against the massacre. FTU vice-chairman 
Tam Yiu-chung, who also serves on Hong- 
kongs lawmaking Legislative Counci . 
(Legco), said that while the FTU remained a o 

“patriotic organisation," he was deeply con- — 
cerned over the loss of morale among mem- |: 
bers. This concern was shared by Cheng, __ 
who said many people had been shattered __ 
by events in Peking and felt frustrated and — 
helpless. US 

Tam said there had been disagreement = 
within the FTU on how toreacttothestudent == 
movement and its subsequent brutal sup- ^ . 
pression. In the end, he said, the member- 
ship decided to take a public stand in sup- = 
port of the students because they feared that © 
by not doing so they would become isolated 
from the masses. Cheng said the FEW de- 
cided to adopt a high profile in demonstra- — 
tions here because it wanted to show itsin- — 
creasingly confused membership that the —__ 
FEW was not wavering from its original posi 
tion in support of the students. : 





assert, is that the Taipeileadershipiswaryof ^ 
encouraging Taiwan's own pro-democracy 
student movement. Student activists here — 
are certain to be inspired bythecouragedis- — 
played by their counterparts in Peking, — . 
and Taipei, when dealing with student — 
protesters in future, will have to be pru- 
dent. 1 
The steps the government have takenin ^. 
reaction to the Tiananmen massacreindude ^ — 
launching a publicity offensive aimed at 
unifying Overseas Chinese and otherinter- — 
national opinion against Peking/sactions.In o 
addition, Taiwan's military helped a local. - 
newspaper company to gather thousands of 
newspapers containing news of the recent - 
events in Peking and sent them to the main- 
land tied to balloons. In line with this effort 
and to help Taiwan residents get news of 
family members perhaps affected by the vio- 
lence, the government opened direct tele- 
phone and mail links to China. | 
International opprobrium at the mas- . 
sacre could help to open foreign-relations ` 
opportunities for Taipei. With a new confi- 
dence arising from its increased economic . 
strength, Taipei, in a pragmatic bid to break | 
out of its diplomatic isolation, has been try- 
ing to establish close unofficial ties with : 
those countries and international bodies 
which had previously abandoned it in. 
favour of Peking. us 
The Peking regime's crackdown on the — 
















Students. cannot Put it help Taipei i in this ef- 


fort. For example, Taiwan may now find 
stronger international support for its bid to 
gain entry to Gatt and the OECD. Over Pe- 
king's objections, the OECD has already in- 
vited Taiwan to attend an upcoming meet- 
ing as an observer. 

Meanwhile, relations between Taipei 
and Peking are tense, with Peking accusing 
Taiwan of supporting China's democracy 
movement. The sudden chill has come as a 
shock to Taiwan, which has a considerable 

. economic and political stake in improved 
- cooperation with China. 
- ^ Relations between Taiwan and the main- 
— - land had been improving steadily, with 
|... growing contacts between Taiwan and 
. mainland residents, and increased indirect 
trade between the two sides. Taipei's re- 
laxed policies on this front have been espe- 
cially popular here among businessmen and 
those people with relatives on the mainland. 
The thaw in relations was also viewed as 
helping to diminish the military threat 
posed by China. 


ing an impact on Taiwan's domestic 

politics. The communists’ brutality 
has stirred up massive resentment among 
residents here against the government in 
Peking, reinforcing 40 vears of anti-com- 
munist, KMT-directed political indoctrination 
that, up until now, has had a progressively 
diminishing effect on the island's vounger 
generations. 

But it is uncertain whether the KMT will 
take this opportunity to further distinguish 
itself from the communists by continuing 
down its own road of political reform, or 
whether it will stall reform, content that it is 
already far ahead of Peking. 

At the party plenum, President Lee said: 

«o. "We must have the courage to face the fact 
* that we do not now exercise effective control 
|. Over the Chinese mainland." The statement 
| ^.) was significant because it marked the first 
|... fime a KMT chairman has openly acknow- 
_ Jedged that Taipei does not govern the 
-<> mainland and appeared to open the way for 
concrete, institutional reforms of Taiwan's 
. parliament, which remains packed with 
- MPs elected more than 40 years ago in main- 
- land constituencies. 
Oppositionists and intellectuals say the 
KMT is likely to come under pressure soon to 
move ahead with the reform process. Pres- 
sure will come as the opposition tries to 
draw parallels between Taiwan's KMT-domi- 
nated government and its single-party 
. counterpart in Peking. Similarities between 
-the two include an authoritarian structure 
. and party control of the military, the media 
and various social institutions. 
© The issue is as timely as it is critical as 
local and national elections are due in De- 
cember, and both the KMT and the opposi- 
tion are certain to try to use the Tiananmen 
incident to their own political advantage. m 


Ts Tiananmen massacre is also hav- 
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Apart from Vietnam, the 
region reacts cautiously 


A wary eye 
on the dragon 


By Review Correspondents 


rivately, the Vietnamese are report- 
edly rubbing their hands in glee over 
China’s internal turmoil, but South- 
east Asia as a whole has reacted cautiously 
— a caution born of decades of wariness 
over Peking's previous support for and en- 
couragement of the communist insurgent 
movements in their own countries. 

Vietnamese have traditionally held the 
view that their country has only been secure 
from China when the latter has been weak 
and internally divided, or when it has been 
threatened by “barbarians from the north,” 
which in modern times, means the Soviets. 

When on 15 May Soviet President 
Mikhail Gorbachov arrived in Peking for a 
summit with Deng Xiaoping with expres- 
sions of regret for wrong-doing by previous 
Soviet rulers, Hanoi could only fear un- 
happv consequences for its security. But the 
student protest and military crackdown in 
Peking holds out the possibility for internal 
division which has made Hanoi breathe 
easier. 

The Vietnamese believe that if China, 
whose relations with Hanoi have been cool 
or strained for a decade, has to turn its atten- 
tion inward for the next few years, it will 
create a favourable situation for relations 
with the rest of the world and for settling the 
Cambodia conflict. 

A former US ambassador and China 
specialist said that countries in the region 
might be less hesitant to oppose China in 
seeking a Cambodia settlement, especially 
as Peking supports the Khmer Rouge resist- 
ance group whose murderous regime 
prompted the Vietnamese invasion in the 
first place. One American official noted, 
however, that the Chinese hardliners who 
are now consolidating their power could be 
less accommodating to the West on Cam- 
bodia from concern that a sign of weakness 
would be taken advantage of. 

Indonesian Foreign Minister Ali Alatas 
has said that chaos in China will not affect 
the Cambodian peace process but In- 
donesia, like Malaysia, has been wary of 
China's intentions in the region for so long 
that their stance and polices towards China 
are not likely to change no matter who is in 
charge in Peking. 

Indonesia has only just begun to nor- 
malise relations with China which were fro- 





zen since 1966 6 when Pe Kir gW was s accused 
fomenting a communist rebellion again 
the government. The turmoil in China coul 
only delay the resumption of ties. 
Malaysian Prime Minister Datuk Se 


Mahathir Mohamad described the turmc 


as an internal matter for China and only e 
pressed regret that fighting had cost live 
Malaysia may never shed memories of th 
Peking-supported communist insurgency ( 
the 1950s and Malaysian Chinese, wh 
make up over 30% of the population, hav 
been careful not to react in such a way : 
they can be accused of disloyalty. 

Thailand, with closer diplomatic, ec 
nomic and military relations with Pekin; 
will be able to adjust to dealing with 
hardline leadership in Peking more easi 
than its Asean partners. Prime Ministe 
Chatichai Choonhavan, who said the chac 
is an internal Chinese affair, and whose go 
ernment stresses business as a priortv. r 
portedly told his cabinet to expect i 
wave of foreign investment divertea uur 
China, but diplomatic sources say he is cor 
cerned that a final settlement in Cambodi 
may be delayed. 

In contrast, Singapore Prime Minist 
Lee Kuan Yew, whose country is 76% ethn 
Chinese, was almost critical. The firepows 
used by the Chinese troops was "totally di 
proportionate" to the resistance unarme 
civilians offered, he said, and he foreca: 
trouble for a country in which intellectua 
were at odds with the government. 
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Japanese divided 


on response to unrest 
Coming off 
the fence 


By Charles Smith in Tokyo | 


m ten Yet n I ee P nen e HP REP HH HP n M Ni e HIP IH Herne a re rernm en rn Per i nm n mmm rnm enr mma t m tias 


C hina’s crackdown on its dissident stt 





dents and workers has confronte 
Japan with one of its most difficu 
foreign-policy decisions since the late 1950: 
when the country had to choose betwee 
supporting a hostile US policy towards Fk 
king and treating China as a neighbour. 
The instinct of most senior leaders, ir 
cluding Prime Minister Sosuke Uno, seem 
to be to soft-pedal the issue by using rel: 
tively abstract expressions of concern or re 
gret. A minority of officials and busines: 
men, however, feel it is imperative for Japa 
to align itself with Western nations in e 
pressing. outright condemnation of th 
Chinese leadership's behaviour. 
Failure to speak out on China could lea 
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to Japan being isolated at ie 14 4July. sum 
of industrial nations, when the US is ex- 
pected to press for a toughly worded state- 
ment to be adopted on China's actions. Poli- 
tical analysts in Tokyo also expect US at- 
titudes to China to harden. 

Japan should show solidarity with the 
US by clearly condemning China and an- 
nouncing a review of recent aid commit- 
ments to Peking, Mineo Nakajima, a profes- 
sor of Chinese studies, said. Others suggest 
there may be a danger of falling between 
two stools over the China issue. 

Those who argue that Tokyo cannot af- 
ford to alienate China's top leadership claim 
regional stability is more important than pre- 
serving Japan's credentials as a member of 
the Western democratic club. Softliners also 
harp on the so-called "legacy of the past" — 





A former Asian specialist at the Foreign 
Ministry told the REVIEW that it would be 
"extremely dangerous" for Japan to openly 
condemn China while refusing to face up to 
its own wartime behaviour. Such a move 
would also play into the hands of the 
Taiwan lobby in Japan's ruling Liberal 
Democratic Party (LDP). 

Ironically, the extreme Right of the LDP 
has joined with the Japan Communist Party 
(ICP) in adopting a hard line on the China 
issue. The JCP issued a statement in English 
on 4 June condemning the Peking leader- 
ship for "savagely trampling underfoot" 
socialist democracy. 

Japan's business leaders appear to be as 
badly split as politicians over the right way 





CAMBODIA 


US to offer covert aid to non-communist resistance 


Lethal diplomacy 


By Nayan Chanda ir in Washington 


ith the Vietnamese withdrawal 
W from Cambodia slated to be com- 
pleted by 30 September, the ad- 
ministration of US President George Bush 
has decided to take a more active diplomatic 
role in resolving the conflict. While the po- 
licy review has been under way since Feb- 
ruary, the recent turmoil in China appears to 
have emboldened Washington to back a 
possible settlement which would exclude 
Peking’s ally, the communist Khmer Rouge. 
Currently Prince Norodom Sihanouk 
leads a resistance coalition comprised of his 
own and Son Sann’s non-communist fac- 
tions, plus the Khmer Rouge. But Washing- 
. ton, in a bid to ensure Sihanouk emerges as 
_ the dominant partner in a new coalition and 
strengthen his and Son Sann's forces, has 
decided to provide the non-communist re- 
sistance with covert military aid. On 2 June, 
meeting Asean ambassadors in Washington 
for the first time, Robert Kimmitt, the under- 
. secretary of state for political affairs, outlined 
_ the administration's plans. 
The three-pronged approach involves: 
. b Obtaining international support for a 
E negotiated settlement involving the with- 
.. drawal of Vietnamese troops, internation- 
- ally supervised elections and the presence of 
an effective peace-keeping force. 
. M Strengthening the non-communist re- 
sistance by increasing their forces from 
. 30,000 to 46,000 by the end of 1989. 
. kb Devising ways to weaken the Khmer 
© Rouge and reduce its ability to threaten 
. peace in Cambodia. 
As a part of the diplomatic initiative, 











Bush had detailed talks on Cambodia with 
French President Francois Mitterrand in late 
May and consultations with the Japanese 
vice-foreign minister in Washington. The 
international conference on refugees in 
Geneva on 12-14 June also provided an op- 
portunity for senior US officials to hold talks 
with Vietnamese and Asean officials. 

Later this month, a Soviet Foreign Minis- 
try team will visit Washington to discuss the 
Cambodian peace plan and in early July, US 
Secretary of State James Baker will consult 
the Asean foreign ministers in Brunei at 
their annual gathering. Washington has 
said it expects to play an important role at 
the international conference on Cambodia 
to be held in Paris in August. 

In another significant move to integrate 
post-Cambodia Indochina to the rest of 
Southeast Asia, Richard Solomon, the assis- 
tant secretary of state for East Asia and the 


. Pacific, testifying at his senate confirmation 


hearing on 12 June, signalled US willingness 
to work on a multilateral aid plan. 

The carrot, however, is to be accom- 
panied by a stick. On 13 June at a closed- 
door meeting of the Senate Select Commit- 
tee on Intelligence, the Bush administration 
presented its plan for the first-ever covert 
"lethal assistance" to be given to the non- 
communists. Partly to avoid public debate 
on the question and partly to protect such 
third countries as Thailand which are in- 
volved in channelling the supplies, the ad- 
ministration has decided to seek funding 
from secret CIA funds. 


The lethal aid could eventually reach 
US$30 million, according to Rep. Stephen - 
Solarz. This would bei in pedum to oc 


it meaning Japan’ warme record of atrocities to handle China. Co 
inChina. - 2 


ein s most p ieee sete orga 
tion, have toed the cautious line set by tt 
government. But the Keidanren was uj 
staged on 6 June when Takashi Ishihar 
chairman of Keizai Doyukai (the Jape 
Council for Economic Development) : 
tacked the government for being too soft t 
wards China. The statement was followe 
probably not coincidentally, by a slight st 
fening of the official Foreign Ministry line t 
wards China. 

In any event, business analysts s 
China's external relations have become : 
chaotic that few if any Japanese compani 
are likely to have much chance of pursuir 
"normal business relations" with China f 
the next few months at least. 


million of overt assistance requesta 

In seeking a settlement, the US r 
vised its earlier position favouring an ii 
terim four-party government — includir 
the Hanoi-backed Phnom Penh regime, tl 
Khmer Rouge and the resistance coalition 
two non-communist partners. China's insi 
tence that the Khmer Rouge has to be part 
any interim government has been one of tl 
stumbling blocks but the administratic 
now seems ready to defy China. It also a 
pears ready to accept a strengthened Phno 
Penh administration as an interim gover 
ment before the election. 

According to some analysts, the serio 
economic and internal political problen 
China is facing are expected to make Th: 
land bolder in seeking a settlement and le 
protective of the Khmer Rouge. Chine 
own bloody record has also raised questio: 
about the seriousness of their commitme 
to prevent a Khmer Rouge return to pow 
and was expected to diminish Peking's cr 
dibility as a legitimate guarantor of pe 

Although there appear to be diffe 
within the administration. over pushir 
China on Cambodia at this sensitive tim 
some clearly favour swift action. 

While the Bush administration will avo 
provoking China openly, it nevertheless hi 
changed its public posture. In March, Bak 
had said the Khmer Rouge might have tol 
included in an interim government prior 
elections because they were "a fact of life 
However, in the first public indication of 
shift from that position, Kimmitt told a | 
June congressional hearing that Washin 
ton had made clear to the non-communi 
Cambodians that its ability to support the 
will depend on the extent to which the no: 
communists are seen as distancing ther 
selves from the Khmer Rouge." 

One senior official commented th 
while it would be preferable to have Chine 
cooperation in removing the Khmer Rou; 


threat, "I don't think we can rely on tl 





Chinese in dealing with the Khmer Roug 


We have to employ other means.” 





in the field of mergers 





When you'te ready to sit down 
and start talking about a merger, an 
acquisition or a divestiture, you don't want 
to deal with someone with a great track 
record in trading cocoa futures. 

Nor do you want to deal with 
someone who doesn't understand your 
business. | 3 

Whether you're selling your 
business or acquiring one, what you need 
on the other side of your desk is a mergers 
and acquisitions professional, backed up by 
an industry specialist who really 
understands the true potential of your 
enterprise. 

Before they came to Chase many 

_of our more talented people worked as 


There are many specialists 





engineers | in important industries: mining, 
chemicals, petroleum, steel, aerospace, 
electronics and entertainment — to name 
just a few. 

What they - to Chase is an 
in-depth knowledge of those industries. 

Not only does this mean more 
accurate valuations of the company you're 
buying or selling, it also means deals that 


are structured more advantageously for you. 


‘There are also manyexperts 


who understand your industry 





But there are other strengths 
Chase can bring to the table that cant be 


Pity they dont see things 


the same Way. 





matched by an investment bank that lacks 
the advantages of our commercial banking 
heritage. : 
For example, our global network 


instantly expands your world of opportunity, 





and acquisitions. 
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while our day to day commercial banking — 
relationships with key industry players in 
many geographic markets means a hands-on 
understanding of who's potentially in the 
market — either buying or selling. 

So, while other investment 
banking houses may have to fly someone 
in and start from scratch, our mergers and 
acquisitions division can already be at work 
to bring these Chase advantages together 
for you. 

Putting the combined resources 
of a global bank at your fingertips. 

A small group of discreet 
specialists, who seem to eat, sleep and 
breathe divestitures, acquisitions, valuations, 
fairness opinions, tender offer strategies, 
leveraged buyouts, corporate 
restructuring and asset deploy- 
ment. Specialists supported by the 
industry expertise plus the global 
resources and financial strengths 
of one of the world's premier financial 
institutions. 

Our commercial banking heritage 
and investment banking expertise also mean 
that we can offer the broadest array of l 
expertly packaged funding options, any of 
which may be required to finalize the deal. 

This global banking capability, 
integrating size, international network and 
specialized industry knowledge 
-and the broadest array of 
- investment and commercial 

-banking products and services, 
is what sets Chase apart from 
other financial institutions in the world. 
So, call us for a 
: confidential discussion of your 
..- plans, and give us the chance 
to demonstrate the advantages 
of using Chase. 
Because, no matter how 


diverse your business or how complicated 


your financial problem, one thing should 
be simple. 
Which bank to choose. 


MERGERS AND ACQUISITIONS 











Cin Hew Egg be 








"6 CHASE © 





REG'ION.NAL AFF A Nc 





FOREIGN 


RELATIONS 


Bhutto's US visit is overshadowed by the bomb issue 





By Nayan Chanda in Washington 


enazir Bhutto's first visit to the US has 
B gained the Pakistani prime minister 

popularity in Washington and im- 
proved her standing at home, but differ- 
ences over her country's clandestine nu- 
clear-weapons programme still hang like a 
dark cloud over the US-Pakistani relation- 
ship. Under US law, aid to Pakistan must be 
terminated if the country is believed to pos- 
sess a nuclear weapon. 

In addition to the nuclear stumbling 
block, Bhutto’s plan to push for a negotiated 
political settlement in Afghanistan appears 
to have received only lukewarm US sup- 
port. Still hopeful that the Najibullah regime 
in Kabul will collapse before the end of the 
year, Washington wants to maintain its mili- 
tary support for Afghanistan’s mujahideen 
for several months more before considering 
such a compromise. 

For Bhutto, her high-profile trip to the US 
was necessary to bolster her international 
and domestic political stock. She met 
US President George Bush, was in- 
vited to address a joint session of the 
US Congress and delivered this 
years commencement address at 
Harvard University, her alma mater. 
For the US, however, “the heart of 
the visit,” as one administration offi- 
cial put it, was the nuclear issue. 

Under a six-year aid plan, Pakis- 
tan is to receive US$4.02 billion in 
economic and military aid — of 
which US$621 million is now under 
consideration by congress for dis- 
bursement in fiscal 1990. However, if 
the Bush administration cannot cer- 
tify to the congress by November this 
year that Pakistan “does not possess 
a nuclear explosive device,” the 1990 
allocation could be frozen. 

In November 1988, then presi- 
dent Reagan gave such a certification to the 
congress after an intense internal debate but 
said at the time that as Pakistan’s nuclear 
capacity develops further, future annual cer- 
tifications might become “difficult or impos- 
sible.” 

Addressing congress 
“Speaking for Pakistan, I can declare that we 
do not possess, nor do we intend to make, a 
nuclear device.” But as her predecessor, the 
late president Zia-ul Haq, had done in the 
past, Bhutto linked her pledge to reciprocal 
action by India, though she did not name 
India specifically. “We are committed to a re- 
gional approach to the nuclear problem,” 


Bush and Bhutto: stumbling block. 


Bhutto said: 


Nuclear no-no 


she said, "and we remain ready to accept 
any safeguard, inspection and verification 
that are applied on a non-discriminatory re- 
gional basis." 

India has already tested a nuclear device 
and rejects international inspection of nu- 
clear facilities it has built on its own. 

While the US Congress applauded 
Bhutto's statement, discussions of the nu- 
clear issue with Bush — described as "very 
frank" by both sides — did little to remove 
US concern on the subject. In an unusual 
move to demonstrate the degree of the ad- 
ministration's concern and the extent of its 
knowledge of Pakistan's nuclear-weapons 
programme, CIA director William Webster 
gave Bhutto a briefing on the issue. Some 
US sources said they doubt whether Bhutto 
has been made fully aware of Pakistan's nu- 
clear-weapons programme, which is run by 
the military. 

Other sources told the REVIEW that the 
US has been closely watching developments 
in three areas of Pakistan's nuclear-weapons 





e 
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programme. Sources believe Pakistan has 
not yet refined the weapons-grade nuclear 
material necessary to create an explosive de- 
vice and has not yet assembled a fusing 
mechanism. There is also some doubt about 
whether Pakistan has built a bomb casing, 
the third area of development under 
scrutiny. 

US officials urged Bhutto to move 
quickly to "shut down certain works" so that 
in November the Bush administration 
would be able to provide congress with the 
certification necessary for disbursement of 
the 1990 aid allocation. Quick action is 
sought because of the time lag between 
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Pakistan halting such works and US intell 
gence organisations independently confirm 
ing a halt. 

Providing certification on a narrow def 
nition of the law — that Pakistan "does nc 
possess a nuclear explosive device" as of 
posed to it not possessing all its component 
ready for assembly — would fail to satisf 
critics. 

Leonard Spector, a nuclear non-prolifei 
ation specialist at the Carnegie Endowmer 
for International Peace, said: “The new re 
line that the administration seems to b 
drawing would have only political rathe 
than military significance. It amounts to a 
ceptance that Pakistan stays three screw 
turns away from the bomb.” Spector cor 
ceded that “she [Bhutto] may be able to me 
the requirement of the US law by a technici 
slowdown — by slowing down work on 
key component of the bomb without affec 
ing the strategic thrust ofthe program ' 

In a bid designed to give Bhutto 1 
clout with the military and perhaps an abi 
ity to influence its thinking on the nuclec 
programme, the US has agreed to sell Paki: 
tan 60 F16 warplanes, valued at US$1.4 bi 
lion, in addition to 40 it has already sold t 
the country. The US has also agreed to pe 
mit the sale of P3 Orion submarine hunte 
aircraft and some naval vessels to I 
lamabad. US congressional sources, how 
ever, said that due to a big backlog of orden 
, the first delivery of Flós may n 
* begin until the end of 1991 an 

would be staggered over sever 
years. 

Pakistani Foreign Minister Yaqu 
Khan and a team of Afgha 
specialists, who arrived in Washin; 
ton a week earlier than Bhutto, ha 
tried without success to persuade th 
US to consider their detailed plan fc 
an Afghan political settlement. Th 
Pakistani plan involved disx > 
of both the Najibullahregimea 1 
interim government set up by th 
mujahideen, and the formation of 
new government through a tribal a: 
sembly. 

However, sources said that de 
spite increasing opposition to cor 
tinued US backing for the mujah 
deen from some congressional leac 

ers, the Bush administration, backe 
by hardline congressmen and senator 
is willing to continue US arms supplie 
to the rebels at least until the end of th 
year. 
"Benazir's peace plan,” a congression: 
analyst said, "involves urging the US to tal 
to the Soviets and get them to kick ot 
Najibullah and disband the regime they ir 
stalled." The fact is that the US cannot pe 
suade the mujahideen to accept elements « 
the Kabul regime in a broad-based govert 
ment, and the Soviets cannot ask the 
friends in Kabul, who have shown tenacit 
and determination, to surrender. 
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Suharto ends discussion on the presidential succession 






By Michael Vatikiotis in Jakarta 

fter several months of silence, In- 
A donesian President Suharto has 
moved decisively to squash recent 
speculation concerning the political succes- 
sion. In doing so, the 68-year-old president 
has sent out signals which some have inter- 
preted as his willingness to stand for 
another term. 

Suharto — in what many saw as a 
characteristic move — issued a lengthy 
st  ĘẸenton 5 June instructing his ministers 
a he press to stop issuing conflicting 
statements about who would succeed him 
as president. Suharto began a new five-year 
term in 1988. 

The curious feature of the statement, is- 
sued the day of his departure for an overseas 
trip, was that it was based on unscripted re- 
marks Suharto made before a limited cabinet 
meeting of economic ministers on 3 May. 
The 18-page statement, entitled “Pancasila 
democracy and the problem of the succes- 
sion in the national leadership mechanism,” 
is described in a foreword as a “very impor- 
tant and fundamental” document. Pancasila 
is the five-point state ideology. 

The tone of the presidents remarks 
suggests he spoke firmly and with a trace of 
anger. He began by noting the number of 
statements. made by ministers which had 
been used by the press to “create divisions 
of opinions between one official and 
another.” Since January, several senior 
0 ters, notably Rudini (Interior) and 
5 mo (Politics and Security), have freely 
aired their views on the succession process 
and the prospects of political change. 

Their remarks have prompted even more 
direct allusions to the post-Suharto era by re- 
tired senior military officers and prominent 
intellectuals. A cursory reading of the 
Jakarta press in the months of April and 
May would have left the impression that it 
was a foregone conclusion that Suharto 
would step down by 1993. 

Clearly concerned by the bold and open 
nature of the speculation, Suharto in his 
statement asserted that these "conflicting 
statements" could, if allowed to continue, be 
used by those ^who do not cherish our na- 
tional security" to "further disrupt society." 
Although not explicit about who he is refer- 
ring to, analysts see this as a response to the 
political sniping around Suharto that has 
dominated politics here in recent months. 
The speculation that he would no longer be 
president after 1993 had clearly gone far 
enough for the president. “He had to say 
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Spiking speculation 


something to put the ball back in his court," 
a diplomatic source said. 

A closer reading of the president's re- 
marks reveals more than just a device to 
whip his ministers into line. The bulk of the 
statement amounts to a lengthy explanation 
of the political system he has fostered and a 
warning that there can be no change to it, 
since this would involve interference with 
the constitutional process. 

Suharto returns to the early years of the 
New Order he installed in 1966 to explain 
the genesis of "Pancasila Democracy." It is a 
democracy, he makes plain, that does not 
involve voting. Neither does it draw on 
"Western liberalism" or "communist au- 
thoritarianism" as a source. Observers are 
puzzled by the president's obvious concern 
that after nearly a quarter of a century In- 
donesia's people — and even his own 
ministers — apparently have yet to fully un- 
derstand the political system that is so clear 
to him and which, in his view, functions 
perfectly. 

But the point Suharto is driving at 
emerges later on in the statement and dwells 
on the possibility of more than one candi- 
date being nominated for the presidency. 
Referring to what he styles the "national 
leadership," Suharto allows that all the poli- 
tical factions and functional groups have the 
right to select their own candidates. But he 
insists that only one candidate can ulti- 
mately be selected for the nomination, fol- 
lowing a process of deliberation and consul- 
tation. 

Some analysts see this as the president's 
delayed response to the situation in March 
1988 when he was faced with an open chal- 
lenge from Jailani Naro, the leader of the 
Muslim-backed United Development Party, 
who stood against the president's choice for 
vice-president. Naro eventually backed 
down, but the traditional atmosphere of 
consensus was tainted by dissent. 

Another view is that Suharto is looking 
ahead to the end of his current term. He 
may be concerned that resolutions sent up 
from the regions to the five-yearly People's 
Consultative Assembly (MPR), which elects 
the president, will not be unanimous on the 
choice of presidential candidate. 

Suharto's statement made it clear that 


. discussion of who will be the country's next 


president was not the business of the cur- 
rent People's Representative Council (DPR, 
or parliament), which forms part of the MPR. 
Under the New Order, the MPR and DPR are 
installed following general elections the year 


before the presidential election, so the cur- 
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rent institutions will be replaced in 1992. The 
current bodies, he said, "have already exe- 
cuted their duty by electing the current pre- 
sident." 

In the statement Suharto makes blunt 
references to moves by others to replace 
him. "Already there are some who think it is 
time to make 'softly-softly approaches to 
those who they think will be the most pow- 
erful," he said, before reiterating that the 
nomination of candidates is the job of the fu- 
ture MPR and "not individuals." 

Although Suharto makes it clear he has 
not considered standing for another term, 
few observers doubt he has the capability to 
do so. Elections to determine the composi- 
tion of the MPR are dominated by the major- 
ity Golkar party of which Suharto is the 
head. There is no reason why Golkar's 73% 
majority in the 1987 poll cannot be repeated, 
or even exceeded. 

Meanwhile, Suharto may also be con- 
cerned about the impact all this talk about 
sucession will have on the perception of his 
government overseas. It is no accident, 
perhaps, that he chose to release the state- 
ment on the eve of his trip to the US. The 
president also delivered a speech to Indone- 
sians in Washington on 8 June that virtually 
repeated the contents of the 5 June state- 
ment word for word. 

For almost a year now, Indonesians have 
been subjected to a bewildering variety of 





Suharto: curious. 


rumours and incidents that have disturbed 
the country's normally calm political scene. 
Beginning shortly after March 1988 with talk 
of a revival of the communist threat, there 
followed concern about Muslim extremists 
stirring up social unrest and lately renewed 
student militancy after almost a decade of 
passivity. There is widespread uncertainty 
of the extent or meaning of these incidents, 
or from what quarters they spring. Suharto, 
as he has done on other occasions during his 
rule, clearly feels the time has come to lay 
matters to rest for the time being in the in- 
terests of national security. a 
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Taiwan court sentences 
opposition councillor 

»> The Taipei District Court on 9 June 
sentenced opposition Democratic 
Progressive Party (DPP) city councillor Frank 
Hsieh to three years in prison, commuted to 
18 months, for his involvement in a protest 
in June 1987 which ended in a clash 
between opposition and rightwing 
demonstrators. The demonstration was to 
protest the National Security Law, which 
replaced martial law on 15 July 1987. Hsieh, 
whois a lawyer, will lose his right to practise 
law and his city council seat, and will not be 
able to run for parliament in elections in 
December. Hsieh called the verdict 
"political persecution." Another DPP 
member, Chang Kai-shih was also 
sentenced, as well as two rightwing 
demonstrators. A fifth co-defendant, DPP 
national assembly member Hong Chi- 
chang, is in the US. 


New Caledonia voters 
endorse peace plan 


> Voters in New Caledonia substantially 
endorsed the French Pacific Territory’s 
year-old peace plan in the 11 June polls for 
three new provincial governments. The 
pro-French Rally for Caledonia in the 
Republic (RPCR) won an absolute majority in 
the South province, while the Kanak 
Socialist National Liberation Front won 
absolute majorities in both the North 
province and the offshore Loyalty Islands, 
where the indigenous Melanesian Kanaks 
make up most of the population. The result 
means that 46 of the 54 provincial seats are 
held by representatives of parties who 
signed the French peace plan. The regional 
assemblies will have some autonomous 
powers, while authority for some policy 
matters is vested in a combined congress of 
all the elected assembly members. The RPCR 
fell one seat short of an absolute majority in 
the congress, with 27 seats. 


Nepal’s Shrestha in 
row over India grant 


> Nepal Prime Minister Marich Man Singh 
Shrestha has come under heavy criticism 
from both his political opponents and 
government supporters for signing an 
agreement for the construction of a bridge 
in the western part of the country with 
Indian grant assistance of Rps 32.6 million 
(US$1.18 million). His move has come at a 
time when bilateral relations are at their 
lowest ebb, following the economic distress 
caused the landlocked country by New 
Delhi's refusal to renew trade and transit 
treaties. Observers said Shrestha's blunder 
could result in him facing a vote of no- 


confidence in the parliament. Meanwhile, 
an Indian spokesman said Kathmandu's 
refusal of New Delhi's suggestion of a June 
date for an Indo-Nepal foreign ministers 
meeting, indicated Nepal was not serious 
about settling their differences. The 
spokesman contrasted Nepal Foreign 
Minister S. K. Upadhyaya's statement that 
he would not be free until after 3 July and 
that the meeting should take place in 
Kathmandu, with his earlier comments that 
he was prepared to meet his Indian 
counterpart at any time and place. 


Thai rebel monk 

to be disciplined 

> Rebel Thai monk Phra Bodhirak, the 
central figure in a religious controversy 
(REvrEW, 15 June), has exchanged his 
saffron robes for a similar Buddhist uniform 
but has refused to submit to a formal 
defrocking. Following a decision by the 
government Juridical Council backing the 
Thai Buddhist monastic hierarchy's earlier 
order that Bodhirak be defrocked over his 
Santi Asoke religious centre's unorthodox 
activities, the Ecclesiastical Council on 10 
June gave the monk seven days to undergo 
a defrocking ceremony. Bodhirak replied 
that he and 79 of his followers had 
compromised enough by changing to 
different robes. 






Social indicators DM 
Population and foodgrain 
in India (1901-85) 
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Sikh terrorists bomb 


New Delhi station 

> After a prolonged lull, Sikh terrorists 
struck in New Delhi on 12 June, killing eight 
and injuring more than 50. A powerful 
explosive planted in the Indian capital's 
main railway terminal exploded late in the 
morning amid queues at ticket windows. 
Police suspect the involvement of two 
groups, the Babar Khalsa and the Khalistan 
Commando Force, who have been active in 
the past in terrorist-infested Punjab 

state. 
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Australian Liberals 
still in disarray 
> The turmoil inside 
the Australian 
opposition Liberal 
Party, which saw the 
overthrow of its X 
leader, John Howard, | 2 
by former leader d 
Andrew Peacock in 
May, refuses to die 
down, with old scores Peacock. 

being settled at the 

expense of unity. The Howard overthrow 
followed hard on the heels of the defeat of 
party liberal Ian Macphee, as a candidate fo 
his own safe seat in the state of Victoria by 
the rightwing state machine. Tryingto — 
party wounds, Peacock promoted Mac — 
to his opposition front bench and endorsed 
him for selection for another Victoria seat. 
But on 10 June Macphee resigned his 
shadow cabinet job and announced he was 
leaving politics after the local branch 
ignored Peacock's advice and again rejectec 
Macphee's selection. 





Indonesian police detain 
students over protest 


> Indonesian police detained 75 students 
in Jakarta on 8 June who had tried to present 
a petition to parliament over the 
government's increase in electricity prices. 
Most were released the same day and the 
following morning, but 14 were held longer 
for questioning. In a rare press conference at 
Jakarta police headquarters, a spokesman 
said the students were being questioned 
about, among other things, their use of 
anti-military slogans. Meanwhile, Maj. 
Gen. Sudibiyo, the new head of the 
intelligence body, Bakin, stressed that no 
one was masterminding the rash of recent 
student demonstrations. There have been 
reports of support for the student activists 
from influential military quarters. 


Seoul resists call for 
US troop withdrawal 


> The government has begun fighting 
against the opposition endorsement of a 
phased withdrawal of US troops from 
South Korea, as proposed by US Sen. Carl 
Levin. Defence Minister Lee Sang Hoon has 
told the national assembly that the pullout 
of all 40,000 troops would mean pushing up 
Seoul's military spending from the present 
5% to 8% of the GNP and require the 
extension of army draft service from the 
current 30, to 50 months. Lee insisted that 
North Korea must abandon its strategic goal 
of communising the South before US troops 
could withdraw. 
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DM Bond Rates 
A Tightrope Act 


Although the Bundesbank has demonstrated 
its independence by raising the key rates with- 
out prior warning, this has done little to change 
the environment for interest rates. 


External developments continue to hold sway over the German 
bond market; merely the intended abolition of the withholding 
tax could temporarily lessen their influence. The internal factors 
determining interest rates have faded into the background. 
Though providing the Bundes- 
bank with important cues, they 
usually carry less weight in an 
assessment of the overall situ- 
ation than the news coming from 
overseas. To mention just three 
of the favorable domestic factors 
which have so far failed to attract 
the attention they deserve: 


DM 
billion 


1. The fall in the government's 
borrowing requirements to a 
multi-year low. 


2. German companies’ strong 
liquidity position, which will 
cause their borrowing needs to 
drop below the average for the 
next few years. 


3. The Bundesbank current i 
policy of providing interest-rate “aio uds 
signals via discount, Lombard 
and repurchase rates, without 
giving rates a major upward 


But the bond market is mesmer- | "owes. 


ized by the ups and downs of the 
US dollar and US interest rates in response to alternating "good" 
and *bad" news. The US economy presents a highly mixed picture 
at present. 


The Bundesbank, therefore, has only limited influence on long- 
term rates. The changes in the general climate, which often come 
too abruptly and are accompanied by an inflow or outflow of 
foreign exchange, keep interfering with its endeavors to stabilize 
interest rates and the D-mark as far as possible. This means keep- 
ing the dollar from jumping above DM 1.90, so as to contain in- 
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Domestic Non-Banks Replace Foreigners 
as No. 1 Investor Group 


ge Non-Banks 
Eg Foreigners 


Foreign investors, whose net purchases of D-mark bonds had equalled those of banks and 
non-banks together in 1985 and 1987 and who had been the No. 1 investor group in 1986, 
practically withdrew from the market last year. Domestic non-banks accounted for the 
push. lion's share of net sales, but their buying interest centered on foreign currency bonds and 
foreign Deutsche Mark bonds. Banks bought the bulk of bonds floated by domestic 
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flation, and, at the same time, keeping it above DM 1.80, so as to 
prevent an undesirable inflow of foreign exchange. 


At any rate, central-bank policy on both sides of the Atlantic is 
remarkably independent of the vagaries of market sentiment. 
While the mood in the German and US bond markets tends to 
change with almost every twitch of US economic indicators, both 
the Bundesbank and the Fed have been pursuing consistent 
interest-rate policies for more than a year. 


Fewer conflicting signals 


The Bundesbank is compelled 
to perform a tightrope act in its 
monetary policy. On the one 
hand, it has to take account of 
external factors and, on the 
other hand, it feels the need, 
after the excessively fast growth 
of the money supply in the past 
few years, to put a harder 
squeeze on liquidity than would 
be necessary to restore the bal- 
ance between monetary expan- 
sion and the potential increase in 
nominal GNP. 


It may give the Bundesbank 
some comfort to know that the 
monetary environment is likely 
to improve steadily in the next 
few months. Slower money 
growth in the US can be 
expected to reduce the dis- 
parities in economic perform- 
ance. The cooling in the econ- 
omy will diminish the prob- 
ability of a further rise in the dis- 
count rate. This will also mean fewer conflicting signals from 
across the Atlantic, which have repeatedly caused confusion and 
uncertainty regarding interest rates, 
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After 20 years of NEP, the jury ts still out 
Ethnic economics 





By Suhaini Aznam and Hamish 
McDonald in Kuala Lumpur 


alaysians recently celebrated their 
M Hari Raya holidays at the end of the 

Muslim fasting month with a show 
of multiracial tolerance and friendship. 
Malaysians of high and low status mingled 
and Chinese, Indians and other minorities 
were among those who called on Malay 
homes and ate Malay delicacies. 

Unremarked upon, a more sombre an- 
niversary has just passed. In general elec- 
tions on 10 May 1969, the Chinese-led oppo- 
sition Democratic Action Party (DAP) won 
seats at the expense of the Malay-dominated 
Alliance coalition government. DAP support- 
ers took to the streets in Kuala Lumpur, 
taunting Malays that they were “finished.” 

It was the culmination of some five years 
of growing racial tension during which a 
Chinese-led, but ostensibly multiracial, 
campaign espousing “equality” forall 
communities was perceived as a 
threat to the special privileges of the 
Malays guaranteed in the constitu- 
tion. On 13 May, the parangs came 
out and race riots followed in which, 
by the official count, 143 Chinese, 25 
Malays, 13 Indians and 15 others 
were killed. A curfew was imposed, 
parliament was suspended for more 
than 18 months and a younger gen- 
eration of interventionist Malay lead- 
ers took over from Malaysia's found- 
ing father, Tunku Abdul Rahman. 

The new leaders were not content 
with the  Tunku's laissez-faire 
policies, nor to let the traditional divi- 
sion of power and wealth continue. 
At that time, the Malays in their rural 
villages backed an aristocratic élite 
in government and administration, holding 
the instruments of force in the army 
and police; the Chinese dominated the 
towns, the market places and the corporate 
sector. 

The effect had been to leave the Malays, 
especially those from the rural areas, in- 
creasingly alienated in their own country — 
where the towns were Chinese-dominated 
and much of the education system and the 
business of the civil service were conducted 
in English. The majority of Malays were 
thus excluded from the mainstream of eco- 
nomic development. 

The younger Malay leaders set about an 
ambitious 20-year programme to redress the 
racial imbalances, called the New Economic 
Policy (NEP), which attempted a radical 
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Mahathir: past racial scars unhealed. 


transformation of the socioeconomic struc- 
ture. But the NEP’s end next year has 
prompted a policy debate which is taking 
place at a time when past racial scars show 
signs of reopening. 

Almost certainly, a second NEP will be 
adopted. Some senior politicians and 
economists believe it will be at least a 10-year 
plan, emphasising high economic growth 
and trying to raise the quality of Malay- 
dominated institutions. As much as the con- 
tent of the new NEP, the degree of consensus 
that can be built around it will be important. 

Prior to independence in 1957, the races 
in Malaysia had made a kind of social con- 
tract to promote the welfare and status of the 
Malays in return for guarantees of non- 
Malay cultures and lifestyles, and citizen- 
ship for those born after independence. The 
government was given explicit constitu- 
tional power to uphold the Malay position. 

The NEP was a similar social contract, but 
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more explicit. The increase in Malay wealth 
was to come from growth in the economy — 
and not from the redistribution of existing 
wealth. Its broad goals were set down in the 
1971-75 five-year plan (known as the Second 
Malaysia Plan). “National unity is the over- 
riding objective of the country,” the plan 
said. “This direction towards national unity 
is fundamental to the NEP.” 

More specifically, the NEP comprised a 
“two-pronged” policy: “The first prong 
is to reduce and eventually eradicate 
poverty, by raising income levels and in- 
creasing employment opportunities for 
all Malaysians, irrespective of race. The sec- 
ond prong aims at restructuring Malaysian 
society to correct economic imbalance, so as 
to reduce and eventually eliminate the iden- 
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tification of race with economic function.” 

The undertaking was given that “the NEI 
is based upon a rapidly expanding econ- 
omy which offers increasing opportunities 
for all Malaysians as well as additional re- 
sources for development. Thus, in the im- 
plementation of this policy, the governmen 
will ensure that no particular group will ex 
perience any loss or feel any sense of depri- 
vation.” 

At the time, in 1970, the Economic Plan- 
ning Unit (EPU) in the Prime Minister’s De- 
partment estimated that about 49% of 
Malaysians were living below the official 
poverty line. In rural areas, then even more 
than now dominated by Malay and other in- 
digenous races, 68% of people lived in pov- 
erty. While Malays predominated in some 
institutions, the corporate sector was owned 
60% by foreigners and more than 30% by 
Malaysians of Chinese origin. With the 
Malays — known as bumiputra (sons of the 
soil) — owning only about 2%, the re 
turing goal set out to change this bauwe 
within 20 years to 30% bumiputra owner- 
ship, 40% non-Malay and 30% foreign. 

To achieve the dual aims, the NEP se 
rapid growth of the modern economy a: 
its goal, to absorb an improved work 
force. "Positive discrimination” woulc 
be applied to boost the bumiputra share o 

economic activities. 


his meant, as the Seconc 

i Malaysia Plan said, thai 
“the government will par- 

ticipate more directly in the es- 
tablishment and operation of a 
wide range of productive enter- 
prises.” It also meant — though 
the plan spoke of “balanced” region- 
al development — a mass movement 
of Malays into urban wage-earning 
jobs. 

Few countries have tried to t-77-- 
form their own socioeconomic: — - 
ture so drastically within such a short 
time — a single generation. But as the 
end of the NEP approaches, the de- 
bate on future directions has raised 
questions as to whether it has 

achieved its goal. 

While most Malaysians of all races insist 
that a recurrence of the 13 May tragedy is 
highly unlikely, given the general apprecia- 
tion of the dangers of inflammatory actions, 
tensions over the past two years suggest a 
continuing vulnerability to political manipu- 
lation of racial fears. 

In October 1987, open bickering between 
the United Malays National Organisation 
(Umno), the dominant partner in the ruling 
coalition, and its chief partner, the Malay: 
sian Chinese Association (MCA), culminatec 
in Umno planning a massive rally in Kuale 
Lumpur which panicked city residents intc 
stockpiling food in fear that another blood- 
letting was in the making. The tension 
was only broken by the highly contro 
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powers by the 


pects of a calm discussion of 
policies in the racially charged 
phere of ieee As also: appear quite r re- 





os a subsidia: ry “prongs,” many 
audae Malaysians doubt that the NEP 


i. though many also admit 
it Malays would have only a 
he commercial and corporate 
they have now and racial strife could 
ebeen considerably worse. 
: here is little appreciation that the NEP 
can cause. people to feel more, instead of 
less, deprived and so lead to a sense of de- 
privation and alienation," said former dep- 
uty prime minister Datuk Musa Hitam in a 
recent paper on the subject. Chandra 
Muzaffar of the social awareness group Ali- 
‘yas said that an explicitly racial assign- 
n  Oofresources can hardly be expected to 
ban "m racial gaps. 

n addition, the competition for the 
Malay. voter by factions within Umno, 
though drawing to a close, is not yet over 
and could overshadow the debate on post- 
NEP policy, increasing the dangers of 
chauvinist appeals during the NEP debate. It 
is perhaps no coincidence that the chief 
rivals in Umno are the same Malay "Young 
Turks" who got the NEP adopted or those 
who began to apply it: including Mahathir, 
former finance minister Tunku Razaleigh 
Hamzah, and Musa — currently back in Ma- 
hathirs camp: - 

Since independence, some see a steady 
breakdown of consensus politics in Malay- 
sia, in favour of rule by the strongest. 
Developments in the Malay community 
cannot be blamed entirely: the Chinese have 
helped bring this upon themselves by failing 
to grow in political sophistication in the 
12723; and 1970s, giving up constitutional 
¢ - uards and producing inept politicians 
when statesmen were needed. 

The trend has also made something 
like the NEP necessary as a rallying point 
for the Malays, and a ready emotional 
card. for Malay politicians. With Umno 
divided, backers of Mahathir's new Umno, 
or | Umno (Baru) are harping on Malay 

nsecurities. At the recent anniversary rally 
16, the Sultan of Johor and former 
told the crowds that ^we [the Malays] 
no other place . . . this is our only land, 
our children, and the generations 
me." The spectre of a Palestinian- 
style dispossession is a powerful political 
weapon: regrettably or not, it is being 
: pushed home. 

One senior Umno politician also said that 
the existing NEP was created at a time when 
_all races were frightened and sobered by the 
1969 riots and anxious to end the suspension 
: of parliament. This time, some kind of suc- 
-cessor neva to the NEP would be basin 


















without consensus — which could mean 


unrest. 

Late last year, the government set up an 
all-party body, the National Economic Con- 
sultative Council (NECC), whose 150 mem- 
bers — drawn from the whole range of poli- 
tical parties, opinion groups and bodies of 
expertise — have been charged with the task 
of formulating the NEP's successor. Many 
political analysts fear that the NECC has been 
set up to contain and even stifle debate. 


_On other pages 


The tu M) cd 29. The E 
- disease: 31. Poverty amid plenty: 32. 
Opinion divided over NEP: 33. 


They fear the process is a charade and that at 
some stage, Umno will present its own pro- 
posals, with no real opportunity to chal- 
lenge or modify them. 

One impediment to constructive debate 
has been the paucity of current data about 
progress under the existing NEP. The EPU is 
widely regarded as having been greatly 
politicised over the past 20 years and its eco- 
nomic expertise debased (though its latest 
director, US university-trained economist 
Datuk Mohamed Sheriff Kassim, is seen as 


having strengthened the EPU) However, 
the EPU's regular assessments of the NEP 
have formed the basis of discussion. 

The last published assessment came in. 
the Fifth Malaysia Plan, in 1986, based on 
data valid up to 1984. The EPU had been due 
to give its “mid-term assessment" of the. 
Fifth Malaysia Plan (1986-90) sometime this 
year, to be taken into account during discus- . 
sion of the new policy. However, govem- 
ment sources said a mid-term review would 
not be written, on the grounds that the 
1985-86 recession had completely disrupt- 
ed the fifth plan. Instead, a secret assess- 





ment has been circulated among cabinet 


ministers. ue 
The NECC's first few meetings have left 


many of its members dismayed atthelackof | | 
progress and open discussion. The chair- 9 


man, Tan Sri Ghazali Shafie, who tooka 
central role in formulating the original NEP, 
does not appear to have set the debate roll- 


ing on clear lines and has enforced a confi- ——— 
dentiality rule on all members. Butit isum 
derstood that sessions so far have been an ^. 
unstructured succession of speakers reading UE 
prepared texts, some marked by illinc _ 
formed venting of prejudices. "It is almostas o 
if nothing had happened in the past 20 — 


years, and we were back in 1970," said one 
NECC member. eo 





MALAYSIA 2 


Malays make sizeable progress in equity ownership 


The corporate cake 


n the basis of past information and 

current position papers, it is possible 

to assemble a picture of how the face 
of Malaysia has changed over the past 20 
years. First, the NEP's second "prong" — the 
reduction of the identification of economic 
function with race — has received by far the 
most attention and resources from the gov- 
emment. 

Certain facts are clear: the NEP has been 
almost exclusively directed at getting more 
Malays into the modern economy, more 
Malays into urban professional and execu- 
tive jobs, and more private-sector capital 
under Malay ownership; there are still not 
many Chinese senior officials, diplomats, 
soldiers or policemen; the Indian share of 
the corporate sector remains a little over 176 
after 20 years of the NEP, and some 96% of 
the landless settled on new rubber and oil- 
palm schemes are ethnic Malay. Nor, inci- 
dentally, are the various non-Malay indi- 
genous minorities being promoted notice- 
ably within the bumiputra category. 

According to the mid-term review of the 
Fourth Malaysia Plan (1981-85), the 
bumiputra share of the corporate sector had 
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grown to 18.7% by 1983. The fifth plan 3 
(1986-90), written during the 1985-86 recess 
sion in which the economy witnessed nega- — 


tive growth, put the share at 17.8% and fore- : 
cast that it would reach only 22.2% by 1990... 


Meanwhile, the non-bumiputra share i. 


was calculated to have risen from 34% to 2 
57% over the first 15 years of the NEP, with 


foreign ownership falling from 62% to 26%. 


The estimates made for 1990 were a non- : 


Malay share of 55% and a foreign share of 
27%. It needs to be emphasised that this has 
not been a zero-sum game: the par-value of 
share capital grew by an average 19% a year 
over the first 15 years of the NEP, from M$6.6 
billion (US$2.44 billion) in 1971 to M$77.6bil- =- 
lion in 1985. E 
Although the EPU's latest assessment is 
being held under strict secrecy, official cir- 
cles believe the new figures will show a total 
of about 26% bumiputra ownership, with 
about 70% of this held by individuals. - - 
mostly through the National Unit Trust 
Scheme and the rest through trust bodies. =- 
The Chinese share has been static at about 
4196 and the Indian share is about 1.575. E 
These figures are disputed by Umno's > 
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two Chinese-based coalition partners, the 
Malaysian Chinese Association (MCA) and 
Gerakan, as a gross understatement of the 
bumiputra position and a matching over- 
statement of the other races' position. These 
parties point out that the EPU lumps in with 
the non-bumiputra share ownership all 
racially unidentified holdings, such as the 
shares held by nominee companies or by 
third-party companies. Also, the EPU in- 
cluded with “other Malaysian residents" 
(non-Malays) those shareholdings held by 
resident foreigners. 

Gerakan estimated recently that by 1983 
Malay interests already held 45% of the cor- 
porate agricultural sector, 50% of mining, 
70% to 80% of finance and banking, 18% of 
manufacturing and 10-15% of construction 
and other industries. By weighting the aver- 
age, bumiputras had already attained the 
NEP's 30% target in 1983. On the basis of this, 
MCA sources suggest that Malays already 
have the "critical mass." 

Overlooked in the debate is the small- 





Cutting the cake 





1971 1975. 





scale, non-incorporated business sector. 
Gerakan said that efforts at promoting a 
class of Malay small businessmen had not 
been as intensive as with the big business 
class. 

However, the Malays have made some 
progress in this respect, though small busi- 
nesses — the usual clannish, family-run res- 
taurants, car workshops, furniture store or 
construction business — firmly remain a 
Chinese domain. Over 1986-88, MARA put 
up M$35 million in loans to 3,000 bumiputra 
businessmen for small- and medium-sized 
industries such as making soya and chili 
sauce, restaurants, small-scale trading, 
school bus services and construction. State- 
owned Pernas-Edar is currently supervising 
a franchised chain of 226 village mini-mar- 
kets called “G-marts,” short for general mar- 
kets — a clever play on words since “jimat” 
means “to save” in Bahasa Malaysia. The in- 
dividual franchise holder puts up 100% capi- 
tal while Pernas-Edar provides free manage- 
ment advice. More than 300 were originally 
set up but many were so successful, branch- 
ing out into the wholesale trade, that they 


.— Ownership of share capital of limited companies (%) — 
1980 


no longer qualified to come under the G- 
mart label. 

Even if all parties were able to agree on 
the figures — and then on the even more 
vexed question of how much is enough — a 
look behind the shift in resources reveals 
ample ground for dissatisfaction by both 
bumiputras and other Malaysians. 

For the average Malay, the bumiputra 
share of corporate wealth is still largely sym- 
bolic. It is still mostly held by the various 
trust bodies, though much has been trans- 
ferred to the Amanah Saham Nasional (ASN, 
the National Unit Trust) set up in 1981. It will 
not be until after the present NEP expires, at 
the end of next year, that ASN unit holders 
will be able to redeem their units at the capi- 
tal-appreciated value. But even so, the unit 
trust scheme has been successful, and there 
may not have been much alternative. 

The trusteeship has also been grievously 
abused. The takeovers and direct state in- 
volvement in business at both federal and 
state levels brought a gravy-train of multiple 
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directorships and executive posts for politi- 
cally well connected but not necessarily 
competent Malays. 


espite the barrage of assistance — 
D the easy access to loans from state- 

owned banks, the preference in gov- 
ernment contracts, the reservation of some 
87 low-tech industrial sectors for Malay new 
entrants and so on — the new Malay busi- 
ness activity has proven fragile. “The pro- 
gramme of creating a bumiputra commercial 
dass . . . was a definite failure," said Datuk 
Kamal Salih, of the Malaysian Institute of 
Economic Research. "Riding on the com- 
modity boom and the government-ed 
growth of the 1970s, what has been created 
instead is a rentier entrepreneurial class." 

This is perhaps an overly severe view, 
and the recession of the mid-1980s imposed 
more discipline on would-be rentiers, if only 
because margins narrowed drastically. 

Yet, some Malay leaders have argued all 
along that the psychological boost to the 
Malays from seeing Malays in positions of 
wealth and corporate power was at least as 
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important as how they got there. Mus. 
Hitam also points that it is easy to forget jus 
how little commercial enterprise was it 
Malay hands in 1970. "Even the fish or veg 
etable peddler who came around the kam 
pung was non-Malay," he said. 

Nor do all scholars accept that naked self 
interest has been the driving force of th« 
Malay élite. The National University o 
Singpore's James Jesudason (in his nev 
book Ethnicity and the Economy) points to rea 
gains for ordinary Malays in their earning 
and job opportunities, as well as the intangi 
bles of group prestige and the possibility o 
getting on the gravy train themselves on 
day. Moreover, the creation of the AS) 
showed a political imperative to disperse the 
wealth under trusteeship. 

The non-Malays claim that the im 
plementation of the NEP has broken the so 
cial contract made in 1969-70: specifically 
that restructuring would be achieved fror 
increases in the cake, not by taking 
someone else's slice, and that the 30% Maiay 
equity target referred to a share of the total 
Exponents of the market economy woulc 
also find dishonoured the solemn pledges o 
1970 (in the Second Malaysia Plan) to em: 
phasise the role of private enterprise in eco- 
nomic growth. 

The Malays have a ready rebuttal. Th 
Chinese alone are said to own about 41-42% 
of the country's capital today, slightly more 
than the 40% quota allocated in the NEI 
targets to all non-bumiputra Malaysian: 
combined. As for government economk 
participation, left on its own the private sec 
tor refused to open itself to restructuring, 
forcing the government to step in. 

Objectively it can be said that the econ- 
omy has grown faster than the rate at which 
assets were transferred to Malays, though 
the non-Malays have a valid point about 
equity-targets being overzealously applied 
at the micro-level. 

The Industrial Coordination Act of 
imposed a system of licensing on industry, 
giving the government power to control, re- 
voke and impose whatever conditions on 
licences, in the "national interest." Over the 
years this has been used by a plethora of de- 
partments and agencies to try to enforce 
30% or more bumiputra ownership at the in- 
dividual enterprise level, as well as stipulat- 
ing levels of Malay recruitment and appoint- 
ments. 

These agencies have included such com- 
pulsory state savings bodies as the various 
pension and welfare funds, government- 
funded investment companies like Pernas, 
and government operating companies such 
as Petronas and the Heavy Industry Corpo- 
ration of Malaysia (Hicom). 

As well as some unprofitable large-scale 
investments, numerous petty abuses of pri- 
vilege have become folklore among non- 
Malay businessmen. For example, com- 
panies have been forced to issue Malays 
with discounted-valued shares. When, as 
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MALAYSIA 5 


Opinion is divided over continuance of NEP 





"y he most controversial aspect of the 
M NEP is its lifespan. Many Malays, 

M. such as Malay Chamber of M 
merce president Ezat Emir, feel that ^i 
should goon forever.” 

nme Minister Mahathir told the Johor 
anniversary rally of Umno last month that 
“the Malays have not yet achieved a stand- 
ard of development that will enable them to 
compete well with the other communities in 
the country, or with the rest of the world." 

Some Malays have argued the 
b putra-ownership target should be 
n. 1 to 50% — seeing no reason to stop at 
the 30% ownership enshrined in the NEP 
when they make up 56% of the population. 
Others feel the 30% debate has “been re- 
duced to nonsense.” 

“Malays are fixated with the 30% because 
they feel jittery,” a banker said, noting that 
with a quarter of the corporate sector in the 
hands of the National Equity Corp., which 
is responsible for a large percentage of 
bumiputra holdings, “we don't have owner- 
ship as such.” 

The higher the ceiling, the more leeway 
for the government to promote Malay in- 
terests. Nor is a 50% target all that far- 
fetched if the the full weight of the govern- 
ment backs that goal, a researcher said. 

iese groups argue that the NEP's 
goas have been, or are close to being, 
achieved. They insist that their agreement 
was given to the creation of the NEP in 1969- 
70 on the understanding there would be no 
à. naticextension. Policies should now be 
t... lon “merit and needs," said Michael 
Yeoh, a senior figure in the Malay Chinese 
Association, a party in the ruling coalition. 

"You can only have equal opportunity if 
it goes hand in hand with equal abilities, 
which the Malays don't have yet," Firdaus 
Abdullah of the University of Malaya's eco- 
nomics faculty said. Only with equal ability 
can one compete on merit. “Every group 
should be convinced that Malay backward- 
ness is not a Malay problem but a national 
pre bler,” he added. 

Many non-Malays would concede that 
the improved Malay position is fragile, still 
dependent on state support and that there is 
little incentive for the NEP's Malay bene- 
ficiaries to abandon the system. “It is politi- 
cally very difficult to remove a policy that 
has given so many privileges to a special 
group — unless that group loses political 
power, which is not likely to happen, or the 
government has to depend more on non- 
1 y voters," said sociologist Mavis 
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Fragile gains 


The Indians in fact support a continua- 
tion of the quota system, since they have 
barely touched 196 ownership of capital. The 
Malaysian Indian Congress (MIC) suggests a 
5% target in the next plan. 

"Why are the Indians not getting any- 
thing in terms of a boost-up?" demanded 
MIC secretary-general D. P. Vijandran. “If 
you make one class of society poor, they be- 
come a social liability." 

Former deputy prime minister Musa 
Hitam suggests that letting the NEP lapse 
without replacing it would not be politically 
tenable — but neither would be its perpetua- 
tion. 

Instead, he suggests a middle course of 
extending the NEP, with considerable adjust- 
ments, for perhaps a 10-year period. The re- 
structuring goals should be de-emphasised, 
with much closer supervision of policy im- 
plementation. 

This supervision would have to come 
from the ministerial level, with ministers 
having to divert from their almost total 
preoccupation with Umno power struggles 
to involvement in the work of their depart- 
ments. Retired auditor-general Tan Sri 
Ahmad Noordin Zakaria voices a similar 
suggestion — performance had to be mea- 
sured against targets. 

In essence, what the Malay moderates 
are proposing is a shift in emphasis back to 
the first "prong" of the orginal NEP — that of 
eradicating poverty. Such a switch would 
remove, or at least reduce, racial animosity 
while helping those Malays who con- 
tinue to form most of the rural popula- 
tion and a significant section of the urban 


pot l 
The most elaborate proposal so far has 
come from the the Malaysian Institute of 
Economic Research's Kamal Salih, who 
proposes a reaffirmation of the goals of the 
1970 NEP, combined with a shift to a more 
liberal economic system and more attention 
to educational quality intended to encour- 
age greater competitiveness. The new 
target, Kamal proposes, should be an ‘ 
come-doubling plan" over 10 years that 
would take per capita national income from 
the 1990 estimate of US$2-4,000 by the year 
2000. | 
The capital needed for the necessary eco- 
nomic growth — an average of nearly 1075 a 
year on the basis of. an annual population in- 
crease of 2.6% — was attainable given 
Malaysia's high savings rate of about 32%. 
But it required a far more efficient use of sav- 
ings than Malaysia has shown under the 
present NEP. | " 
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Traveller’s Tales 


goodly proportion of the material 
— cuttings, labels, advertisements, 
packets and photographs — which 
drops daily into the Traveller’s mail 
box concerns products and processes which 
are supposed to improve one’s love life. 
Less euphemistically, they are claimed to 
improve one’s sex performance. Even less 
euphemistically, they claim to improve the 
male’s sexual prowess. Many, even by this 
column’s low standards, are unprintable. 

It has often been remarked on elsewhere 
that the Chinese male appears to be obses- 
S vith such concerns — even more so 
t his fellows in neighbouring Asian 
countries, high though the interest may be 
in those places. It is largely the Chinese 
males' readiness to spend money on pro- 
ducts (however unlikely the preparations 
are to match up to the claims made for them) 
which have driven up the prices of such 
herbs as ginseng to stratospheric levels and 
led to the rhinoceros being classified as an 
endangered species. 

An unscientific analysis does confirm 
that most of the literature extolling the prop- 
erties of the dozens of medicinal prepara- 
tions claiming to be specifics for such male 
preoccupations (real or imaginary) which 
readers send in do in fact originate from 
China or from Chinese firms in Hongkong, 
Taiwan and Singapore. 


This type of product is usually accom- 
panied by a special variety of advertising 
prose or promotional copy which swings be- 
t n the extremes of coy suggestiveness 
¿ — outright bluntness. A good example 
was spotted by P. L. Yung on show in 
Hongkong at a recent exhibition of what Pe- 
king wanted to display as its new technol- 
ogy. The mixture, whether to be taken sha- 
ken or stirred, was claimed to have been put 
together “under the supervision of the Re- 
search Institute for Clinical Immunolgy in 
Modern Chinese Medicine, Beijing, China." 
For once the usual order was reversed, for 
the Chinese name had romantic overtones 
(it translates as "Instant Love") while the 
English version was somewhat more direct: 





The flyer advertising the product read in 
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typical fashion and with the requisite flurry 
of misprints: 

Prepared with a dozen rare yarieties of 
medicinal herbs, the top-grade ERECT 
tonic Syrupof Zhong Mian brand is effec- 
tive for warming the Yang vitality, tonify- 
ing the kidney, nourishing lood and build- 
ing up the essence of life, Regular taking of 
it can prolong life, retain youthfulness and 
build up vigor, It has no side effect. The 
tonic Syrupsells well in Japan, Southesa 
Asia, Europe and America. 

EFFICACY: Tonifies the kidney Yang, 
increases vital energy, reinforces the es- 
sence of life, builds up health, warms the 
channels and eases chill 

INDICATIONS: Deficiency of vital 
energy, physical weakness, premature 
aging. The tonic is especially good for fail- 
ure to Perect, lack of hardness in erecting, 
kidney deficiency and ducerease of sexual 
desire. 

The ingredients listed in Latin a number 
of identifiable items, such as Korean ginseng 
and Radix polygoni multiflori (which I take to 
mean the roots of various flowers) but 
others, I suspect would be unidentifiable 
even by botonists. The list would hardly be 
sufficient to satisfy the US Food and Drugs 
Administration, though the flyer claims 
healthy sales in “America.” 


Another product, with very much the 
same end in view, is exported by the 
Zhejiang Branch of the China National 
Medicines and Health Products Import and 
Export Corp. Its ingredients are not listed in 
a singularly uninformative advertisement 
spotted by John Hassall in the China Daily — 
and it would appear that the preparation is 
not needed in China: 


Special 
Kang Wei Ling Wan 
(capsule) 


Treating impotence 
(only for export) 


Other aids for bedroom activities include 
a piece of apparatus manufactured by 
Taipei's Jiuch Jyh Industrial Co., advertised 
in the Asia Business Weekly and spotted by 
David Weil. It is described as A Gift of Love: 
the Mutual Caress Torsion Cushion which 
leads up to a piece of purple prose: This is a 
magic little item that, once yours, will fan 
your zest for love into a blaze, allowing you 
to do anything your heart desires. It restores 
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the energy of youth, and the rage! The blurb 
continues: 


*This product heralds a new era! A token of affection, 
It can be creatively used in up and down, left and right, 
forward and backward positions to accentuate you 


with an exquisite exterio meet your every 
need! The Mutual Caress xem Cushion — 
patent pending. 

*This device can be used to restore people ex- 
hausted from health through 
physical exercise to those confined to bed for 
long periods due to Hiness, 

*Take some advice — purchase this 
Cushion, and your enjoyment will be 
unlimited 


This product is matched by a Hongkong 
firm, the LoveCraft Co., which also offers a 
torsion love cushion with the query: 


pt 
f 


SA 


o You 

Feel That 
Your Love Life 
is Routine and Unexciting? 


V 


Its advertising copy claims that the cush- 
ion represents: 

Design innovation and advanced func- 
tionality, with it's built-in oscillation 
mechansim aims to fit the weight and fig- 
ure of human-bodies, is pioneering the con- 
cept of "Love-Specialty' for use by couples 
in their private domains. 

The interior of the cushion is strategi- 
cally fitted with strong elastic springs. They 
can support the weight of a couple and fol- 
lows the rhythms of the body motions . . . 
Hugging by elegant cloth cover and fitting 
harmoniously with any bedroom decor, 
this joy machine will definitely be a wel- 
coming guest to your love haven. 

Sometimes drugs or artificial devices are 
rendered unnecessary. There is a doctor in 
Delhi, for example: 
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The lettering under Dr Sharma’s shingle, 
which was photographed by Erin 
Campbell, reads: Regain Vigour and Vital- 
ity by Electric Treatment. I don't know 
exactly what Dr Sharma does, but it sounds 
more stimulating than sipping ginseng. m 
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often happens, these have been sold at mar- 
ket value to non-Malays, the companies 
have been required to issue yet more shares. 

There has also been an opportunity cost. 
The billions spent on enlarging the Malay 
share of the corporate sector have gone 
largely into buying out existing enterprises, 
much of them in relatively slow-growing 
“mature” sectors such as tree crops and tin- 
mining. 

The various restrictions have also in- 
duced a steady flight of Chinese capital that 
is not abating; the MCA cites estimates of 


M$10 billion over the past five years. Many 
commentators also point to a qualitative 
shift in Malaysian investment, away from 
the more entrepreneurial type of manufac- 
turing and innovation into safer sectors, 
such as property. Foreign investment in 
semiconductors, textiles and other inter- 
mediate manufacturing has generated rapid 
expansion of industrial jobs, but changing 
technology and comparative advantage 
make this quite precarious. 

Malaysia has enjoyed a high economic 
growth rate over the NEP lifespan — about 





MALAYSIA 3 


Education advances leave rural Malays behind 


. he diploma disease 


has grown from a half share in a 

university in 1959 — the University 
of Malaya campus was sited in Singapore 
until then — to six universities and a net- 
work of colleges today. In addition, 
thousands of young Malays have been 
sent to study overseas as part of the NEP, 
reinforcing a policy of allocating quotas 
to boost Malay intakes in local institu- 
tions. 

Education has been the least disputed 
success story of the NEP's socioeconomic re- 
structuring. In the two decades since 1970, 
the Majlis Amanah Rakyat (MARA — literally 
people's trust council) allotted M$700 mil- 
lion (US$258.5 million) or 67% of its total 
budget, for educational development. In 
1988, MARA scholarships and loans funded 
2,078 students abroad and 15,528 students 

cal institutions of higher learning for 
-...3es ranging from stenography to en- 
gineering and accounting. 

World Bank figures show that between 
1965 and 1985 primary school enrolments 
rose from 90% of the relevant age group to 
99%, secondary enrolments from 28% to 
53% and tertiary enrolments from 2% to 6% 
(with very little differences between male 
and female rates). 

However, Malays are increasingly con- 
cerned about the quality of the professionals 
and the ethics of the businessmen who 
largely owe their positions to the affirmative 
polices enshrined within the NEP. In the 
haste to mass produce a Malay executive 
class, "credentialism" set in. Standards have 
been lowered and education geared to im- 
parting marketable skills. 


| T tertiary education system 


"On human resource development, we 


must note the decline of quality and profes- 
sionalism in the educational institutions," 
Kamal Salih of the Malaysian Institue of 
Economic Research (MIER) said in a recent 
paper. “While the ‘numbers game’ may 
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have been won, the institutionalisation of 
mediocrity is a by-product of the 1970 NEP re- 
structuring targets." 

Until the 1985 recession, the bureaucracy 
provided almost automatic employment for 
Malay graduates — the Federal civil service 
growing from 139,500 in 1970 to 704,229 
(excluding army and police) by 1988. In- 
deed, scholarship holders were usually 
bonded to government service after gradua- 
tion. Graduate unemployment has become 
a major problem today — 35,000 register- 
ed unemployed, 75% of them bumiputra 
— an ironic development in the light of an 
obvious lack of skilled workers at the sub- 
professional and technical 
level. 

Many of the Malay stu- 
dents educated abroad on 
national scholarships return 
with the view that the gov- 
ernment owes them a living. 
They take for granted that 
"this is tanah Melayu [the 
Malay motherland],” said a 
Malay lecturer. "They don't 
try very hard. The proof is in 
the results." 

Results of government 
examinations equivalent to 
Britain's "O" and "A" levels 
show that among the top 
10% Malays number only 
about 3%, said Ungku Aziz, 
former vice-chancellor of the 
University of Malaya. But of the bottom 
20%, Malays account for about 80% — “al- 
most a monopoly,” Aziz said. The root of 
the problem is simple and begins in the vil- 
lage school. A large part of Malays’ early 
education takes place in rural schools, which 
are the worst off in terms of libraries, 
laboratories and quality teachers, he 
explained. 

“The result is a growing dichotomy 
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Aziz: monopoly. 


6.5% a year — but it might have been much 
higher without the NEP. Jesudason argues 
that Malay leaders have been conscious of 
this price and willing to pay it. On the other 
hand, growth might have been lower if 
Malaysia had kept to its pre-1970 cautious 
fiscal policies. The NEP introduced more ad- 
venturous, expansionist policies than before 
— based on rapid exploitation of natural re- 
sources. The question now is: with a work- 
force growing at 3% a year (and family plan- 
ning policies in abeyance) can any growth 
increment be regarded as a luxury? * 


within the Malay community itself, between 
the English educated, urban-born and bred 
and the Malay educated, recent arrival to the 
towns," Aziz said. In the case of local 
graduates, the category they fall into is 
largely defined by the university they at- 
tend. The Universiti Kebangsaan Malaysia, 
the Universiti Pertanian Malaysia, the Uni- 
versiti Teknoloji Malaysia and the Universiti 
Utara produce more  Malay-oriented 
graduates. The University of Malaya and the 
Universiti Sains Malaysia tend to be more 
multiracial in outlook. What this points to is 
the creation of “two Malay worlds,” with its 
attendant potential for future conflict within 
the same community. 

The urban-rural dichotomy or the divi- 
sion between Malay or multiracial educa- 
tional experience, however, does not reflect 
social status or earning power. Increasing 
politicisation of the economy has meant that 
the best place for an aspiring businessman is 
within the ruling party, backing the winning 
faction. Thus the cynical coining of the term 
“umnoputra” or son of 
Umno, indicating who 
the preferred bumiputra 
are 
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The modern Malay defini- 
tion of success is wealth. In- 
directly, the government has 
encouraged this heightened 
respect for money among 
Malays with constant ex- 
hortations for them to im- 
prove themselves and com- 
pete on an equal footing with 
the Chinese. At the 1987 
Umno assembly, Finance 
Minister and party treasurer 
Datuk Paduka Daim Zainud- 
din declared that he wanted 
every Malay to be an MM — 
Malay millionaire. 

As the pressures to succeed increase, 
some Malays have taken Daim’s call to seek 
wealth too literally, with a rash of often spec- 
tacular fraud and misappropriation cases in- 
volving many millions of dollars. However, 
at another level, alienation among Malays 
whose raised expectations are not being met 
may be seen in the high proportion of young 
Malays caught up in the country's serious 
narcotics problem. Li 
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MALAYSIA 4 


People of all races slip through the NEP net 


Poverty amid plenty 


government estimates that absolute 

poverty will have fallen over the life of 
the NEP from 49.3% to 17% in Peninsular 
Malaysia, with the proportion of urban poor 
falling from 21.3% to 8.1% and the rural 
poor from 58.7% to 2296. 

The statistics are impressive, but there is 
no consensus on the success of poverty 
eradication programmes. The EPU has never 
revealed its poverty-line income, nor the 
precise way it is reached. A commonly cited 
inp line is M$380 (US$141) per month 
or a household of five, though this makes 
no differentiation between rural and urban 
poor. While a certain amount may be 
enough in a kampung, where food is grown 
in one's own backyard and water rates are 
lower than in towns, urban squatters can 
barely survive on it. 

In addition, the government has 
changed its definitions of income. Cash in- 
come alone was used to measure poverty 
levels before, but the value of government 
subsidies was included in more recent calcu- 
lations, a sociologist said. 

It could be argued that much of the im- 
provement in income levels would have oc- 
curred anyway without the NEP, given 
Malaysia's oil and commodities wealth; that 
much of the re-distribution of wealth might 
have happened anyway, due to the pull of 
rural population into urban employment. 

But the NEP has created much greater di- 
versity of employment in rural 
areas, and undoubtedly speed- 


I n its most recent review of progress, the 





Indian rubber workers: neglected. 


Fragmentation of land through Islamic 
inheritance customs has continued. The 
Federal Land Authority (Felda) and the 
introduction of mini-estates were both 
land-reform attempts to stop gradual sub-di- 
vision of land and the deterioration of la- 
bour. 

"The rural poor are those who don't own 
land," said Sanusi Othman of the Universiti 
Kebangsaan Malaysia. If a farmer has to rent 
land, he is trapped in the poverty cycle since 
the rent rule system favours the landlord 
and the middleman exploits him, he added. 
Some 34% of Malay households are poor; of 
this 46% fall within the core poverty bracket, 






Malaysia: Poverty 
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for large numbers of Malays to 
move from rural to urban 
areas," said sociologist Mavis 
Puthucheary. "It has been cru- 
cial to bringing about this revo- 
lution." 

The University of Malaya's 
Ungku Aziz said attention had 
been diverted from the "main 
issue" by the statistics. "If you 
do not talk of the causes of pov- 
erty, how can you deal with 
either urban or rural poverty," 
he said. Aziz listed the causes 
as "exploitation, low-produc- 
tivity and neglect." 
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defined as having an income below M$200 a 
month. 

Felda sought to correct the situation by 
opening up jungles, with the pioneers 
planting rubber and oil palm in keeping 
with Malaysia's efforts to boost its export of 
commodities and increasing rural income. 
Since only labour and no initial capital is re- 
quired — Felda pioneers need only pay 
Felda back, in instalments, once the planta- 
tions bring in revenue — the queues of ap- 
plicants are long. Nevertheless, Felda has 
dealt with no more than 10% of the landless 
at any one time, estimated Aziz. 

A new risk to Felda achievements comes 
from changes to tenure that might allow 
settlers to sell up their now quite valuable 
holdings to the “non-bumiputra outside,” 
said Aziz. 

Many of the first settlers are now getting 
on in years and tiring of the hard labour 
involved. Their children are not int - 
ed in taking over — increasingly In - 
sian and Thai illegals are working the 
estates. 

Meanwhile, the Indians seem to be the 
most neglected of all three races, with a 
handful of well paid urban professionals at 
the top of its ethnic pyramid, well beyond 
the reach of a huge base of estate labourers 
eking a living of M$260 per month, paid as 
daily wages, without hope of upward mo- 
bility. 

Their shrinking numbers as a percentage 
of the 15.8 million national population — 
from 10% in the 1960s to 8% today — and 
the Indians’ lack of political clout have 
caused them to be marginalised. Once in- 
variably included as the third component in 
multi-racial Malaysia, today politicians and 
the media speak of Malays and Chinese, 
with the Indians almost ignored as a 
minority of “others.” 

Although few are as desper- 
ate as the Tamil plant | 
dwellers, the Chinese ....» 
were relocated by force in "new 
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1 villages” to isolate the 1950s 
Ef communist insurgency also in- 
UR ACE clude a large number of poor. 
oof Most who remain in the 


new villages have water, elec- 
tricity and basic schooling but 
E — suffer from lack of access to 
land, diverse employment and 
educational oppor- 
tunities. The Fifth Malaysia 
Plan stated that only 37% of 
new village households had a 






3 monthly income above M$400 

ot — meaning that some one mil- 
sud lion new village residents were 
Wr living in poverty. The neglect 


of non-Malays in rural areas 
s has shown that the NEP's two 
——— prongs have been selectively 
applied — and may be as 
damaging to national unity as 
anything else. ü 
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Martyrs of the Peking Massacre enter a hallowed communist tradition 


blood offering 


By Geremie Barmé 


n 18 March 1926, a group of un- 
armed citizens and students 
petitioned the Peking govern- 
ment. Forty died in the ensuing 
massacre. Lu Xun, China's most famous 
writer, condemned the slaughter and said: 

If China is not to perish, as past history tells 
us, the future holds a tremendous surprise for the 
murderers. 

his is not the conclusion of an incident, but a 
ew Jeginning. 

Lies written in ink can never disguise facts 
written in blood. 

Blood debts must be repaid in kind. The longer 
the delay, the greater the interest! 

Lu Xun called 18 March the darkest day 
since the Republic of China had been 
founded in 1911. Now, 4 June 1989, the first 
day of the Peking Massacre, has become the 
darkest moment in the very dark history of 
the people’s republic. 

Up to 4 June, blood played an important 
symbolic role in the student and popular 
protest that began with Hu Yaobang's sud- 
den death in mid-April. The hunger 
strike began with students signing 
pledges in their own blood — an act 
that belongs with a popularly forgot- 
ten tradition of Buddhists writing 
sutras in their blood. Many wore 
T-shirts spattered with red, and 
^*^^"s hung out banners proclaiming 

determination to die for their 
cause. 

Martyrdom is a hallowed element 
of China's communist tradition and 
like so many aspects of the student 
protests, it has been reinterpreted to 
serve a cause radically different from 
the one sanctioned by party or- 
thodoxy. 

In the early days of the hunger 
strike when it was obvious that the 
government could not be shamed 
into making a positive response, a group of 
protesters declared they were prepared for 
death by fire. Self-immolation has been 
something not generally seen in China since 
the end of the Qing dynasty when monks 
burned themselves to death to protest 
against the government. 

And following the declaration of martial 
law, students, workers and citizens formed 
into suicide squads, swearing to fight to the 
death. Some intellectuals, then still chiefly 
observers and advisers to the students, even 
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Tiananmen: the stage of Chinese history. 


spoke of the spilling of blood being perhaps 
a necessary corollary to the progress of 
democracy in China. 

The symbol of blood was also central to 
Lu Xun’s career, and he spoke of himself as 
an offering on the altar of the nation when 
he wrote the following poem around 1903: 

The tower cannot avoid the god's sharp ar- 
TOUS; 

Dark is the ancient garden crushed beneath the 
storm. 

LInrecognised, I put my hope in a ice-cold 
star 

While offering my blood to the Yellow Em- 
peror. 

The rubric of Lu Xun made a sudden 
reappearance in those heady days of mid- 
May. Twelve naive but fearless young 
people decided to turn their hunger strike 
into a deadly protest by refusing to drink 
water. They were separated from the 
thousands of other strikers and placed at the 
north entrance of the Great Hall of the 
People, cordoned off in a circle which was 
soon decorated with an altar covered in 
flowers, an offering to the dehydrating 






È 


young bodies. The masses of protesters 
would literally circumambulate this “charm- 
ed circle” weeping and crying oaths 
of well wishing as they walked. A large, 
blood-red flag hung above the circle with a 
pain-stricken figure on it, beneath the figure 
was the legend nahan or scream of frustra- 
tion, an expression Lu Xun used as the title 
of his first collection of short stories. 
Tiananmen Square itself is rich with his- 
torical allusion and symbolism. And of all 
the symbols of communist orthodoxy, 
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Tiananmen Square, the sight of the regime's 
Nuremburg-like rallies and the site of the 
Mausoleum — the Fourteenth Imperial 
Tomb — has been subverted and become 
centre stage for this new era in Chinese poli- 
tical history. 

In imperial times decrees were read from 
the Tiananmen Gate; Yuan Shikai, the au- 
tocratic first president of the Republic of 
China, used it for a grand review of troops 
when he was inaugurated, and for a time 
Sun Yat-sen's portrait hung on it. The small 
square in front of the gate was used as a 
rallying point for student demonstrations 
from 1919 onwards. 

It is significant that this site, the gate and 
the space in front of it, one so intimately 
linked with the patriotic and intellectual pro- 
tests of 20th century Chinese was radically 
altered after 1949 at the will of party rulers. 
The gate itself was rebuilt in concrete, the 
area in front of it expanded into a massive 
parade ground, and the alignment of the 
city radically altered, and the north-south 
axis of the traditional city — its celestial 
geometry — had its back broken to be 

replaced by an east-west 
: thoroughfare, the Changan Avenue. 

Itis this avenue that has borne the 
weight of numerous parades, the last 
great one on 1 October 1984, marking 
the 35th anniversary of the com- 
munist state and Deng Xiaoping's 
80th birthday. On 4 June, again it was 
the east and west arms of the avenue 
that provided the army entry to the 
square. In the days following, it car- 
ried the new weight of a massive as- 
sault of tanks, artillery and helicop- 
ters. 

After Hu's death, and in particu- 
lar following the first student hunger 
strike on 13 May, Tiananmen Square 
was turned into something akin 
to a magnetic field, drawing people 
from throughout the city and even 
the rest of the country into its unsteady 
embrace. For those weeks before the 
troops moved in, to be in Peking meant 
being drawn into the square. Sometimes 
rising at night, half-fearful, crazed with 
curiosity, people would be drawn as if 
sleep-walking towards the vast open 
space, filled then with hunger-wracked 
bodies, screeching ambulances, mill- 
ing crowds, pedlars, piles of garbage, 
weary onlookers anxious for yet fearful 
of government action. The square as never 
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before had become the stage of Chinese 
history. 

Indeed, it is an essential element of the 
Chinese historical consciousness that people 
yearn not to recall the past or learn its les- 
sons, but rather to be in history, to make his- 
tory, to live history. Thus one of the earliest 
slogans during the present movement was 
“We are writing history.” When it became 
obvious that the authorities were too in- 
volved with their own machinations to deal 
with the demonstrators, Peking residents 
went en masse into the streets to be part of 
this new story. 

The subversion of symbols, be they cul- 
tural, intellectual or historical is a central 
facet of the recent movement. To a great ex- 
tent, the well-springs of this “subversion” 
are to be found in the deep structure of 
Chinese communist culture. Its parades, 
marches, rhetoric, banners, slogans, as well 
as the factionalism within the student and 
intellectual movements are all part of a 
hierarchy of symbols born of the communist 
struggle against the Kuomintang and fur- 
ther enhanced during the Cultural Revolu- 
tion (1966-76). In form — the initial content 
of the movement being mostly naive and in- 
nocent and later heroic —we have seen the 
realisation of Mao Zedong’s dire prediction 
of 1966, that after his death people would 
“use the red flag to oppose the red flag.” 

The gambit of the intellectuals is of fas- 







cinating interest. There had been attention 
paid to the 70th anniversary of the May 4th 
Movement of 1919, the focal point of what 
was a patriotic movement with calls for 
democracy and science and a new culture 
movement. The veteran writer Bing Xin, 
one of the “living relics” of that period, 
wrote a simple calligraphic inscription for 
the youth of China on 1 June, Children’s 
Day: “The students love the nation, I love 
the students.” 


he also commented to a reporter 

from the Hongkong newspaper 

Ming Pao: “The students can think 

for themselves, we can’t impose our 

ideas on them. I’m an old woman, young 
people have more hope than the old.” The 
movement until then had had a cathartic ef- 
fect on the people of China, she said, and 
the support of the students had allowed for 
a new cohesion among the masses. Using 
the communist rhetoric of the pre-1949 
days, Bing Xin said of the worsening 
crisis: “This is the dark night before the 
Other, less hoary cultural figures have 
written their proclamations, urgent calls, 
notices and leaflets by hand or on their com- 
puters and had them printed and distri- 
buted, but none of them have attempted to 
take the role of demagogue, or to present 
themselves on street corners as have so 
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many students and lowly citizens to air their 
views for the appreciation of the public at 
large. They, like the party leaders, are im- 
bued with the political tradition of the past 
and communism and their mode of opera- 
tion favours covert meetings in a garret-like 
atmosphere, a sense of conspiracy, urgency 
and self-importance. 

Before the massacre, they generally still 
saw themselves as the “engineers of the 
human soul,” the spiritual scions of the na- 
tion, and they are loath to dirty their hands 
in the actual filth of public performance. 
They want tickets sold at the gate, a select 
audience of refined minds fecund and fer- 
tile, ready for the sowing of seeds of wis- 
dom. The written word is their medium, 
and with the mass media closed off to them 
they have reverted to the use of pamphlets 
and their clannish magazines. This is much 
as it was in the 1920s. 

While the communist party has ~--~ 
aside the pretence of providing n 
leadership to the country, and refused to en- 
gage in an equal dialogue with students 
even before the students were gunned 
down, some intellectuals rejected the party 
leaders under Deng Xiaoping. An example 
of this stance can be found in the “May 17 
Declaration” of Yan Jiaqi, Bao Zunxin, Xu 
Xing and others. In response to Zhao 
Ziyang’s statement to Soviet leader Mikhail 
Gorbachov that Deng is the final arbiter in 














E : a. jS oc S Ps 

; ori hr 2! H Lie TS E y 
Reni ANSA f LIE SUR , as Se v M SP TIT uu 
[i "E. ~ iim € oo y C hay eee X n DU < | "o T M T a7? = 

be nn te nd he M m CVS Pact m Pec * we x Io" RAO a 

SSA <a : ee! Ki DRIN p Vl 1 Pe an r NEN ie Dr o. j ~y i A on tnm 
LG ; - Sr X Er AN S UA GU iex Uu VC, UP viu hee ee is 
93$ Mud = pe 4 : f oF e f TET 
yee x b " p re * ` * ies 
E "- n 1 de^ v s 
PEs JS A MUS Mer 
rut » 4 44. hie - 

‘<> ‘ they Meo Sets E A 
Kn v . ER: 
mE An y ^ (SRM M, AL i 
DR rue et E ix. "Guru Eee het eA 
Rr be ae * AUC RHET e era tsp c ES etd 
Uy AC =O eer | 4 - 

: kaid 4 ; . ve a 

1 US AA x < de Y ‘ : > ae 
RU - y > e 

AV EA ; i 

SETEN i Ea a 

| ~ pu A 

EO 38) 2l | 

3 xJ Eo A | 

B Ro AA 

[or^ To ` » AG 
PEN 7 ` i] : P| 
E Sree OSE 4 . $ 

EN ° 

aaa ry bo 

i te k oM t » ^ £ "T 

te -— m i s . ^ I is. J> 

x S 4 __ 

7 ar C a sa 

[fa 

ca 

x 


P ra 
"e ^ 


Peena ss a6. 





aime 


IPTN. Bum: Daya Plaza BLDG. 14TH Floor, JL. Imam Bonjol 61. Phone. 21 - 32 22 32 / 21 - 32 23 95 / 21 - 32 22 47 / 21 - 33 66 51. 
P.O. BOX 3752 JKT. Tlx. 61246 IPTN JK IA. Fac. 21 - 310 00 81 JAKARTA. INDONESIA. 





Chinese politics, the signatories proclaimed 
the victory of the hunger strike and declared 
that "Seventy-six years after the demise of 
the Qing dynasty, China still has an un- 
crowned emperor, an aged and befuddled 
autocrat." 

Other less extreme figures such as the so- 
cial scientist Liu Dong are concerned about 
the role "independent intellectuals" could 
play in the melee. In recalling the tragedy of 
Hu Shi, one of the most outstanding figures 
of May 4th, Liu wrote when commemorat- 
ing the 70th anniversary: 


e was determined to be an inde- 
pendent intellectual in an envi- 
ronment of political decay when 
in fact what he really needed was 
political order. He knew what role he could 
play in a rational, democratic political situa- 
tion, but was at a loss as what to do with 
“self under an irrational autho- 
ilanism." 

After years of keeping out of politics, Hu 
Shi was finally convinced that people like 
him had to make their voices heard. He em- 
phasised, however, that a person must be 
truly intellectually independent before be- 
coming engaged. If not, then the intellectual 
can all too easily fall into the service of some 
new form of despotism. This was certainly 
the case for the majority of Left-leaning fig- 
ures in post-1949 China. Now such figures 





as Liu Dong are not in danger of serving de- 
spotism, but rather of becoming victims of it. 

Hu Shi said that "the most powerful man 
is the loneliest," a sentiment echoed by Liu 
Xiaobo, a critic and writer in his 30s named 
as one of the instigators of the student 
movement and arrested 6 June. Liu was an 
adviser to Wuer Kaixi, the charismatic stu- 
dent leader from Peking Normal University, 
and a participant in the 2-4 June fast of 
intellectuals headed by the Taiwan singer- 
songwriter Hou Dejian, now in hiding. 

In 1987 Liu Xiaobo wrote that intellec- 
tuals were often ahead of their time, and 
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though branded as miscreants they had 
higher aims than the silent majority. But 
such figures, even in the freewheeling times 
of "bourgeois liberalism" were few indeed. 
During the demonstrations, speeches and 
pamphlets produced by the move- 
ment indicate that students and intel- 
lectuals alike have craved above all for some 
form of official ition, their own place 
at the helm of the ship of state. The tradi- 
tional role of the  scholar-bureaucrat 
dovetailed neatly with the Stalinist talk of 
engineers of the human soul. 

In the Dengist dispensation there 
seemed to be some hope that intellectuals 
would come into their own, and members of 
think tanks, maverick writers and various 
radical thinkers vied for Zhao's attention. 
Zhao’s use and abuse of these eager and 
frustrated technocrats disaffected the party 
and state bureaucracy from the early 1980s. 

During the recent years of economic mis- 
management less well-placed figures be- 
came disenchanted with Zhao’s incompe- 
tence as a reformer, doubtful of his political 
acumen — so tellingly revealed in his role in 
the ouster of Hu — and scornful of his de- 
valuation of education and lack of concern 
for the increasing impoverishment of the in- 
tellectual élite. Given the chance intellectuals 
and students have been anxious to be 
coopted; but with the monumental incom- 
petence of the leaders — including Zhao — 
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: . He Xin, a Peking social scientist who has 
gone from being something of an iconoclast 
^ finding favour with such crusty cultural 

- conservatives as Mao’s former secretary Hu 
—. Qiaomu, was eager to point out to the polit- 
... buro possible solutions to the mounting 
<a crisis. On 27 April, having witnessed the vic- 

+: tory of the student march and the reluctance 
. of the 38th Army to respond, He Xin offered 
-= theleadership some sage advice. His analysis 
= touched on the long-term causes of the crisis 

. and suggested that if the authorities did not 

<> handle the problem of the students with 
great care, "the crisis will deepen." 
"The achievements of the past 10 years 





will be. ded. away and China will enter 
an age of p political uncertainty marked by 
constant disturbances of varying scale. This 
in turn will lead to the failure of the eco- 
nomic reform. Economic crisis will add to 
dass antagonisms and widespread riots. 
Civil war, a military coup, and popular up- 
risings affecting China for decades to come 
are now far from being unthinkable," He 

Now the whereabouts of many of those 
mentioned in this article are unknown. In- 
ternal exile to Qinghai, China's Siberia, 
seems the soft option for many intellectuals 
who have been forced into dissent. Some 
will provide the world with a written record 
of the heartbreaking events of recent weeks, 





BURMA 


Singers lent their voices to the ‘Rangoon Spring’ 


Politics of pop 


v By Bertil Lintner in Rangoon 


S hen the residents of Rangoon took 
He W: the streets last year to protest 
against the government, just 
about everyone joined in the demonstra- 
tions. There were the lawyers in their court 
. robes, doctors and nurses in hospital white, 
bankers, businessmen, housewives bang- 
.. ing pots and pans, long processions of 
-= trishaw drivers, Buddhist monks in saffron 
robes, Muslims brandishing green banners, 
Christian clergymen chanting "Jesus loves 
democracy" and even fringe groups such as 
columns of blind people and transvestites 
demanding equal rights. 
The carnival-like atmosphere was rein- 
: forced by the presence of some of Burma's 
-.. most famous pop singers who either joined 
- ,in the demonstrations or entertained the 
|. marchers from makeshift stages which had 
been erected at almost every street corner in 
_ the Burmese capital. But the most familiar 
face in the crowd was a frail-looking, 38- 
-year-old singer from the Shan ethnic minor- 
ity named Sai Hti Hseng. He had been 
elected chairman of the Musicians' Union of 
Burma, one of the many independent — 
and informal — trade unions that sprung up 
during the "Rangoon Spring" last year. 
. It was hardly surprising that Burma's sin- 
gers and other artists joined in the anti-gov- 
ernment protests. In the 1940s and 1950s, 
Burma had had a lively cultural scene which 
also was open to outside influences. Burma 
had several jazz clubs and it was not uncom- 
mon to see young dancers in bow ties — and 
`: traditional Burmese longyis — dance cha- 
< cha to the latesttunes. But one of the first de- 
. cisions of the military government, which 
. seized power in 1962, was to ban horse rac- 





















ing, beauty contests, dance competitions 
and clubs with Western-style music. 

This was done to "uplift the morals" of 
the people and "to preserve the Burmese- 
ness of the culture." Some singers pro- 
tested, arguing that Burmese music already 
suffered from "un-Burmeseness" as early as 
1932 when the late drummer Sein Beda be- 
came famous for his version of Colonel 

It was not until the "rock boom" of the 
late 1960s that some Burmese musicians 
dared to experiment with the new tunes. 
But most of them produced little more than 
Burmese adaptions of international hits, or 
they sang in English. 


new trend began in 1973 when a 
A group of students at Mandalay Uni- 

versity got together and set up a band 
called Thabawa Yinthwenge, literally the 
Children of Nature. To simplify the matter, 
the name The Wild Ones was used in Eng- 
lish. Their singer was Sai Hti Hseng, who 
previously had been active in a movement 
to revive Shan literature in his hometown of 
Langkho in southern Shan State. 

The unique aspect of their music was 
that, though they used Western instru- 
ments — electric guitars, organs and drums 
— the melodies as well as the lyrics, always 
in Burmese, were entirely their own. The in- 


spiration came from such diverse sources as. 


Buddhism, Pali literature, the Beatles and 
Bob Dylan. Some of the songs touched on 
controversial subjects, like the Life ofa Shan in 
Mandalay, which tells of the arrogance a boy 








others will have sacrificed their lives in wit- 
ness to this latest and most. incandescent 
message from China's seeds of fire. »" 

As in the Tiananmen Incident of 5 April 
1976, and the Democracy Wall period 
of 1979, poetry has played a role in this 
popular uprising. Shortly after the declara- 
tion of martial law, someone penned these 
lines: 

I didn't know that before the Cultrev 
there had been a May 4th; I didn't know that 
after the Cultrev there was the April 5th; I 
didn't know that before tomorrow was 
today; I don't know if after today there will 
be a tomorrow. (Ji Nan, 22 May 1989.) 

And after 4 June, how will those blood 
debts be repaid? a 





If you believe more in tomorrow than 
today, Then you can came to where Hope 
is the thing, If you're the one that seeks to 
live a better way, Then you can hear the | 
Ones sing. 

Sai Hti Hseng and The Wild Ones soon be- 
came immensely popular especially among 
other students in Mandalay. But groups 
such as The Wild Ones were hardly favoured 
by government cultural institutions and Sai 
Hti Hseng recalls how in the early 1970s 
when he hitch-hiked to Rangoon to have his 
first songs recorded. He got Kyats 1.25 fora 
complete album; he could not afford any ac- 
commodation and had to spend the nights 
under a tree in one of Rangoon's many 
parks. 

It took also a long time before the older, 
more conservative generation accepted his 
style though it was truly indigenous and 
thus could not be dismissed as "decadent 
outside influence." But by 1980, he had 
earned nationwide fame and became a pro- 
fessional singer. Today, Sai Hti Hseng and 
The Wild Ones have recorded 23 albums and 
one video cassette. Song books with ! ^ 
and guitar chords can be bought in al 
every town. And a whole new generation ot 
Burmese pop singers have been inspired by 
the success of Sai Hti Hseng: Thoo Ein Thin, 
Mun Awng, Soe Lwin Lwin, Khin Maung 
Toe, Khaing Htoo and others. 

But restrictions have prevented Sai Hti 
Hseng and The Wild Ones from recording 

lishing some of their songs. A few 
already have been banned; according to 
Burmese law, ab board of censors have to ap- 
prove any-printed or recon 
fore it can be sold publicly. Since last year's 








pro-democracy demonstrations, the au- 
 thorities have be l 





ne even more sensitive 
anythi (rud WADE 





from the hills may meet from ordinary citi- may not re-occur for s E 


zens while in a big Burmese city. Another 


song played on the theme which had given — is de fur ct, Sai Hti Hseng nevertheless. 
the band its name, but it also had a mes- _ joined the main opposition party in 


sage with a slight political undertone: 
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Among stray bullets of ideology 


The August Sleepwalker by Bei Dao. 
Translated by Bonnie S. McDougall. Anvil, 
London. £5.95 (US$9.30). 


When the guns are out, poetry very 
rarely matters. One hopes that the People's 


Liberation Army feels that way about Bei 
Dao, one of China's foremost anti-establish- 
ment poets, whose collected poems have 
been translated into English for the first time 
by Bonnie McDougall. Optimists might 
hope this collection could provoke sufficient 
interest in his work in the West to provide 
some small measure of protection against 
tion. 

He nailed his colours to the mast, along 
with other brave souls, during the Tianan- 
men Incident in 1976, with the rhapsodic 
personal challenge to Mao's rule contained 
in his untypical poem, The Answer: 

If a thousand challengers lie beneath your feet 

Count me as number one thousand and one 

I don’t believe the sky is blue; 


I don’t believe in thunder's echoes; 

I don't believe that dreams are false; 

I don't believe that death has no revenge. 

Reading this poem is a liberating experi- 
ence. This kind of challenge shows a level of 
personal assurance, not to mention courage, 
that goes to the heart of Bei Dao’s poetry. As 
recent events have shown, once that moral 
certainty is won, courage follows as a matter 
of course. In a corrupt system, the winning 
of that assurance is deeply political. Which 
may be why Bei Dao's poetry has won a fol- 
lowing in his own country, and why from 
time to time the authorities have seen fit to 
suppress it. 

Nevertheless, The Answer is one of only a 
handful of poems which are directly politi- 
cal. And even these poems have their im- 
pact because of the way in which personal 
experience — the political murder of a friend 
— thrusts politics unavoidably into the 
foreground, and demands expression. 

All poetry translation is difficult, not 


merely because one cannot recapture the 
music of the originals, but also because the 
weight of culture dictates that images reso- 
nate differently in different contexts and 
societies. And in the case of Chinese poetry, 
the difficulties are multiplied, since the vis- 
ual punning of classical Chinese verse has 
no equivalent in phonetic languages. 

McDougall’s translations overcome 
these difficulties — their emotional impact 
and variety and precision of imagery and 
form are striking. McDougall has produced 
translations that sing: 

Music liberates a blue soul 

drifting over the cigarette tip 

in and out of the door and window cracks 

Her task is made easier by the largely ex- 
perimental poetic language Bei Dao has 
fashioned for himself — a language that has 
little obvious connection with classical 
Chinese verse, but one which does seem 
possible to translate. 

It looks at first like concentrated 
verse. But, perhaps because the conditions 
under which the poems were produced 
raised the stakes, the writing is tightly dis- 
ciplined, imagery is compressed, and preci- 
sion is at a premium. The lack of punctua- 
tion makes for a fluidity which forces the 





Down and out in Peking 


The Era of Zhao Ziyang: Power Struggle in China, 1986-88 
by Willy Wo-Lap Lam. A. B. Books & Stationery (International) Ltd, 
Hongkong. HK$125 (US$16). 


Events of the past several weeks add force to Willy Wo-Lap 
Lam’s implied thesis that government in China is little more than 
a struggle for power waged by various factions whose ideological 
bent ranges from the ultra-conservative to the radical reformist. 
His book is strong on the details of the 1986-88 struggle, but it ulti- 
mately comes across as little more than a lengthy rehash of the 
current consensus that the political decline of party General Sec- 
retary Zhao Ziyang resulted from the failures of the reforms he 
championed and from a political base too weak to offset the 
loss of Deng Xiaoping’s unwavering support. 

The deterioration of the economy and policy 
responses to that deterioration do appear on 
the surface to have been the major bone of 
contention for the two years following the fall 
of the late party general secretary Hu Yaobang 
in January 1987. The winners in that struggle 
marked their victory by postponing indefinitely 
a range of economic reforms, including the 
freeing of prices, that Zhao, initially with 
Deng’s backing, had attempted to implement. 
On the face of it, Zhao was politically under siege 
because of the failure of the reforms instituted 
under his aegis. 

But Lam's contention that economic issues 
are perhaps the most important shaper of 
political events could do with some refine- 


ment. The fundamental issue, then and now, is Zhao: under siege. 


FAR EASTERN ECONOMIC REVIEW 





maintaining the stability and authority of the Chinese Com- 
munist Party (CCP). Zhao was taken to task in mid-1988 because 
the adverse effects of reform, especially inflation and rising cor- 
ruption, threatened both the stability of China and the authority 
of the CCP. Similarly, what makes the students' cries for demo- 
cracy, for an end to corruption and the ouster of Premier Li Peng 
so threatening is the challenge they pose to the existence of the 
party as it is currently constituted. 

Lam's account relies heavily on party documents, many of 
which he claims have not hitherto come to light. This makes it a 
useful source for future analytical studies. 

His heavy reliance on written documents rather than inter- 
views points up two aspects of government in China. The first is 
that a great deal of the political infighting at the top is conducte ^ 
with a barrage of restricted documents. The second is that it 
well nigh impossible for any outsider to know what the leaders 
are up to and how they arrive at their announced decisions. 

Lam, for all his reputation for gaining access to restricted 

documents and, one assumes, highly placed 
i persons in the government, is unable to provide 

any insights into the character of China’s lead- 
ers, SO great is their obsession with secrecy and 
so changeable are their political fortunes and 
their personal commitments to policy. The best 
anyone can do is to rely on the written word. 

Thus no journalist can justifiably be blamed for 

failing to appreciate the excessively deep rifts 

within China’s leadership that have just come to 
light. 

Like the documents on which it draws, much 
of what Lam tries to say is obscured by the dense 
prose in which it is couched. Badly organised, 
the book cries out for an editor. Furthermore, 
Lam’s treatment of the power struggle assumes 
a familiarity with recent Chinese events that few 
possess. B Ellen Salem 
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reader to confront ambiguities that the poet 
is unable or unwilling to resolve. 
.  Átthe same time, the compression and 
precision of imagery means that the poems' 
form can serve as the stabilising, unifying, 
and in some cases redemptive force that 
makes the poems work. In, for example, The 
August Sleepwalker, a strange and surreal 
poem, a string of ominous non-rational but 
powerful images chime together only 
through a repeated attribution of them to 
the sleepwalker's dream of August. The im- 
ages bounce off one another to produce a 
slow, spacious and pregnant atmosphere. 
_ Form is of central importance in his work 
because "people's impulses have con- 
densed into uranium stored in a safe place," 
and they have to be handled and displayed 
with the utmost care. 
Most of the poems in the collection can 
properly be called love poems. They are inti- 
eand lyrical, but despite the tenderness 
"s no longer a simple story 
in this story 


| : there are you and I and many others 
People are too fragile to be able to expect 
to manage the responsibilities that love 


16s: 
. . the darkness of the night 

is so tender in your eyes, yet who 

can stop the trains heading for each other 

in the mist colliding 

at this instant 

Thematically, technically and emotion- 
ally, the collection culminates in the extra- 
ordinary Daydream, Bei Dao's longest and 
most ambitious poem. It is, in fact, a series of 
23 short poems linked by persistent imag- 
ery, fractured allusions to China's recent po- 
litical history and, if only in hindsight, por- 
tents of revolution. All this is interspersed 
by what is probably a lament for a failed re- 
lationship, but could just as well be an- 
noyance or worry that "you did not get 
back at the time we appointed." The 
whole lot is organised like a vast sur- 
realistic painting, where flashes of light- 
ning illuminate parts with brilliant clarity, 





Picture of Pacific trade 


international Economic Pluralism: 
Economic Policy in East Asia and the 
Pacific by Peter Drysdale. Allen & Unwin, 
Sydney. No price given. 

Many people have metaphorically fol- fol- 
lowed the conquistador Hernando Cortés 
and stood upon a peak in Darién to stare 
with a wild surmise at the Pacific. A greater 
number have heard so often about the dawn 
of the Pacific Century that they have turned 
oyver and gone back to sleep. Peter Drysdale 
falls into the former category. 

-He has been analysing and proselytizing 

^need for more formal trading 
—-hanisms in the Pacific and this book 
crystallises much of what he has arguing 
about for more than 20 years. It is a scholarly 
treatise designed to provide some intellec- 
‘tual support for those who want closer coop- 
eration among Asean, the four developing 
economies to the northeast (Hongkong, 
China, Taiwan and South Korea) and the 
five industrial nations around the Pacific 
(the US, Canada, Japan, Australia, New 
Zealand). Both the Australian Government 
and Japan's Ministry of International Trade 
and Industry are promoting the idea of 
some kind of Pacific trade forum, so the 
issue is important now, not just in 10 years' 
time. 

. This primer is long overdue — in more 
ways than one. Its main weakness is that it 
has almost nothing to say about the effect of 
the rise in the yen since 1985 on trade pat- 
terns in the region, even though it was pub- 
lished only a few months ago. 
ysdale has to admit that Japan's trade 
- with the rest of the Pacific actually 









fell between 1964-66 and 1979-81 (intensity 
compares the proportion of a country's 
trade with a region with its trade with the 
world as a whole). More recent figures prob- 
ably would have shown a reversal in the 
trend since then. He also states that Japan's 
foreign direct investment in East Asia and 
the Pacific has been "relatively modest." 
Perhaps so, before 1985, but it has increased 
dramatically since then. Indeed, another 
weakness of the book is to give only cursory 
treatment to direct-investment flows in the 
region — a huge factor behind the growing 
trade in East Asia. 

If one were to write such a book today, a 
possible starting point for the subject would 
be to look at the movement of currencies 
during the 1980s, which has caused two dis- 
tinct surges in intra-Pacific trade. In the first 
half of the decade, the overvaluation of the 
US dollar caused goods from the Western 
Pacific to pour into the US, Since then, the 
yen's revaluation has shifted the focus of 
trade growth to Japan and its increasing eco- 
nomic ties with its Western neighbours. The 
share of the US-bound exports of South 
Korea, Taiwan, Hongkong and Singapore 
rose from 25% of their total exports in 1980 to 
35% in 1985. This ratio fell to 31% last year, 
while their share of exports to Japan rose 
from 10% in 1985 to 12.5%. 

The lack of recent data means that the 
book neglects some important issues for the 


region. One of these is that intra-Asian trade. 


is likely to overtake trans-Pacific commerce 
within the next few years. Will this lead to a 
trading block centred on Japan excluding 


the US? East Asia believes that the US is be- 


coming more protectionist. What are the im- 
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but where the whole remains elusive. 

That sounds daunting, but like T. S. 
Eliot's The Wasteland, its immediate power 
invites the reader to explore its depths. It re- Uh 
pays such work. * 

The trumpet made dumb with a mute. 

suddenly blares forth | 

the director of the great tragedy 

is dying quietly 

two lions installed by pulleys 

still dash to and fro 

on fixed tracks 

It “men’s throats have ripened” in China 
today, it is because people refuse to be 
cowed. Bei Dao’s writing is a testament to 
the difficulty of integrity, and hopefully a 
portent of its eventual triumph. GEO 

But what we followed after was 

the animal skin free and in flight 

among stray bullets of ideology E 

When the guns are out, poetry very | v 
rarely matters. Bei Dao's does — and these; 
translations enrich English-language poetry _ 
in their own right. E Michael Taylor mu 





plications of this for Pacific-wide economic _ 
cooperation? There is also the question of. 
Western Europe. Can there be a trading __ 
sphere which excludes the world's largest 
exporting and importing area? Figurestaken | 
from the book show that manufactured ex- __ 
ports from developing East Asia have pene- = 
trated much further into European markets. 
than into Japan's. P 

Drysdale is at his strongest when he con- 
siders the huge region asa whole. Heisright — 
to suggest that any move towards coser 
trade links should be based on most- 
favoured-nation principles (that is, country 
A's exports will face tariffs thatareno higher _ 
than those applied to any other country with — 
which country B has an MFN agreement) re- — 
gardless of whether the country involved is 
located within the Pacific. This will keep the 
region facing outwards, while the benefits 
are likely to be felt most within the Pacific. = 

This book is one of the very few worksto 
take the Pacific economy seriously, which __ 
leads this reviewer to wonder why there 
should have been such a dearth of work o 
the subject. One possible reason is that trac 
ties among the countries concerned hay 
grown immeasurably without nee 
either governments or theoreticians to help 
them on their way. If that is so, then it is up | 
to Drysdale to convince the sceptics that 
there comes a point when governments 
need to enhance the process of integration 
that is happening anyway. US protec- 
tionism grows uglier by the week, but is the 
time ripe for regional trade talks? 

International Economic Pluralism should be 
seen as an essential first step along thi inte 
lectual path towards the establishn : 
Pacific eomm. The next stag gei 



















intervene to promote such: an icio boe. 5 
i Nigel Hollo: ve 
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ECONOMIES 


Political upheaval seems set to plunge China into recession 


Peking to pay the price 


By Louise do Rosario 


hina is facing its worst recession in 

a decade as the recent political tur- 

moil and leadership struggle in Pe- 

king intensify serious economic 
problems which might have been managed 
in a more stable political environment. 

Without the latest political crisis, the 
economy, which has been treated with inef- 
fective austerity measures, might at worst 
have slipped into stagflation or seen a 
gradual slide in production, but there was 
still room for skilful economic managers 
to avert a deep economic slump. Now, 
with a torn leadership struggling for survival 
and a demoralised urban workforce, many 
options for economic revival have been 
closed. 

Since 1978, China’s main economic prob- 
lems have been those of excessive growth — 
the tendency to overheat because of unba- 
lanced development, uneven distribution 
and volatility. The new outlook is for rapid 
contraction on all fronts. Analysts expect 
supply and demand to fall rapidly, an even 
bigger budget deficit, a deterioration in the 
balance of payments and a flight of foreign 
and even domestic capital. 

The crunch may come after the autumn 
harvest, when anticipated grain shortages 
generate new food-price inflation which will 
spill over into other sectors. Grain-deficient 
coastal and southern areas, where foreign 
capital provides an important source of 
growth, will be the hardest hit. 

Peking is expected to use coercion to 
make farmers sell cheap grain to the state, 
introduce more subsidies to control prices 
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and apply other severe administrative 
means to maintain superficial economic sta- 
bility. But reform has progressed too far to 
return to the pre-1978 Stalinist model of a 
centrally planned economy. There is no 
longer an organisational framework such 
as the people's communes to collectivise 
farms, or enough government money to 
boost flagging heavy industry overnight 
and to keep prices completely steady. Mili- 
tary might can quash social unrest, but it 
cannot undo reforms — such as increased 
autonomy in rural and industrial production 
— that are an integral part of people's liveli- 
hood. 

As with previous political chills, tighter 
ideological controls will most affect private 
businessmen, reformist factory managers 


ge 


Elderly man pleads with soldiers after 4 June massacre. 
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and liberal economists, and have least im- 
pact on farmers and workers. There may be 
more time devoted to political study in fac- 
tories, but profits, efficiency and material in- 
centives will still be stressed, most analysts 
believe. 

Despite such gloomy prospects, Peking 
can still exploit this period of suppression to 
implement unpopular but essential policies 
such as a crackdown on excessive local in- 
vestment, a deep cut in wages an ` 
thorough anti-corruption campaign. | 
renewed fear of the central government, 
local authorities may be frightened enough 
to heed long-defied orders. 

A thorough-going anti-corruption drive 
could win back support for the government, 
especially from people in small cities and 
rural areas unaffected by recent unrest. Pe- 
king can use a political campaign, rather 
than its recent tools of the now weakened 
party supervisory system and the em- 
bryonic legal framework, to crack down on 
bureaucratic speculators while at the same 
time eliminating political opponents. 


nalysts argue that Peking lacks the 
wisdom, will and capability to im- 
plement what is at best a short- 
term remedy to corruption. Child- 
ren of the present leadership are known to 
be corrupt, severely limiting Peking’s ability 
to build the cleaner administration sought 
by the Tiananmen protesters. There ma 
a period of restraint during the cur..... 
crackdown, but history suggests officials 
will return to their old ways sooner or 
later. 

Unlike the Cultural Revolution, the cur- 
rent struggle is more between the top 
leadership and student activists, liberal intel- 
lectuals and other urban residents, than 
within the party hierarchy itself. With no 
widespread personnel reshuffle expected at 
the provincial and municipal levels, the fear 
by local governments of the centre will be 
contained. They may have political loyalty 
to Peking, but their economic interests are 
closely intertwined with local development. 

In the aftermath of the Great Leap For- 
ward in 1958 and subsequently the Cultural 
Revolution — China's previous two major 
political upheavals — there was economic 
collapse, but the level of public tolerance 
was higher than today. Many still respect- 
ed the party and were willing to make sac- 
rifices. China was cut off from the rest 
of the world and people could only com- 
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pare their misfortune with their pre-1949 
livelihood. 

Itis not clear how the Chinese people will 
react to a steep income decline after a decade 
of prosperity. Knowledge of the brutal sup- 
pression in Peking may pre-empt major un- 
rest in the immediate future, but some 
wildcat strikes, sabotage and minor riots 
seem inevitable. In anticipation of more 
shortages and a protracted period of instabil- 
ity, citizens and enterprises will be hoarding 
more resources, thus aggravating shortages. 

The austerity programme introduced last 
September to cool the overheated economy 
has already slowed growth and produced 
many serious side-effects, but it has not yet 
hurt many people. More than half the pro- 
vinces still enjoyed double-digit industrial 
growth in the first four months of this year. 
The collective industrial sector, which was 
supposed to bear the brunt of austerity pro- 

ume cutbacks, showed remarkable resi- 
2, with 17% growth in January to April, 
compared to5.7% growth for state industries. 

The total wages bill for state-employed 
workers grew by 24.5% in the first four 
months, a slight decline when adjusted for 
inflation, though this was compensated for 
with non-monetary benefits. 

Although the retail price index rose by 
25.8% in April on a year-to-year basis, prices 
of some important products such as fresh 
vegetables have stabilised and higher in- 
terest rates have also protected consumers’ 
savings to a certain extent. 

Most observers had expected the auster- 
ity to end soon as Peking encountered po- 
pular resistance and the cost of an economic 





slowdown proved too high. By April, the 
central bank had started to loosen money 
supply, thus helping the state industrial sec- 
tor to grow by 6.7% in May, after slipping to 
a year-on-year growth rate of 1.8% in Feb- 
ruary. Some Chinese economists had pre- 
dicted the start of another boom-to-bust 
cycle soon, but had hoped that with the re- 
forms already achieved and better fine-tun- 
ing, the fluctuations might be less violent 
than in the past. ` 

But the political stability necessary for 








Rising inflation, falling output 
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such economic management is now gone, 
along with many of the liberal economists 
themselves. With octogenarian and military 
leaders dominating politics, economic man- 
agers will have only a limited say in impor- 
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tant policy initiatives. There will be some tin- 
kering with the system, most analysts now 
believe, but none of the deep restructuring 
that is needed to redress China's economic 
imbalances. 

Before the Tiananmen Square massacre, 
industrial output growth had eased from 
17.7% for the whole of 1988 to 11% in the 
first five months of this year (compared with 
the previous corresponding period). With 
Peking's neglect and a hiatus in economic 
decision-making, the slowdown is expected 
to accelerate as supply further declines — 
especially in big industrial cities such as 
Shanghai, Wuhan and Nanjing which have 
suffered from serious production and trans- 
port disruptions caused by weeks of unrest. 
June is one of the three top production 
months (along with November and De- 
cember), but this June will see a drastic out- 


put ea Nx 

Production of chemical fertilisers (—4.8% 
in the first four months on a year-to-year 
basis), iron (—5.2%), coal (—1.3%), crude oil 
(—0.2%) and other essential raw materials 
have been falling since early this year as 
scarce credit and other resources continued 
to flow to profitable processing factories 
rather than low-yielding basic industries. 
Without corrective pricing and a more ra- 
tional investment policy, this trend will con- 
tinue. Supplies of grain, edible oil, sugar, 
pork and other low-priced agricultural pro- 
ducts will remain tight and there may be 
more rationing. 

For the first time since 1984, demand is 
expected to drop. Investment, which has 
enjoyed double-digit growth for many 


Trade-related activity in China will remain the least risky, as 
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The engine splutters 


- S China enters a period of possible low economic growth and 


high political instability, the world is reassessing the previously 
under-estimated China risk. 

Once called the next locomotive of Asia's growth, China is in- 
creasingly described as the next Brazil or Turkey, countries which 
aroused and then dashed hopes of great economic potential. 

Many China operations do not make money, but foreign busi- 
nessmen were dazzled by the potential one billion-plus market 
and the country's impressive economic achievements in the past 
decade. They believed reforms such as foreign-exchange liberali- 
sation, greater access of foreign firms to the domestic market and 
more foreign trade autonomy to Chinese units would provide 
more business opportunities in future. As with other reforms, 
these are now shelved indefinitely. 

Most foreign businessmen will not write off China entirely at 
this stage, but they will reduce their China commitments because 
few believe the country's troubles are over. Hongkong business- 
men, who accounted for the bulk of foreign investment, will be 
the most nervous. In the next few months, there is likely to be 
more suspension of loans to China, renegotiation of Sino- 
foreign joint ventures and closure of China-based foreign 
firms. | 

| 
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the country has a good trade record despite its recurrent domestic 
upheavals. Manufacturing joint ventures are the least attractive 
because they entail complicated production but do not produce 
immediate returns. ! 

For strategic reasons, the West is not likely to impose long- 
term economic sanctions against China once Peking's military 
suppression of its people subsides, but their enthusiasm to help it 
reform with soft loans and bilateral economic cooperation will 
wane. China, long used to the lowest interest rates and foreign 
banks lining up to lend, will find it difficult adjusting to a less - 
friendly international environment. 

Foreign businessmen may stop coming to China, but Peking 
must keep its doors open. Unlike the 1960s when Peking chose 
isolation with the cut-off of Soviet aid, the Chinese economy is 
too exposed to the outside world to do so again. 

In 1987, the ratios of exports and imports to China's GDP were 
16.1% and 17.6% respectively. Before 1984, the ratios were under 
10%. Exports are China's main source of foreign exchange to pur- 
chase essential imports and pay off debts. Imports are needed to 
keep factories running with imported materials and machinery. 

In the Pearl River delta, Hongkong-invested factories provide 
millions of jobs and the area's first step towards industrialisation. 
Western soft loans finance expensive but much-needed infra- 
structure projects, while commercial borrowings keep joint ven- 
tures going. Cutting off such foreign ties abruptly would create 
too much dislocation to contemplate. 8 Louise do Rosario 





years, may [y ally & fall as nervous » foreigh in- 


vestors back away from new commitments 
and domestic firms try to channel money 
abroad, as mainland companies in Hong- 
kong have been doing for years. Consum- 
ers, faced with a shortage of products on 
which to spend, may be forced to hold cash 
or save more in banks. Retail sales growth 
ad already dropped to 2176 in the January 
| April period, or negative growth when 
adjusted for inflation. 
=: With production likely to fall even more 
than demand, inflationary pressure will be 
strong, but Peking will devote more re- 
sources to hide this. Despite its rhetorical 
^... commitment to stabilise prices, Peking so far 
has continued to allow some prices to move 
=- and has not imposed a complete freeze be- 
cause it was still committed to price reform 





atsome stage. There may now bea complete 
price freeze and some manipulation of 
statistics to reduce price index movements 
to a politically more acceptable level. 

China's balance of payments had de- 
teriorated even before the current political 
crisis because of falling exports. Low state 
procurement prices for exports from fac- 
tories and rising costs of production slowed 
export growth from the double-digit in- 
creases of recent years to a 6.1% increase in 
the first four months of this year. Imports, 
already cut to basic materials, grew by 
25.4%, producing a merchandise trade gap 
to US$3.76 billion. 

Foreign-exchange income from tourism, 
donations, overseas remittances and other 
invisibles which accounted for US$2-3 bil- 
lion last year are expected to collapse be- 





COMMODITIES 


Markets shrug off initial fears of disruption 


A wait for news 


By Review Correspondents - 


" ; C ommodity markets have reacted with 


uncertainty to China's political tur- 
moil. Overall, world markets con- 
-= sider China will be buying less of those com- 
* modities it would have imported, and sup- 
^ plying less of those commodities in which it 
Initially, it was thought the crisis might 
.. hit demand for a wide variety of com- 
^. modities. The market for sugar, of which 
China is an importer, illustrated the gut reac- 
tion of traders. The price of October raw 
sugar stood at US$278 a tonne on 17 May, 
- but as the crisis deepened, the price fell to 
:. US$240 on 31 May. The market was particu- 
c. Jarly unnerved when some traders were un- 
-... able to contact the central sugar purchasing 
arm of the Chinese Government. That body 
remained incommunicado for about a week, 
only to break silence after the hardliners’ vic- 
tory. Since then the price has recovered and 
-closed in New York at US$254 on 12 June. 
. Prices of commodities of which China is a 
'ajor supplier, such as silk, cotton yarn and 
oybeans, have risen in Japan as traders 
ought in the spot markets to cover possible 
hortfalls or hedging commitments in the 
futures. market. The impact was most 
dramatic on raw silk futures, which leapt by 
the X100 (67 US cents) daily limit between 6 
d. 8 June on the Yokohama exchange to 
18,119 a kg on fears that Chinese supplies 
yuld be seriously interrupted. 
On 9 June, the Japanese Agriculture 
Ministry took action by announcing that 
Japan’ s silk importing organisation would 
take 1,200 tonnes of raw silk from China 













later this year and would also release some 

silk from Japan's stockpiles. By 12 June, 
prices had fallen to ¥18,020, after a second 
announcement that a further 600 tonnes of 
silk would arrive by next March from alter- 
native sources such as South Korea. 

Cotton yarn futures on the Tokyo Com- 
modity Exchange also rose on supply fears, 
by X20 to ¥279 from 6-8 June. Traders in 
Tokyo say that the market for Asian crude 
oil is nervously watching China for signs of 
possible supply interruptions. Nippon Oil 
and Mitsubishi Corp. quietly bought 2 mil- 
lion barrels of Angolan crude, which is very 
similar to Chinese oil. Dealers say the two 
companies were covering for any possible 
Chinese shortfall. 

Foodstuff prices have also risen in 
Tokyo. Chinese soybean futures rose 11% 
from 5-12 June, red beans were up 6% and 
sesame seed spot prices gained 10%. 

These are relatively small markets. The 
impact of the crisis on other commodities is 
harder to evaluate, since China's crisis is but 
one factor among many affecting the mar- 
kets. Base metals and grains have fallen, but 
metals were already in a major bear trend 
and the grains have been driven down by 
the prospect of better harvests in the US. 

Both these sectors were given an initial 
extra downward push by developments in 
China. But as with sugar, the initial worries 
have been assuaged. In the case of grains, 
further orders from China have calmed the 
market. Some dealers argue that whatever 
else the hardliners in Peking do, they will 
make sure they can feed the people 

In the case of metals, the outlook is far 
less clear. Dealers suspect industrial growth 
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cause of. Pekings “tarnished - image. 


The medium-term outlook for China's 
economy is even gloomier. Rising expecta- 
tions, population growth and a reduction in 
arable land and other resources generate 
enormous pressure on China's backward 
economy. Unfortunately, the political stabil- 
ity that has enabled the party to concentrate 
on economic development since 1978 is 
gone. A precedent has been set in post-Mao 
China to use force to resolve domestic un- 
rest, an option which will be used again 
when the party feels necessary. Even if elder 
statesman Deng Xiaoping can hold the poli- 
tical leadership together temporarily if awk- 
wardly, his death is bound to plunge China 
into another period of political chaos, and 
important economic gains achieved over a 
decade will be wiped outinthe process. * 


in China may stall and that local suppli 
refined metal may be disrupted. 

China's trade in metals was in any case 
undergoing major changes, with its de- 
mand for metals rising dramatically due to 
strong domestic growth and domestic sup- 
ply disruptions. Extrapolating from in- 
creased Chinese buying so far this year, 
brokers Shearson Lehman forecast (prior to 
the crisis) that net sales by China of 30,000 
tonnes of copper last year would be trans- 
formed into net buying of 100-125,000 ton- 
nes this year. Similarly, net sales of 13,000 
tonnes of lead last year was forecast to 
switch into net buying of 40-60,000 tonnes. 
This pattern was forecast for nearly all the 
base metals, 

Shearson Lehman believes China may 
now delay or cancel plans to buy metals. But 
China’s trade in most metals is a small pro- 
portion of the world market. In copper, for 
instance, Shearson was previously expect- 
ing China’s net demand to total less than 2% 
of non-socialist world production. So ac 
that demand would have only a m. 
bearish impact. 

Curiously, some of the commodities 
which China's trouble could affect quite 
dramatically have so far not reacted. The 
one base metal in which China is a major 
force is tin. China last year supplied 18% of 
production outside the Soviet bloc. If 
China's production and distribution of tin 
were disrupted, the effect would be drama- 
tic. China is even more important to the 
world tungsten market — it supplies 3376 of 
mined production. 

On the demand side, China's could have 
a significant impact on gold, because of the 
potential for buying in Hongkong. Hong- 
rong has not bought strongly since the crisis 

in fact the collapse of the Hongkong 
stockmarket: forced some gold selling to 
cover margin calls. But Taiwan has been 
buying more gold, and now that calls for 
margin in Hongkong must be subsiding, the 
likelihood must be that more nee 
E will di j 
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BANKING 


A Hongkong bank's strategy thrown into chaos 


All bets off 
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would move confidently into the fu- 
ture hand in hand with an ever more 
prosperous China, Bank of East Asia (BEA) 
chief executive David Li Kwok-po is now 
faced with a potentially nightmarish scenario. 

Although only 5% of BEA's HK$10.2 bil- 
lion (US$1.31 billion) loan portfolio is di- 
rectly committed to China, Li has spent the 
past decade insinuating his HK$28.7 billion 
asset lender deep into the fabric of the 
!  «'s financial system. 

ruture growth of the 71-year-old com- 
mercial bank has been staked on BEA playing 
an ever more important role as an inter- 
mediary between Peking and international 
financial institutions and corporations, 
whom Li has courted with skill and success. 
Joint ventures or associated companies have 
been formed with such blue-chip partners as 
S. G. Warburg, AEtna, Mitsui, Sumitomo 
Bank, Siam Cement, Sime Darby and Nom- 
ura International. 

Eight of 12 of these ventures involved in 
insurance, trading, stock broking and mer- 
chant banking also have prominent China 
partners. Together these companies form 
the building blocks of what is shaping up to 
be a well-integrated Hongkong-based finan- 
cial services group. Furthermore, a special 


share placement in 1987 left a Bank of China 
(BOC) affiliate holding 576 of the Hongkong- 
listed BEA. 

Further, in his role as a Hongkong legis- 
lative councillor representing the banking 
community and a vice-chairman of the com- 
mittee drawing up a constitution for the fu- 
ture Chinese special administrative region, 
Li has been urging local people to trust the 
Chinese Government when it takes over in 
1997. 

Li told the REVIEW that he hoped the cur- 
rent turmoil afflicting China would be short- 
lived, a "chapter" as he put it. "Looking at 
the spread of our business, I don't think we 
will suffer more than other banks," he 
claimed. 

It may be'true that events in China will 
not have an immediately dramatic impact 
on BEA's earnings, but the uncertainty will 


undoubtedly be a brake on growth. Buoyed 
by strong domestic Hongkong demand for 
mortgages and short-term trade finance, 
which together account for an estimated 
76% of BEA's current loan portfolio, the 
bank's after-tax profits rose 25% to HK$280 
million at the end of 1988. 

This surge in income, among the best re- 
ported by Hongkong banks, also resulted 
from improving interest-rate margins and 
from the success of BEA managers in control- 
ling wage inflation through stock options 
and other non-bottom line-related perks. 
Further, BEA has not been hit by spiralling 
rents — it owns most of its branches and 
generates substantial rental income of its 
own from its six-year-old Central Hongkong 
headquarters. 

The bank's real profits last year before 
transfers to inner reserves are estimated 
by Baring Securities to be HK$535 million, 
a heady 60% increase over the previous 
year. In event of a severe business down- 
turn, say analysts, the conservatively run 
BEA can cushion the blow with estimated 
non-reported reserves of HK$700 million. 
Further, they add, BEA is well-hedged 
against a dire contraction in property prices 
as most of its real estate-related lending is 


Bank of East Asia's performance 
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Published consolidated profits (HK$'000) 
Total equity (HK$'000) 
Total assets (HK$'000) 
Return on equity (96) 
Return on total assets (96) 


142,187.0 0 465; 





1987 







185,213.0 223,932.0 280,226.0 
1,025,457.0 1,615,051.0 ^ 1,759475.0 
18,885,201.0 ^ 23,080,820 28,696,616.0 
18.1 13.9 15.9 


1.0 1.0 





A. Source: Bank of East Asia 
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wlaking Li way 


The political upheavals in China have put the politically ambi- 
tious David Liina difficult and embarrassing position. The Bank of 
East Asia, of which he is chief executive, has close business ties 
with China, and he has been identified by Peking as a political ris- 
ing star. | 

In 1985, Li (then 46) was the only local businessman of his age 
group to become a vice-chairman of the Basic Law Drafting Com- 
mittee (BLDC). The Peking-appointed BLDC is drafting a mini con- 
stitution for the Hongkong special administrative region (SAR) 
that the colony will become when it reverts to Chinese 
sovereignty in 1997. 

So far Li has not made any public statement on the power 
struggle and massacre in Peking. On 6 June, he told the REVIEW 
he disagreed with the actions in Peking, but instead of saying 
anything he let his deeds speak for him. That afternoon he said 
he took part in a march with bankers and financial industry 
people to mourn the dead in Peking. 

Li's appointment as one of eight BLDC vice-chairmen was seen 
at the time as a sign that he had been picked for bigger things. 


There was even speculation that he might become the first SAR 
chief executive. However, Chinese officials ended that talk a few 
months ago by announcing they would like to see a civil servant 
appointed to the job. 

Whether Li would be around after 1997 remains to be seen, let 
alone whether he would be made a top official of the SAR. Li holds 
a full British passport, and can get out at anytime. He was chosen 
by the Chinese mainly because of his family background. The ex- 
tended Li family, with most of its members holding British pass- 
ports, is one of the territory's rich and influential old families. 

His uncle, retired justice of appeal Simon Li, is also a BLDC 
member. His other uncle Ronald Li, former chairman of the Stock 
Exchange of Hongkong, is a member of the Basic Law Consulta- 
tive Committee. (Ronald Li and his son Alfred are awaiting trial 
on various corruption offences involving activities of the stock- 
market.) Uncle Li Fook-kow was a former senior civil servant and 
uncle Li Fook-wo a former Executive and Legislative (Legco, the 
lawmaking body) councillor. 

In last September's indirect election for Legco, Li was re- 
turned unopposed as a representative of the financial commun- 
ity. He has been one of the more outspoken critics of the govern- 
ment, particularly in financial matters. However his silence on 
political reforms in Hongkong and matters affecting China has 
meant he is stuck with the pro-Peking label. m Emily Lau 
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for individual and corporate mortgages. 

Nonetheless, says Kathy Kearney, an 
analyst with brokers ChinTung Securities, 
the inevitable slackening in property prices 
will have a major impact on loan demand. 
"Loan growth in the second half of 1989 will 
fall sharply," she said. "Real earnings 
growth of 35% for the first quarter can't be 
sustained." The full-year earnings result, 
she added, is likely to drop below 2075. 

The political strife in China, and its 
knock-on effect on BEA's home base — 
where some 90% of its earnings are still gen- 
erated — will thus frustrate Li's plans to im- 
prove two key indicators of his bank's per- 
formance; return on equity and return on as- 
sets. 


hese have been sluggish, trailing 
l those of Hang Seng Bank and Wing 


Lung Bank, two of its closest domes- 
tic Hongkong competitors, according to BT 
Brokerage. On the equity side, the mediocre 
performance can be attributed to the dilu- 
tion effect of the 1987 share placement and 
subsequent bonus issues, and on the asset 
side because of high liquidity prompted by 
generous money market returns. Li and his 
loyal core of professional managers, many 
. of whom have been with BEA for decades, 

have maintained a loans to deposits ratio of 
38-40% over the past five years. 

* “Our performance has not been any- 
thing to write home about," admitted Li, 
"but we have maintained our market share 
in the face of vastly increased competition 
and have built in components for a strong 
future." In terms of Hongkong dollar de- 
posits, BEA has in fact outpaced Wing Lung 
and Hang Seng over the past few years. 

Brokerage analysts appear to agree 
largely with Li's assessment. Most of Hong- 
kong's major houses tout BEA as a well-run 
institution with strong growth potential. 
With its formidable but young network of 
associates and joint ventures and a still mod- 
est share of the local market — with 54 local 
branches it is just one-quarter the size of 
Hang Seng Bank — BEA "has the potential to 
increase its earnings quite substantially," 
said Stuart Cook, a Baring's director. 

BEA's diversification push began in 1979 
with the formation of the first joint venture 
company in China called the China Interna- 
tional Finance Co., with Sumitomo Bank, 
BOC, an arm of Security Pacific, and Nomura 
International. Three years later merchant 
banking associate East Asia Warburg, a 50- 
50 joint venture with Britain's S. G. Warburg 
was formed. In 1984 alliances were 
cemented with US life insurance giant 
AEtna and with Société Générale and BOC 
through the creation of a leasing company 
called Trilease. 

Since then, BEA has sought to weave itself 
into the growing "triangular" trade between 
Hongkong, China and Southeast Asian 
countries, with the establishment of trading 
firms with Siam Cement in Thailand and 
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Malaysian agribusiness giant Sime Darby. 
Together with a handful of other joint ven- 
tures and local stock broking and property 
affiliates, BEA's non-commercial banking 
ventures provided 18% of group earnings in 
1988. 

There have been further reasons for the 
quickened pace of alliance-making, accord- 
ing to Hongkong analysts. A placement of 
13.6 million new BEA shares raising HK$478 
million in August 1987, which boosted BEA’s 
stated equity position by 60% to HK$1.51 


China Resources 
Source : REVIEW D. 
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billion, was brought about, in part, by losses 
incurred in lending to Carrian' Group com- 
panies in the early 1980s, these sources said. 

Li maintains that the share placement 
and the substantial revaluation two years 
earlier of the bank's headquarters building 
were unrelated to loan losses. "The place- 
ment was to make Société Générale and BOC 
our partners," he said. "The connections 
were more important than the capital. We 
felt that with these two partners, our long- 
term strategy would be secure." E 
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Japanese firms club together to beat racketeers 


Silence is golden 


By Nigel Holloway in Tokyo 


apanese firms sometimes seek safety in 

numbers, On 29 June, 694 Tokyo-based 

companies will be holding their annual 
shareholders’ meetings. They are not afraid 
of probing questions from individual share- 
holders, whose interests are largely ignored. 
What worries them are the activities of the 
sokaiya, whose corporate protection rackets 
have developed in a peculiarly Japanese 
way. 

In a country where shareholders enjoy as 
little power as consumers, the annual gen- 
eral meeting remains a largely formal affair. 
Since corporate profits have hit record levels 
this year, there will be more than the usual 
amount of congratulations this time. Meet- 
ings will only last an average of about 45 
minutes. Unless, that is, they are disrupted 
by sokaiya. On 29 June, there will be 2,400 
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policemen on duty in Tokyo to ensure that 
they do not. 

Sokaiya literally means somebody whose 
business is to attend stockholders' meetings. 
Before World War II, sokaiya were freelan- 
cers who ensured these gatherings went 
smoothly and received a small honorarium 
from the company in return. Their activities 
later became a kind of protection racket, 
aimed at forcing firms to pay money to 
avoid embarrassment — and at intimidating 
anyone else from asking difficult ques- 
tions. 

By the 1960s, sokaiya were trying to enter 
each other's patch and bodyguards were 
hired in case things got rough. These 
"heavies" were often members of the 
yakuza, the organised crime syndicates 
which began to take an interest in the 
sokaiya's business. 

Tokyo's Metropolitan Police Department 
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(MPD) knows of 908 sokaiya who were operat- 
ing in its jurisdiction at the end of last year. A 
third of them belong to some 24 different 
groups, with the remainder working inde- 
pendently. About 220 are members of ex- 
treme rightwing organisations. There are 
another 423 sokatya in the rest of Japan. 

The police say that the sokaiya problem 
has declined since Japan’s commercial law 
was amended in 1982 to make it a crime for 
companies to pay off extortionists. There is 
no special law against sokaiya because of the 
difficulty of distinguishing between them 
and bona fide shareholders. 

A different view comes from an official of 
the Metropolitan Tokyo Special Violence 
Counter-Measures Federation, a group of 
1,420 firms which are aiming to stamp 
out the sokatya. He says that the activities of 
the extortionists “are becoming more 


complex, more diverse and are spreading.” 

What seems clear is that stockholders’ 
meetings are now less popular for sokaiya. 
Last year, only 93 attended such gatherings 
in Tokyo of whom 34 asked questions or 
made speeches. Gone are the days when 
sokaiya could keep a shareholders’ meeting 
going for more than 13 hours by continually 
asking questions, as happened to Sony in 
January 1984. Instead, sokaiya are diversify- 
ing into the publishing business, burrowing 
for dirt on the private lives of company pre- 
sidents or on dubious business practices and 
then asking the firm concerned to pay hun- 
dreds of thousands of yen to take out a “sub- 
scription” for their publication. 

In the words of one journalist who 
specialises in the field, the changes in the 
law simply “pushed the sokaiya further un- 
derground.” Last month, the former head of 
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Daewoo Shipbuilding faces down militant unionists 


Drawing the line 


By Mark Clifford in Seoul 


he Daewoo group is threatening to 

permanently close its debt-ridden 

shipyard unless workers agree to ac- 
cept its demand for a wage freeze and an 
end to work disruptions. The threat is the 
latest escalation in what has become a tense 
stand-off between the company and most of 
the 12,000 workers at Daewoo Shipbuilding 
and Heavy Machinery. 

Feelings were already running high at 
the yard because of the suicides of two 
workers at the end of May and clashes on 10 

' between workers and local residents 
wno opposed workers’ militancy because of 
fears about the impact of a yard closure on 
their livelihood. 

Neither the government nor the com- 
pany wanted to see the huge Okpo shipyard 
closed, and as recently as two months ago 
such a move was considered unthinkable. 
However, there now seems to be political 
will to shut the yard. 

Daewoo chairman Kim Woo Choong cut 
short a trip to the Soviet Union and returned 
to Seoul on 12 June. After meeting with 
senior government officials, he flew to the 
isolated island of Koje, where the shipyard 
is located, for a meeting with workers the 
same day. No agreement was reached. 

There now seems a growing likelihood 
that Daewoo may be the place where busi- 
ness and government finally draw the line 
against labour. Disputes have cost the coun- 
try Won 3 trillion (US$4.48 billion) in lost 
production so far this year, according to esti- 
mates by the Economic Planning Board 
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(EPB). Some of the biggest losses have been 
in shipbuilding as all of the country's four 
major shipbuilders have been hit by labour 
disputes. 

On 1 June, Trade and Industry Minister 
Han Seung Soo said the government would 
have to "reconsider" a proposed bailout of 
the shipyard if workers continued to de- 
mand wage increases. The government has 
proposed to defer repay- 
ments of Won 250 billion 
for seven years and stretch 
out payments for 10 after 
that. 

The government also 
says it will loan another Won 
150 billion to the ailing ship- 
builder, which had debts of 
more than Won 1.3 trillion at 
the end of last year. The pro- 
posal is linked to the nor- 
malisation of management- 
labour relations. 

A final decision on the 
bailout package must be 
made by the industrial policy 
coordination council. The 
council includes the deputy 
prime minister, who also heads the EPB, and 
the ministers of finance and trade and in- 
dustry. 

Daewoo's workers are demanding a 55% 
wage increase. The company has proposed 
a pay freeze until next year followed by an 
increase in monthly wages of Won 170,000 
and a one-time payment of Won 1.3 million 
(or the equivalent in stock). Daewoo also 
says it will agree to the workers’ call for a cut 
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Kim Woo Choong. 


the general affairs department of Fuji Fire 
and Marine Insurance, Japan’s ninth-largest 
casualty insurer, was arrested for allegedly 
paying extortionists ¥*600,000 (US$4,098). 
He is said to have collected the money from 
rebates taken from firms with which Fuji 
was doing business, in an effort to disguise 
the payments. 

Much of the work of the Special Violence 
Counter-Measures Federation is taken up 
with training firms in ways to deal with 
sokaiya. The federation has a permanent of- 
fice in the MPD headquarters and each 
branch of the organisation works closely 
with the local police station. But sokaiya 
have become so institutionalised that or- 
ganisations like the federation can only 
seem to hold them in check. Sokaiya will sur- 
vive as long as companies have something 
to hide. a 


in the basic working week from 45 hours to 
44 and that it will reinstate three labour ac- 
tivists who were sacked last year. 

Workers say the company’s threat to 
close the shipyard is part of a government- 
orchestrated plot. They blame the ship- 
yard’s troubles on poor management and 
the decline in worldwide shipbuilding 
prices throughout much of the 1980s. For 
the government and Daewoo management, 
the conflict at the yard is part of a broader at- 
tempt to restablish the principle of manage- 
ment control in the workplace. 

“Freezing wages is not the issue,” says a 
source close to the company. “We have to let 
them know that this is a company and that 
we have to make profits.” Noting that 
Daewoo had proposed to pay workers 90% 
of the shipbuilding industry 
wage in 1989 and 1990 and 
100% of the industry stand- 
ard in 1991, Han asked the 
workers for patience. 

But that sort of patience, 
and trust, is sadly lacking at 
Daewoo. The government 
claims that the bailout pac- 
kage was based on the work- 
ers’ promise, made in a peti- 
tion, to accept a pay freeze 
and not to strike. But work- 
ers say they were coerced 
into signing the petition. 

The threat to close the 
shipyard is clearly one that 
neither the government nor 
the company would like to 
carry out. But the union is likely to have 
a hard time controlling workers. The 
union’s leader was the target of a drive 
to unseat him earlier this year because of 
his willingness to go along with the wage 
freeze. 

Moreover, union militancy has been ag- 
gravated by the fact that many workers are 
from the traditionally anti-government 
Cholla region. - 
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Trapped by tradition 


he Chinese-managed companies 

of Southeast Asia, wizards of 

trading and apostles of low-cost, 

high-volume production, are in a 
quandary as the regional economy matures. 
The times demand that they add more value 
to the products they sell, that they vertically 
integrate production and distribution, that 
they attain a more sophisticated marketing 
capability. 

But the very attributes that made these 
firms so successful over the past three dec- 
ades — a strongly entrepreneurial culture, 
low overheads and nimble management — 
are impediments to achieving this. 

Increasingly it appears that when given 
the opportunity, the Chinese-managed 
manufacturing firms of Southeast Asia, big 
or small, listed or tightly held, will eschew 
the development of their core business and 
instead become rentiers; developers of 
property, owners of hotels, bankers, stock 
brokers and insurance men. 

Examples are manifest. Hongkong 
watch-maker Stelux is building a hotel in 
Bangkok. Indonesian car assembler and 
agribusiness concern P. T. Astra is moving 
fast into leasing. Singapore's United Indus- 
trial Corp. (UIC) has abandoned its roots 
as a detergent maker to concentrate on cor- 
porate takeovers. 

While this is not a new trend — Hong- 
kong tycoon Li Ka-shing switched out of 
plastic flowers and into property develop- 
ment 20 years ago — it has accelerated with 
the huge wealth generated by exponential 
growth of regional exports. 

From their roots as traders in the im- 
mediate post-war era, the Chinese business- 
men of Southeast Asia have taken advan- 
tage of booming world trade in manufac- 
tures by producing the components which 
fill IBM computers and Sony Walkmans, and 
which make up a Georgio Armani suit. 
Their role, for the most part, has remained 
more or less unchanged — that of the 
suppliers of commodities which make up 
the finished product. They never developed 
much of a capacity for marketing, nor were 
terribly interested in taste-setting. 

The needs of the outside world for af- 
fordable toys, shirts and later, stereo sys- 
tems and personal computers, and the 
Chinese propensity for low-margin, high 
turnover business meshed nicely up until 
the early 1980s. Start up capitalisation was 
modest; the technology came from abroad, 
and marketing was supplied by the end 
user. All the Southeast Asian entrepreneur 
needed to provide was low-cost labour and 
fixed assets like land. 


The third stage of this process is now well 
under way. Manufacturers in the more ad- 
vanced economies of the region have shifted 
part or all of their production to lower cost 
countries within Southeast Asia, and in 
some cases, further afield. Listed firms in 
Hongkong like Johnson Electric and toy- 
maker Playmates now produce most of their 
goods in China while Taiwan synthetic tex- 
tile maker Tuntext is investing in Thailand. 

Rising costs throughout Asia, though, 
add up to a strategic imperative which high- 
lights the structural inadequacies of these 
firms, brought about, in part, by their place 
on the global assembly line and, in part, by 
cultural attributes. The day is looming 
where Southeast Asian manufacturers can 
no longer rely on comparative advantage 
based on cost — they must either adapt to 
provide other advantages or diversify. 

As sub-contractors — or in other cases, 
as compradors distributing foreign products 
in the region's still well-protected markets — 
Southeast Asian firms have been able to 
flourish with small management ranks and 
minimal scrutiny. But as firms have grown 
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Hongkong: commodities business. 


and the demands on their time become 
more complex, structure has not kept pace. 
It is still not unusual to find multi-million 
dollar corporations still under the day-to- 
day guidance of a single individual. 

The autocratic management structure 
which characterises Chinese businesses 
militates against successful vertical integra- 
tion. Real responsibility is rarely delegated 
outside of a handful of executives, more 
often than not family members. Information 
is tightly held, which is both a liability in 
building trust in management ranks and in 
winning the outside support of investors 
and bankers. Accounting and audit proce- 
dures remain woefully opaque to outsiders. 

This is perhaps why many Chinese com- 
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panies are opting against building on the 
skills that have made them giants of world 
manufacturing, preferring instead to diver- 
sify into areas where reasonably passive 
management is enough to ensure success. 
Property holding, like the wholesale manu- 
facturing of widgets, can be viewed as com- 
modity businesses, where agility is more 
important than sophisticated administrative 
systems. Developing a durable multina- 
tional production and distribution system 
requires skills that few Chinese firms have, 
and just as few appear keen to develop. 

This is not to say, though, that a few are 
not making brave stabs at becoming 
service sector multinational corporat, 
following in the footsteps of the Japanese 
and lately the South Koreans. Some, such as 
Thai agribusiness giant, the Charoen Pok- 
phand Group, are attempting to graft West- 
ern-style management systems onto their 
opportunistic, entrepreneurial culture with 
the hope that they can make the best of both 
worlds. 

So far, and perhaps unfairly, these efforts 
have been looked upon with scepticism. 
Analysts wonder whether the ultimate con- 
trollers of a family-run company like Cha- 
roen Pokphand can ultimately put their 
trust in a sufficient number of skilled subor- 
dinates to build a durable global farming, 
manufacturing and trading empire. Further, 
there are fears that entrepreneurship will be 
stifled as management grows more hierar- 
chical. 

Still other firms — only a handful at this 
point — are attempting to meld the tren? *- 
wards rent-seeking with the strengthe 
of their core businesses. They are doing so 
by buying undervalued international assets. 
Indonesia's P. T. Mantrust's recent pur- 
chase of Van Kamp Seafoods of the US, 
owner of the "Chicken of the Sea" brand of 
tuna, and Hongkong-based Semi-Tech Elec- 
tronics' takeover of the company that owns 
the rights to market Singer sewing machines 
are examples of a burgeoning trend. 

Most, however, are opting for the 
pure rent-seeking route, abandoning the 
shopfloor for the cool marble lobbies of 
banks and hotels. While this makes sense as 
long as the regional economy is booming, 
and companies have cash to burn, Chinese 
managers may eventually wish that they 
adapted to rising costs rather than switching 
horses in a bid to profit from the region's 
growing affluence. As more than one 
would-be tycoon has found out, the 
cashflow available from rents often pales 
compared with that from tangible output. 

m Jonathan Friedland 
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Malaysia’s cement overcapacity becomes an asset 


Too much. too soon 


By Nick Seaward in Kuala Lumpur 


n the face of it, the decision by the 
() Malaysian Government to pour 
funds into the cement manufactur- 
ing business was based on sound principles. 
Demand, at its peak of 4 million tonnes a 
year in 1984, was outstripping supply of 3.8 
million tonnes and prices were rocketing. 
Unfortunately, by the time an additional 3.4 
million tonnes of capacity had been brought 
on stream in 1987, domestic demand had 
shrunk to 2.7 million tonnes. Prices had to 
be fixed at an artificially high level and im- 
ports were subjected to prohibitive tariffs. 
This simple but devastating imbalance 
between supply and demand has been the 
basis for a lot of misery in the Malaysian ce- 
ment industry over the past three years and 
the mounting debts of the new government- 
owned plants. However, with the export 
market showing signs of entering a boom 
period, Malaysia's economic planners may 
start congratulating themselves on their 
foresight in building sufficient spare capa- 
city. 
"Thailand is now suffering an acute 
shortage and Indonesia — traditionally 
Malaysia’s main competitor in the 
Bangladesh export market — has stopped 
quoting in anticipation of a pick-up in 
domestic demand. Clinker, which was sold 
to Bangladeshi grinders for US$17 a tonne 
fo.b. a few months ago, is now being 
quoted for late 1989 delivery at US$31.25. 
Not surprisingly, all five main manufac- 
turers are operating at full capacity. But ex- 





port sales may have to be curtailed as 
domestic demand is picking up, too. Local 
sales in Peninsular Malaysia totalled some 3 
million tonnes last year and a 15% increase is 
projected in 1989. 

According to Michael Horner, managing 
director of Malayan Cement, 50% owner of 
Malaysia’s largest manufacturer, Associated 
Pan Malaysia Cement (APMC), a further 15% 
increase in domestic consumption can be ex- 
pected next year as well. This includes an es- 
timated demand of some 150,000 tonnes a 
year from the new North-South Highway 
now entering construction. Total local sales 
could, therefore, reach 4 million tonnes, or 
60% of capacity. 

APMC, with 2.1 million tonnes a year 


Malaysia's cement industry 


Annual rated capacity in '000 tonnes 
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capacity, expects to increase its proportion 
of local sales from 65% of output last year to 
about 70% this year. But such is the nature of 
the Malaysian market that this small in- 
crease will have a disproportionately large 
effect on the profits of APMC's two publicly 
listed joint owners, Malayan Cement and 
Pan Malaysia Cement Works. 

Cement sold in the central area of Penin- 
sular Malaysia — which accounts for 50% of 
the total market — has a price fixed by the 
government at around M$180 (US$66.35) a 
tonne, compared with an export price of 
M$102. APMC as the most efficient of the 
mainland producers, is probably making a 
profit of about 100% on its local sales. 

The Malaysian market is totally pro- 
tected. Imports are subjected to a tariff of 
50% or M$80 a tonne, whichever is higher. 
Meanwhile, the local market is divided up 
into percentage shares for each of the pro- 
ducers, based loosely on their rated 
city. The more efficient producers are 1 
fore prevented from building up their mar- 
ket share. 


hile none of the producers con- 
W tacted by the REVIEW agreed with 

the call by the Master Builders As- 
sociation of Malaysia (MBAM) for the aboli- 
tion of the quota scheme, some undoub- 
tedly would like to see some fine tuning of 
the system in their favour. The three gov- 
ernment-owned plants, Cement Industries 
of Malaysia (Cima), Kedah Cement and 
Perak-Hanjoong Simen, for instance, have 
about 51% of total capacity but only 46% of 
the local market. 

If just Kedah Cement were to receive its 
rightful quota of 17.7576 instead of its pre- 
sent 14.6775, its forecast operating profit this 
year would be about M$10 million, or 33%, 
higher. This would not be enough to wipe 
out its enormous interest charges and for- 
eign-exchange losses, but it would re > 
some of the pressure. 





How to make it 


Itis no accident that Malaysia's cement plants are all situated near 
limestone mountains. Limestone, or calcium carbonate, is the 
main raw material of Portland cement. The calcium is mixed with 
silica and aluminates. 

Once water is added, a chemical reaction takes place, which 
results in a very strong crystalline structure. In fact, when prop- 
erly made, the concrete is so strong that the failure of concrete 
structures can usually be attributed to the disintegration of the 
gravel aggregate rather than the cement itself. 

To make cement, most companies now use a “new” dry pro- 
cess with a pre-calciner. Pulverised limestone is mixed with 
day or shale in proportions of about five-to-one, and a little iron 
ore which acts as a flux is added. This is known as "raw meal." 

The raw meal is then added to the pre-calciner, where the 
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limestone is de-carbonated at about 900°C. When it is heated 
further to 1,400*C in an enormous rotary kiln, clinker is pro- 
duced. 

Clinker is the name given to small granules of unprocessed ce- 
ment that have to be ground up with about 4% gypsum to pro- 
duce the choking grey dust that everyone knows so well. Occa- 
sionally a manufacturer will produce clinker in one location near 
his raw material deposits and grind it nearer his markets — hence 
Kedah Cement's grinding plant in Pasir Gudang. 

A few plants in Malaysia, such as Tasek Cement's in Perak, 
are still using the less-advanced, semi-dry process. This involves 
mixing limestone, clay and iron ore into a slurry before transferr- 
ing it to a kiln. As the slurry has to be dried, this process involves 
much higher operating costs because of increased fuel consump- 
tion. 

The industry average for the dry process is around 800-810 
kilocalories. APMC does much better with an estimated 500-600 
kilocalories because it uses shale instead of clay and the shale con- 
tains small quantities of oil. m Nick Seaward 
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There is also some dissatisfaction with 
fact that Tasek Cement and APMC share 
3% quota of the tiny Malaya Industrial 

and Mining Corp. as its kiln is not operating. 
However, most of the unhappiness is re- 
served for the distribution system. 

In Peninsular Malaysia, all the cement 
plants are located north of Kuala Lumpur 
and on the western side of the dividing 
range. Construction industry associations 
such as the MBAM have said the producers 
are reluctant to send their cement to the east 
coast because of transport costs. 

Privately, some industry sources admit 
there is some truth in this but say that until 
the government works out a way for an or- 
derly share of the prime market areas, the 
less ideally situated plants are not going to 
take on the additional burden of servicing 
the east coast. 

According to Malayan Cement's Horner, 
the central area of the peninsula around 
Kuala Lumpur and the Klang Valley still ac- 
counts for about 5076 of the market; the 

thern area, centred on Penang and But- 

vorth, about 20%; the south around 
Johor 2095 and the east coast states about 
10%. Traditionally, APMC has held the lion's 
share of the central market due to its posi- 
tion. 

The three government-owned plants 
(actually, only Kedah Cement can be de- 
scribed accurately as being government- 
owned — publicly listed Cima is majority- 
owned by the Perlis State Economic Deve- 
lopment Corp., while Perak-Hanjoong 
Simen is a 60:40 joint venture between the 
Perak State Economic Development Corp. 
and Korea Heavy Industries and Construc- 
tion Co.), have banded together to try to 
overcome this distribution problem. All 
three plants sell their cement through 
Pemasaran Simen Negara (PSN), a common 
marketing arm that tries to make the best 
use of their depots. 

There is strong talk in the industry that 
Tasek and APMC are now discussing ways of 
countering PSN with a joint marketing arm 
of their own. When asked to comment, 
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APMC's cement plant in Rawang: profit boost. 


Horner says he is in favour of rationalising 
distribution "but whether one can achieve it 
is a different matter." 

Horner refuses to comment specifically 
on APMC's much publicised offer to the 
Ministry of Finance to take over loss-making 
Kedah and Perak-Hanjoong — The offer 
was publicly confirmed by the ministry's 
secretary-general, Tan Sri Zain Azraai, last 
September. However, the Malayan Cement 
chief says: "The government has expressed 
a wish to see the industry rationalised and 
we have participated in some discussions." 
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According to details leaked to the press 
earlier last year, APMC has suggested that it 
take over Kedah Cement and Perak-Han- 
joong in return for the government assum- 
ing M$590.5 million of the two companies' 
associated loans, to be repaid over a 15-year 
period. Theoretically, this would give APMC 
over 6576 of the market and annual capacity 
of 4.56 million tonnes. But the REVIEW un- 
derstands that APMC also offered to close its 
Kanthan plant in Perak in return. Horner 
says that if market conditions dictated, APMC 
would consider closing the Kanthan plant, 
but "my experience of rationalisations is that 
whole cement plants don't shut down." 

Rumours emanating from Perak-Han- 
joong indicate that the APMC deal will not go 
through — at least as far as itself is con- 
cerned. Unlike Kedah Cement, which re- 
ports ultimately to the Prime Minister's De- 
partment, the Perak plant answers to the 
Ministry of Public Enterprises, which has no 
desire to lose control to another ministry. 
Also, itis understood that the Perak state ap- 
paratus of the dominant United Malays Na- 
tional Organisation (Umno) is lobbying hard 
to keep the plant managed locally. 

This leaves just Kedah Cement with its 
neck on the block. With massive loans and 
accumulated losses, industry analysts say 
that the government might just be suckered 
into selling it off for a song at a time when it 
stands poised to start making real profits. m 





INDUSTRY 2 


Kedah Cement ts a tempting takeover target 


A concrete jungle 


ituated on the northern shore of 
- Malaysia's picturesque northwestern 

island of Langkawi, Kedah Cement's 
massive plant bears all the signs of a govern- 
ment's effort to transplant industry in an un- 
derpopulated rural wilderness. Far away 
from the main cement consuming areas of 
the country, dependent for labour on local 
fishing communities with little understand- 
ing of the rigidities of shift-work and with 
the nearest industrial back-up facilities 75 
miles across the sea in Penang, Kedah Ce- 
ment seems to have had the odds stacked 
up against it from the start. 

Kedah's new managing director, Heng 
Keah Yong, disagrees. Langkawi is a natural 
place for a cement plant. The island is one 
big limestone deposit, there is no one else to 
poach his workforce, and the plant's access 
to a deepwater harbour keeps down the cost 
of transport, which accounts for 30-5076 of 
the end price of cement. "This plant has tre- 
mendous potential," Heng told the REVIEW. 

Unfortunately, a number of would-be 
predators think so too. Offers to take over 
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Kedah Cement are proving to be almost as 
abundant as the plant's limestone reserves. 
And as a government-controlled company 
and a chronic loss-maker all at the same 
time, Kedah Cement's fate will depend 
largely on a little-known government official 
named Chachellapah Rajendram. 

Rajendram heads the Treasury special 
task force set up to stop the haemorrhaging 
of government funds from Non-Financial 
Public Enterprises (NFPEs). His decision on 
whether to sell the plant to the private sector 
will be heavily influenced by the fact that 
Kedah Cement is now the only loss-making 
subsidiary or associate of the government's 
Heavy Industries Corp. of Malaysia (Hicom) 
following the hiving off of steelmaker Per- 
waja Trrengganu to the Minister of Finance 
Inc. earlier this year. 

Kedah Cement is 35%-owned by 
Hicom, 25% by the Kedah State Economic 
Development Corp., 10% by the Singa- 
pore Governments Temasek Holdings 
and the remainder by Japan's Nichirin 
Holdings, Malaysian Kuwaiti Investment, 
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Lee Rubber Group and Oriental Holdings. 

With shareholders like these, it is small 
wonder that Kedah’s management has 
come under the microscope. And with the 
finance ministry’s well-publicised distaste 
for funding loss-making NFPEs out of the de- 
velopment budget, it is hardly surprising 
that other manufacturers are offering to doa 
deal over Kedah Cement’s M$650 plus mil- 
lion (US$239.6 million) in debts and some 
M$300 million losses in return for getting 
their hands on the plant. 

The reason for APMC's interest in 
the plant is quite simple. With exports of ce- 
ment from Malaysia booming, most man- 
ufacturers are trying to increase capacity. 
Not only is Kedah Cement the most efficient 
producer but its investment cost of M$430 
per tonne of installed clinker capacity is 
some M$70 a tonne less than the cost of a 
new plant. Furthermore, this investment 
cost is expected to fall to M$350 a tonne 
when capacity at Langkawi is increased 
from 1.2 million tonnes a year to 1.5 million 
by the end of the year. 

The increase in capacity is expected to be 
effected by October. Engineers have calcu- 
lated that the plant's foundations and infra- 
structure could handle up to 2.4 million ton- 
nes a year but the kiln limits it to 1.2 million. 
With an additional investment of M$10 mil- 
lion which will be funded by the Japanese, 
Kedah Cement reckons that bottlenecks at 
the pre-calciner and cooler stages can be re- 
moved and production of 125,000 tonnes a 
month achieved. 

Kedah Cement has undertaken to repay 
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per tonne for most of the mainland plants, 
and up to M$60 a tonne for publicly listed 
Tasek Cement, which still uses two semi- 
dry process kilns alongside its more modern 
dry-process installation. 

Its freight costs — already very low by in- 
dustry standards — could be lowered still 
further if Kedah Cement gets approval to 
buy at book value two bulk carriers operated 
on a 10-year contract by Perbadanan Na- 
sional Shipping Line. 

Mostly the ships ply the route south to 
Pasir Gudang in Johor, where the company 
maintains a 2,000 tonne-a-day grinding mill. 
But they also call at Singapore, where 
Jurong Cement and Ssangyong Cement buy 
sizeable quantities of Kedah Cement clinker 
for grinding in their own mills. 


ith the price of cement in the 
W domestic Malaysian market fixed 

at M$176-192 a tonne, Kedah Ce- 
ment would dearly love to sell more of its 
output locally. But its quota of 15% of 
450,000 tonnes a year is fixed by the intra- 
industry quota agreement. The need to in- 
crease exports is therefore paramount to 
Kedah Cement if it is to stand any chance of 
making profits. Last year it sold 800,000 ton- 
nes of clinker abroad last year, compared 
with 460,000 tonnes in 1987 and it is basing 
its 1989 financial forecasts on exports of 
800,000 tonnes of cement and clinker. 

The figures indicate that the plant is 
working at full capacity and suggest that for 
the financial year ending 31 March 1990 it 
will make an operating profit of about M$30 
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Kedah Cement's loading wharf: takeover proposals. 


the equipment supplier in monthly instal- 
ments but the contribution to earnings from 
the export of the additional production is 
expected to be more than M$1 million a 
month. The export price of clinker has risen 
markedly in recent months. It is now selling 
for US$27 a tonne f.o.b. compared with 
US$17 a tonne at the end of last year. 

The plant's variable cost per tonne of 
clinker is now down to M$27. Industry ana- 
lysts say that this compares with M$35-40 
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million. This compares with its earlier fore- 
cast of M$27 million, which had been based 
on a clinker export price of US$23 a tonne 
and a fiscal 1988 actual operating profit of 
M$10.8 million. 

At the end of the day, however, Kedah 
Cement is losing money heavily because of 
its enormous interest charges and foreign 
exchange losses. In 1988, the company lost 
M$73.2 million, according to Hicom's an- 
nual report. Finance charges soaked up 
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M$49 million and foreign-exchange losses 
totalled M$32 million. Even with the im- 
proved performance last year, the company 
is believed to have made a net loss of M$60 
million for the year to the end of March 
1989. 

As of May last year, Kedah Cement had 
total loans outstanding of M$626 million, of 
which M$352 million was denominated in 
yen and most of the remainder in US dol- 
lars. In December 1987, the company an- 
nounced that it had refinanced its main 
¥17 billion loan at the exchange rate of 
US$1:¥135 and at an interest rate of 5.75% 
through Chase Investment Bank. This has 
taken much of the heat off but the company 
still has deferred yen-related foreign ex- 
change losses of some M$160 million. 

The Kedah Cement board has now come 
up with its own proposal to restructure the 
finances of the company, which involves the 
government taking over its yen loans, 
sorbing the deferred yen foreign exché 
loss and giving it a replacement loan de- 
nominated in ringgit. Then the M$180 mil- 
lion capital would be reduced to enable suffi- 
ciently attractive earnings per share for the 
company to seek a public listing in three to 
four years' time. 

This audacious proposal, which was 
handed to the government in December last 
year, assumes that the company will make 
an operating profit of M$40-50 million a year 
by 1993, rising to M$70-80 million by the end 
of the century, by which time Kedah Ce- 
ment would have repaid all the govern- 
ment's liabilities. A profit of M$22 million 
would be turned in for fiscal 1990 if the gov- 
ernment accepted the plan. 

The government is now weighing up 
this offer against the proposal from APMC 
and other companies outside Malaysia. Ac- 
cording to leaks, APMC's proposal would ef- 
fectively entail Hicom writing off its equity 
and its M$160 million shareholder's loa 
Kedah Cement, the conversion of the | 
loan to ringgit and its repayment within a 
period of 15 years. APMC would pay the gov- 
ernment M$146 million for both Kedah Ce- 
ment and Perak-Hanjoong and assign their 
combined assets, valued at M$76.5 million, 
to the government. APMC would also under- 
take to hand over to the government any re- 
turn of more than 20% on its investment in 
the two companies. 

Other takeover proposals have been re- 
ceived from abroad, including one from Bil- 
lion Tone Industries of Hongkong, which is 
headed up by New World Development 
chairman Cheng Yu-tung. The mechanics of 
Billion Tone's proposals bear a very strong 
resemblance to the restructuring plan 
drawn up by Heng and his staff at Kedah 
Cement. In fact, the REVIEW understands 
that some parts of it have quite clearly been 
copied straight out of the Kedah document 
though quite how Cheng managed to obtain 
a copy remains a mystery. 

B Nick Seaward 
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No chaos in the classroom 


butterfly fluttering over Taipei 
today can transform storm sys- 
tems over Miami next month. An 
outlandish idea, perhaps, but one 
that is at the heart of a profound change 
occurring in the way scientists view the 
world. 

In the conventional scheme of things, 
something as apparently insignificant as the 
motion of an insect should have no bearing 
on major weather patterns. Now scientists 
are coming to terms with the notion that na- 
ture is a good deal more complicated than 
2^7 thought. 

-omplicated, but not disordered. In sys- 
tems as diverse as planetary orbits, move- 
ments in animal populations, the beating of 
the heart, and electrons whizzing around 
microchips, researchers have detected com- 
mon patterns. 

These are not regular patterns. They are 
like the whorls and vortices you see in 
cigarette smoke, for example, or on oil flow- 
ing on water, or in clouds — all of which 
keep doing more or less the same thing, but 
never the same way twice. 

Formally, these systems fall under the 
heading of non-linear dynamics. But scien- 
tists have also come up with a more 
memorable — if somewhat cheekily 
misleading — title for them: chaos 
theory. 

From beginnings in the early 
1960s, chaos studies recently have 
been gaining momentum, especially 
in the US. Enthusiasts like Joseph 
~ 1 of the Georgia Institute of 

anology go so far as to describe 
chaos as the third — after relativity 
and quantum mechanics — of the 
20th century’s outstanding contribu- 
tions to science. 

There are currently estimated to 
be around 10,000 scientists involved 
with chaos research in the US alone. 
In addition, ever on the lookout for 
the sure-fire thing, Wall Street brok- 
ers are attempting to apply chaos 

theory to stockmarket data. Out the 
| window go linear economic models 
they have used for the past decades; in 
comes non-linear dynamics, which brokers 
believe has the potential to predict volatility 
and variation in share prices. 

Electronic engineers at ITT Corp.’s New 
Jersey laboratory are applying chaos to build 
sophisticated digital filters that can remove 
unwanted high frequency noise like tape 
hiss from sound recordings. In the past, it 
has not been possible to filter such noise 
without also removing desirable compo- 
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nents of the signal that happen to be at the 
same frequency. ITT's idea is to identify and 
cancel chaotic signatures within the (appa- 
rently random) noise. 

In Japan, by contrast, chaos studies are 
conspicuous by their almost total absence. 
That is particularly odd, given its popularity 
elsewhere, and more so since a good claim 
can be made that the phenomenon was first 
noticed by a Japanese. On 27 November 
1961, while simulating on a computer the 
behaviour of that apparently most regular 
of scientific instruments, an oscillator, 
Yoshisuke Ueda — then a 24year-old 
graduate student at Kyoto University’s de- 
partment of electrical engineering — first en- 
countered chaotic motion. A print-out of his 
experiment revealed a strikingly beautiful 
picture of what has since come to be known 
in chaos theory as a “strange attractor.” 

Ueda’s subsequent experience as he 
laboured to come to terms with the implica- 
tions of his discovery provides a sobering in- 
sight into Japan's ultra-conservative scien- 
tific establishment. The best that can be said 
of Ueda's professor was that he did not 
actually stop the young researcher from 
pursuing his theme (in his own time). 
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Otherwise, he received no encouragement 
whatsoever. 

On publishing his results, Ueda was ini- 
tially ignored, then attacked for daring to 
draw condusions other than conventional 
ones. For well over a decade, he soldiered 
on with his work alone. 

A major obstacle to the acceptance of 
Ueda's ideas has been the demarcation lines 
that exist between one scientific discipline 
and another. Although these are by no 
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means only a Japanese phenomenon, in 
Japan they have developed into a kind of sci- 
entific apartheid. Ueda's sin was that he — a 
humble electrical engineer — had dared to 
trespass on what by rights was the preserve 
of applied mathematicians (themselves re- 
garded in Japan as an inferior branch of 
those high priests of the abstruse, theoretical 
mathematicians). Such presumption would 
not be forgiven. 

Recognition did not even come when, as 
chaos studies came to prominence in the late 
1970, Ueda started receiving invitations to 
present his results at international confer- 
ences abroad. Elsewhere, chaos is now 
moving into the mainstream of science, with 
courses on non-linear dynamics complete 
with multi-volume textbooks available at 
many universities. 

But not in Japan. Despite being a pioneer 
in the field, Ueda is still only able to devote 
part of his time to chaos-related research and 
gives only a few lectures on the subject each 
year. 

Why such neglect? The answer comes 
from Li Tien-yien, a professor of mathema- 
tics at Michigan State University, and a co- 
author in 1975 of the first paper to use the 
name chaos. "In Japan, the whole 
structure of science is completely dif- 
ferent," says Li, who recently spent a 
year at Kyoto University. "It is very 
difficult for people like Ueda to get re- 
spect in Japanese scientific society." 

Chaos is still very much a pheno- 
menal science, at the stage of obser- 
vation rather than applied use. Thus 
in Japan, says Li, it is regarded as 
being “not very useful, in the sense 
that you can't use this knowledge to 
develop anything new or more effi- 
cient. If you could, then [the Japan- 
ese] would have to pay more atten- 
tion to it," says Li. 

Ueda is free from bitterness about 
the system that has so comprehen- 
sively failed to appreciate the signifi- 
cance of his work. Although denied 
the funding to devote his entire 
attention to chaos, Ueda is happy 
that at least he has been able to indulge 
his curiosity, to ^play around," as he puts 
it. 
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Yet it is precisely by giving researchers 
the freedom to indulge in such playing 
around that many scientific discoveries are 
made. In the West the importance of play- 
fulness is appreciated and funded. But in 
Japan, science is regarded as a highly serious 
business. And therein lies one of its major 
weaknesses. = Bob Johnstone 
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What if they were one? 


outh Korea has emerged from the 
pack of Asian newly industrialised 
countries (NICs) as the second most 
important industrial market econ- 
omy in East Asia after Japan. Its large-scale 
industrial structure and world-class con- 
glomerates, its technological capabilities, 
and its big domestic market set South Korea 
apart from the other three Asian NICs: 
Taiwan, Hongkong and Singapore. 

What would happen if South Korea were 
to double in land area, gain valuable natural 
resources, and experience a 50% increase in 
population? More realistically, what would 
be the implications if the present trickle of in- 
direct trade between South Korea and 
North Korea that began last year expanded 
into substantial trade and investment rela- 
tions? 

While improbable, the question is no 
longer purely hypothetical. In January, 
South Korea's Deputy Prime Minister, Cho 
Sun, met with North Korea's minister of 
joint ventures and industry, Chae Hee Jong. 








By Kari Moskowitz 


sion of commercial relations with China and 
the Soviet Union, and reasserting control 
over the question of relations with North 
Korea. 

Nevertheless, relations between the two 
Koreas are entering a new stage — the stage 
of the possible. The current political reaction 
and re-examination in Seoul is driven by 
domestic politics; it should not be misinter- 
preted as a disavowal of relations with 
North Korea. On the contrary, the reaction 
is necessary because previously hypotheti- 
cal and “safe” challenges to North Korea, in- 
cluding civilian visits as well as trade and in- 
vestment relations, are now real issues. 
South Korea has to decide how to manage 
these relations which may develop. 

We can only speculate about the evolu- 
tion of relations with North Korea, since real 
breakthroughs are unlikely until Kim passes 
from the scene. The questions to solve are 
political, not economic. Putting aside the 
question of “how it might happen,” itis time 
to begin thinking about the economic impli- 


South and North Korean delegates meet: speculation. 


Simultaneously, the Hyundai group’s foun- 
der, Chung Ju Young, visited North Korea 
where he discussed a tourist development at 
Kumkangsan and industrial projects at 
Wonsan. Behind the scenes contacts are in- 
creasing in range and frequency. 

The South Korean Government quickly 
poured the cold water of caution on 
Chung's initiatives, and North Korea re- 
turned to its traditional uncompromising 
stance during the annual US-South Korean 
military exercises. Seoul, stung and up- 
staged by Rev. Moon Ik Hwan's meeting in 
February with the North's leader, Kim Il 
Song, is now embarked on a "reverse 
course" of dampening the aggressive expan- 


cations of accommodation between South 
and North. Such speculation should not be 
confused with misplaced optimism. 

The China-Taiwan-Hongkong experi- 
ence does not apply. Many Taiwan, Over- 
seas Chinese and Hongkong entrepreneurs 
have invested in factories and trading enter- 
prises in China. These investors seek inex- 
pensive labour in a Chinese business envi- 
ronment in which they are comfortable. Al- 
though there is some family political bet 
hedging, the objective of these Chinese en- 
trepreneurs is business and profit. Some 
Taiwan entrepreneurs invest secretly de- 
spite formal prohibition by the Taipei gov- 
ernment. 
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This model is not appropriate to South 
Korea. Small businesses and individuals 
have no role in relations with North Korea, 
as underscored by the official outrage over 
Moon's visit to Pyongyang. Big business 
will lead the way in collaboration with gov- 
ernment, fully aware that its role and poten- 
tial returns are tied to politics, not eco- 
nomics. 

North Korea's centralised, Stalinist eco- 
nomic structure and its profile of economic 
needs mandate large-scale projects. Pyong- 
yang has huge needs for basic ir 
structure, including highway and 
transport and electric power. North Korea s 
obsolete industrial facilities urgently require 
modernisation; it needs to build new indus- 
tries. 


ut above all, it is not the Korean 
style to be content with small, mar- 
ket-oriented projects. In the South 
and North alike, big projects which 
define markets are preferred; the bigger, the 
better. This is how Koreans mobilise re- 
sources and focus political and social will: 
"big" is the Korean style. 

If the Chinese model does not fit, what 
might be the Korean model and what would 
be its likely implications? 

The most predictable result of a stable re- 
lationship between the two Koreas which al- 
lows for large-scale trade and substantial 
participation by South Korean companies in 
North Korea would be an intense surge of 
investment in the North. The invesm 
would focus on big projects to fulfil N« 
Korea's need for basic infrastructure and 
modern industrial facilities, displaying in 
dazzling form the ability of both to mobilise 
and focus resources. 

South Korea would become the North's 
banker. Having paid off its net foreign debt 
by 1989, South Korea would return to the in- 
ternational capital markets as a customer 
and mediator for capital to develop the 
North. Long in default on more than US$4 
billion in foreign debt, North Korea has no 
access to world capital markets. Current Ja- 
panese efforts to improve and normalise re- 
lations, which may include huge repara- 
tions payments, will do little to improve 
Pyongyang's credit standing to the degree 
required. 

A close economic relationship between 
the two Koreas will extend to joint participa- 
tion in development projects in the neigh- 
bouring Soviet Maritime Provinces and 
Siberia. Chung reportedly discussed with 
the Soviets the feasibility of a gas pipeline to 
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link Soviet gas fields with South Korea. Such - 


a pipeline would pass through North Korea. 
Chung also reportedly discussed such pro- 
jects when he visited Pyongyang. . North 
Korea has experience in contracting labour 
for timber harvesting in Siberia as well as ex- 
perience in Soviet barter-type trade. 
-= The second set of implications concerns 
South Korea's economic structure and its 
trade relations. South Korea’s export-led 
economy, which has already begun to shift 
emphasis to domestic demand, would shift 
even more towards internally oriented 
policies driven by the development of North 
Korea and the Soviet frontiers. Steel, ce- 
ment, capital goods and technology would 
come from South Korea. Project design and 
construction management would be per- 
formed by South Korean companies. 
“One consequence is that the flow of 
South Korean investment to Southeast Asia 
cmt North America might not increase to 
i egree currently projected, due to the 
capital requirements of the North Korean 
and Soviet projects. 

A second consequence is that South 
Korea's importance in the Asian region as a 
centre of economic demand would grow. 
Eventually, the combined Koreas might be 
second only to Japan as a demand locomo- 
tive of the region's growth. 

What would such a scenario mean for 
South Korea's economic relations? 





As the normalisation of Sino-South Ko- 
rean relations decreases the political signifi- 
cance to South Korea of investment in 
China, its businessmen will come to 
evaluate potential investments in China 
solely in economic terms. 

The potential Soviet projects require im- 
mense capital investment. Here too, South 
Korea may become the mediator with the in- 
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It is not the Korean style to be 
. content with small, 
market-oriented projects. In the 
South and North alike, big 

projects which define markets 

are preferred; the bigger, the 

better. ‘Big’ is the Korean style. 
ternational capital markets. The Soviet 
Union has already asked South Korea to 
play such a role, inviting companies such as 
Hyundai and Daewoo to finance projects as 
well as build them. South Korean com- 
panies might become leading suppliers of 


materials, capital goods and services to these 
projects. Such linkages are characteristic of 
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Mid-size Japanese shipbuilder outshines giant rivals 
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harles Smith in Tokyo 


^w ne of the more painful lessons 
learned by Japan's older metal bash- 
’ ing industries in the recessions fol- 
lowing the first (1973) and second (1979-80) 
“oil shocks was that size does not provide 
security when an industry's survival is at 
. . The point has been hammered home 















Korea's largest four shipbuilders al- 
led each other to death with a price 
in 1986-87. But middle-sized Japanese 
yards came through smiling. An exam- 
; Tsuneishi Shipbuilding Corp., a fam- 
ily-owned yard based in Hiroshima which 
< bank analysts in Tokyo believe is now one of 
the most competitive in the world. 

-Tsuneishi’s costs are thought to be be- 
1 15% and 25% less than those of giant 
nese companies like Mitsubishi Heavy 
s and perhaps 5% to 10% less than 
the big South Korean yards. Yet the 











uring the latest world shipbuilding 
pan’s seven giant shipbuilders and. - 
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Secret of survival 


company's reputation for quality means that 
it can win orders at prices 10-15% higher 
than those quoted by the big South Korean 
shipyards. This may explain why Tsuneishi 
managed to steer clear of the financial crisis 
which hit both the South Koreans and the 
bigger Japanese yards in 1986-87. 

Tsuneishi came through the slump with 
moderate losses in only one year (1987), 
partly because it spends far less on research 
and development and pays lower wages 
than big Japanese companies like Mi- 
tsubishi Heavy Industries (whose ship- 
building division is still losing money). But 
this is not the company's real secret. One 
key to the Tsuneishi survival strategy is 
using a subcontracted labour force that can 
shrink or grow according to the state of the 
market, thus saving the company from tak- 
ing on loss-making orders to keep full-time 
workers occupied. Of the 1,713 workers em- 
ployed last year, 1,000 were subcontracted 


ur 
The other half of Tsuneishi's secret is that 
the company does not simply tell its subcon- 


South Korean participation in large overseas 
construction projects, including the Mideas 
projects in the 1970s and, on a smaller scale 
in Vietnam in the 1960s. m 

The security relationship with the US- 
would be redefined, along with the defence- 
business ties that flow from it. South Korea - 
would further expand technology and ine.. 
vestment ties with the US, and seek US pat 
ticipation in North Korean and Soviet pro- 
jects, but feel less urgency to respond to US: 
trade pressure as its relative dependence on 
the US market declines. NEM 

As for Japan, most likely there will be 
measured — but active — Japanese support | - 
and participation in North Korean and | _ 
Soviet development efforts, probably ona. 
greater scale than the US or Europe. Korean- | _ 
Japanese trade will expand rapidly in this | er 
new dimension. | E : 

What will an economic links between the |. 
two Koreans mean for Asia? South Korea | _ 
has already emerged as the No. 2industrial | 
and technological power in Asia. A fullyin- | 


tegrated “greater Korea" would play an eco- | : 





m 


nomic role in Northeast Asia second only to | 
Japan, and greater than that which South 
Korea could achieve on its own. s 
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Karl Moskowitz is president of Korea Strategy. | a 
Associates Inc., a management consulting firm | 
with offices in Cambridge, Massachusetts, and 
Seoul. | 
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tracted workers to get lost when the ship- 
building division runs out of work. The 
company has spent the past 20 years setting — 
up a network of 35 subsidiaries in industries 
ranging from ski resorts to ornamentalstone 
lanterns that can act as labour reservoir, Ora 
sponge, depending on the requirements of — 
the shipbuilding sector. Last year, these — 
non-shipbuilding interests kept 1,892 work- 
ers busy. Died 

Channelling unneeded workers into _ 
other jobs when shipbuilding slackens — 
off means the company can get its workers 
back when it needs them, unlike some of... 
the bigger Japanese shipyards which are. _ 
now reportedly suffering from labour short- 
ages. Su 
During the 1986-87 slump, roughly two- 
thirds of Tsuneishi's sales came from no 
shipbuilding activities, as shipbuilding sal 
slumped to ¥34.4 billion (US$234.65 tr 
lion). However, the shipbuilding division 
has bounced back since the beginning of this 
year — particularly when compared with 
bigger Japanese shipbuilders. Shipbuilding 
sales for the current fiscal year ending in Oc- 
tober are forecast to jump by more than 
50%. More important, capacity at the com- 
pany's main yard on the northern coast of 
the Inland Sea, east of Hiroshima City, h 
actually risen since 1987. This results from 
dever manipulation of guidelines intro- 
duced by the Ministry of Transport (MOT) in 
March 1987 to reduce competition and con- 
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solidate production capacity within the in- 
dustry. 

Under its 1987 programme, the MOT or- 
dered Japan's 44 leading shipbuilding com- 
panies to combine themselves into a total of 
eight groups. No change in ownership was 
implied by joining these groups — rather 
the shipyards merely affiliated themselves 
to the group, set up a group marketing arm, 
and cut group capacity by at least 20%. A 
majority of the groups formed at MOT's be- 
hest ended up cutting capacity by well over 
2076 because companies owning a few giant 
yards found it impossible to fine-tune their 
capacity within less than two or three per- 
centage points. 

Tsuneishi Shipbuilding formed a group 
with Onomichi Shipbuilding, another 
medium-sized Hiroshima yard, and 11 
smaller shipyards, which managed to stay 
very close to the MOT guidelines — reducing 
its overall capacity by exactly 20% compared 
with an industry average of 23.7%. As a re- 
sult, the Tsuneishi-Onomichi group moved 
smartly up the league table of Japanese ship- 
builders at least in capacity terms. The 
group claims a 13.1% share of Japanese 
production capacity and a 5.3% share of 
world capacity even though none of its indi- 
vidual members are within Japan's top 10 
shipbuilders. 


he second way in which Tsuneishi 
j managed to profit from MOT's reor- 
ganisation programme was by help- 
ing itself to a substantially increased share of 
capacity within its own group. General af- 
fairs manager Mitsuhiro Sakajiri says the 
company did this by purchasing production 
capacity licences from those smaller com- 
panies within the group which decided to 
withdraw from shipbuilding and go into the 
legally distinct business of ship repair. The 
new licences enabled Tsuneishi to build a 
new dock with a capacity of 33,000 compen- 
sated gross tonnes at the Hiroshima yard, 
and to increase the size of two existing 
facilities. 

Tsuneishi's achievement in increasing its 
shipbuilding capacity while most other com- 
panies were being forced into savage cuts re- 
flects the company's ability to move fast, 
while larger Japanese shipyards were 
bogged down by traditional "bottom up" 
decision-making procedures. Tsuneishi's 
owner-president, 47-year-old Makoto Kam- 
bara, was able to bargain directly with the 
owner-bosses of half a dozen other small- to 
medium-sized companies in the Tsuneishi- 
Onomichi cartel so as to secure an arrange- 
ment under which shipbuilding capacity 
was concentrated in the two largest com- 
panies in the group while the others concen- 
trated on ship repair. 

Pressure from the banks, including the 
powerful Hiroshima Bank which supports 
Tsuneishi, probably helped to induce some 
of the smaller companies to get out of ship- 
building. But Sakajiri insists that similar 


Japan's big eight shipbuilders 
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management structures within the group's 
companies were at least as important. To 
prove the point analysts note that at least 
one other cartel actually split up after 
salaried managers failed to agree on how to 
share out capacity cuts. Ishikawajima- 
Harima withdrew from a group it had 
formed with Kawasaki Heavy Industries 
and NKK Corp. and formed its own “group” 
after the three fell out over capacity cuts. 
Rivalries within the owning Kambara 
family seem to be a major driving force be- 
hind Tsuneishi — though not to the same 
extent as in the more famous Seibu group 
where antagonism between two half 
brothers has led to a de facto split. The three 
Kambara brothers, Makoto (47), Osamu (46) 
and Soichiro (42) inherited different parts of 
the group when their father died in 1977. 
However, the ups and downs in shipbuild- 
ing, and the collapse of a plan to build an air- 
port on land owned by the company to the 
north of the main dockyard, have meant 
that each of three is now competing with 
the other two in a number of areas. 
Makoto’s responsibility for the main 
Tsuneishi shipyard has not prevented him 
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Shipbuilding yard: medium-sized security. 
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from moving into shipping — a secto 
originally intended to be the preserve o 
younger brother Osamu. Soichiro Kambara 
the youngest brother, has focused heavily 
on resort and marina development, usins 
part of the land originally earmarked for air 
port development. But Sakajiri says tha 
Osamu also sees a big future in the resor 
business — with the result that the brother: 
own competing ski resorts and are bott 
heavily involved in the marina business. 

Outside Japan the Kambaras own i 
group of shipping and farming enterprise: 
in Uruguay and Paraguay, the fruits of ar 
emigration scheme launched by their fathe 
in the 1950s when jobs were scarce in the 
Hiroshima area. The South American ven 
tures are managed by Makoto, the eldes 
brother, but have close business ties with 
shipping and farming ventures managed by 
the two other brothers nearer to home. By 
and large the sibling rivalry appears *~ +- 
friendly, but the dislike of publicity 
boured by the entire Kambara family maxes 
this hard to verify. 

Tsuneishi expects sales from division: 
other than shipbuilding to double from the 
current level of around Y 100 billion a year tc 
at least Y200 billion within the next five to 1C 
years — at which point the shipbuilding di- 
vision would be badly overshadowed. Bui 
Sakajiri insists that shipbuilding will remain 
the group's "core" activity, even if other di- 
visions grow faster. 

"The big shipbuilders say shipbuilding is 
a sunset industry, but we totally disagree," 
he told the REVIEW. "The problem that we 
see is to convince top class engineering 
graduates from good universities that the 
industry has an exciting future." Tsuneishi 
is working on this, and the company plans 
to bring more of its shipbuilding work in- 
doors and to redesign uniforms so as to 
compete with the service sector. But there is 
clearly still a long way to go. Last 
Tsuneishi hired three graduates from 
universities compared with the 15 it origin- 
ally hoped to attract. * 
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he editorial integrity and com- 
mitment to matters concerning Asia has 
earned the Far Eastern Economic Review a 
loyal readership of upmarket execu- 
tives in the region. This is an audience 
which Alfred Dunhill cannot afford to 
ignore and the Review forms part of the 
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All New and Completely Updated Editions 


f you are interested in China here's a 
double-barrelled offer you cannot 
afford to pass... 


The Almanac of China's 
Foreign Economic 
Relations & Trade 
1988 


China's trade policies with 

the rest of the world have 
never offered more 
opportunities than they do 
today. The country represents 
an unprecedented potential — 
an expanding market equivalent 
to one quarter of mankind. And 
yet, data on this rapidly growing 
economy has, until recently, been 
scant and unreliable. 
Now, there is one book that 
encapsulates every detail relevant to a 
businessman conducting dealings with 
China — The Almanac of China's 
Foreign Economic Relations & Trade. 


What is it? 

The Almanac records articles and data 
contributed by leading scholars and 
specialists as well as representatives 

from China's Foreign Economic Relations 
and Trade Department. Its contents are 
extensive and detailed, systematically laid- 
out for ease of reference. It includes vital 
information to businessmen, such as trade 
policies and restrictions, and even offers 
listings of potential joint-venture 


The People's Republic of 


China Year-Book 1988/89 
The People's Republic, of 
China Year-Book 1988/89 is M 
not only fascinating reading ` 
for those with social and cul- 
tural interests in China, but an - 
essential reference for people 
with business dealings in the ' 
country. 


What is it? 

annual volume with over 800 

s singularly offers the most 
--...plete guide to every aspect of 
life within China available today. Its 
fully updated contents range from 
the people and culture to economics, 
finance, trade, politics, education, 
science and technology. Plus countless 
other subjects covered in precise detail. 
It is the culmination of thousands of 
hours in research invested by the New 
China News Ltd., professionals who 
know the country intimately. The result 
is a cyclopaedia of unparalleled insight 
and information. 


Who needs it? 

If you have any interests in China 

at all then you'll find the People's 
Republic of China Year-Book 1988/89 
to be an essential companion. And, 





































NOW THESE TWO 
ESSENTIAL WORKS 
CAN BE YOURS. 

AT A SAVING OF US$34.00 


Buy both of these informative books 
and you can save US$34.00 off their 
original combined price. Which means 
that for only US$145 you'll get: 

e Thousands of pages of detailed 
data examining the changing face of 
China. 

e Expositions, speeches and articles 
contributed by specialists, pertaining 


because it is completely indexed, it is a f artners. 

* LJ p 
particularly helpful reference for to the exciting market potential and 
students, professors and people business opportunities available in Who needs it? 


conducting business in or with the country. The Almanac is absolutely vital to anyone 
thinking of, or already involved in, business 
relations with China. It is also a fascinating 
record of the changing face of China's trade 
policies. Not only is it one of the few books 
that offers an accurate view of China's 
economy but it is also the most up-to-date 
documentation of this data. 


China. 

e Hundreds of photographs and 
illustrations of interest. 

è Two systematic and valuable 
references for those with business 
dealings or academic interests in China. 


Bhe People's Republic of China Year-Book 
88/89 combined with The Almanac of 
hina's Foreign Economic Relations 1988 


bring you all the information about China 
you'll ever need. 
Order your copies today. 
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Our promise is in 


our performance. 


Fiercer competition 
on international mar- 
kets. Higher ambi- 

tions in financial and 
corporate strategies 
Worldwide network- 
ing that gives clients 


direct links with local 


Continuity and.C 
WestLB's Balance Sheet for 1988. 


markets. WestLB's 
results show con- 
sistent performance 
coupled with evi- 
dence of a bank on 
the move: increased 
investment in new 
trading technology. 
an expanded range 
of corporate finance 


services for inter- 
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ommitment for the Future: 
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Business 
volume 


Total assets 


Capital 
and reserves 


Operating result 
(excl. trading) 


Disposable profit 


1988 1987 
(million DM) 

209,850 197,314 

165,002 152,504 

4,140 4,061 

793 935 

84 84 


national clients and 


enhanced European 
status through addi- 
tional bases in Milan 
and Madrid. 

Our acknowledged 
placing power IS a 
solid foundation for 
our diverse tasks as 
a universal bank, as 


partner and central 


bank of the savings 
banks, as the state 
bank of West Ger- 
many's industrial 
heartland of North 
Rhine-Westphalia 
and as a streamlined 
all-round supplier of 
banking services for 
corporate clients at 
home and abroad. 


WestLB 


The Westdeutsche Landesbank 
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*eoul's artificial sweeteners 


fter the bloody weekend in Peking 

it looked as if the insular Seoul 

stockmarket had started paying at- 

tention to the rest of the world, as it 
fell sharply in two consecutive sessions. 
This, after all, was the bourse that insisted 
on rising during the October 1987 crash. But 
though the Peking butchery was on 
everyone's lips in Seoul, the fall had to do 
with more parochial concerns. 

Stockmarket investors are a bit like a 
child who threatens to hold his breath until 
he turns blue unless he is given an ice-cream 
cane Investors have been unhappy with a 
( the price discount for rights issues, im- 
L--..anted at the beginning of the year, and 
the market as a whole is labouring under the 
strain of the country's tight-money policy. 
Although the Ministry of Finance (MOF) has 
tried to say that in the new South Korea it 
does not control share prices, market 
players still look to the ministry to give them 
some sweets, or "market-freshening mea- 
sures." 

Like a stern father, the MOF has tried to 
resist, with senior officials saying that the 
market's lacklustre performance this year re- 
flects the country's underlying economic 
sluggishness. But after a 25.5-point loss in 
the Korea Stock Exchange composite index 
on 5 June, the third steepest ever, daddy 
gave in to the blackmail. 

The market responded with a quick 
bounce-back. On 6 June, MOF announced it 
would raise the amount of equities that in- 
surance companies can hold from 20% of 
~*~ assets to 30%, which is expected to en- 

ige insurers to buy an additional Won 
1.5 trillion (US$2.3 billion) in stocks. Total 
market capitalisation is about Won 69 tril- 
lion, so the change could have an impact. 

In another attempt to pep up the market, 
the MOF said the same day that it would re- 
duce the compulsory purchases of mone- 
tary stabilisation bonds this month for sec- 
urities, investment and finance companies. 
That should help ease liquidity constraints. 

Finally, MOF announced that the New 
York-listed Korea Fund would be permitted 
to sell a US$50 million tranche later this year. 
While Mor had made the same announce- 
ment in December, the sale was delayed be- 
cause of the government's policy of limiting 
the inflow of foreign funds. 

The MOF would like to see the market rise 
this year, but that is becoming harder to en- 
gineer. For the most part, the ministry's sec- 
urities bureau seems to be taking second 
place to its banking policy bureau under the 
reign of Minister Lee Kyu Sung, who took 
office in December. A career technocrat, he 
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endorsed the tight money policy that has 
helped keep the stockmarket in check. 

Investors have also been pouting be- 
cause of the government's reduction of the 
discount on rights offerings from 4075 of 
market value last year to 10% from the start 
of this year. While rights offerings were ea- 
gerly bought up in the past, some com- 
panies now have difficulty selling issues. An 
offering for Kyonggi Bank flopped at the be- 
ginning of June, when almost half the rights 
were not taken up. While that would not be 
unusual in many countries, this was appa- 
rently the first time since the early 1980s that 
investors failed to take up their rights in any 
significant number. 

One of the glaring problems of the in- 
creasingly robust stockmarket in South 
Korea is that it lacks an underwriting sys- 
tem. The country's brokers are flush with 
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capital, and one would think that the MOF 
would push them to start wagering some of 
that capital in underwriting. That may be 
happening. At the start of June, Ssangyong 
Securities underwrote a Won 10 billion issue 
by Kukdong Electric Wire — the first ar- 
rangement of its kind, according to Ssang- 
yong. m Mark Clifford 


Ermano Pascutto, the new head of 
Hongkong’s Securities and Futures Com- 
mission (SFC) corporate finance division, 
says he has never worked harder in his life 
than in his first five weeks in the territory. 
Certainly, Hongkong's style is more energe- 
tic than that of Pascutto's adopted country 
Canada, but the regulators have their work 
cut-out to combat a Canadian-style placidity 
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descending on Hongkong after the Peking 
massacre. 

Now armed with personnel and money, 
the SFC should speedily eliminate the back- 
log of unit-trust applications. The effort 
might be in vain if the pessimists' outlook of 
declining market confidence proves true. 
But with Singapore enviously snapping at 
Hongkong's financial heels, no quarter 
should be yielded to the Merlion Republic's 
efforts to attract the fund management in- 
dustry to its shores. 

To support the market, the sFC should 


'also push the government to change the law 


so that companies can buy back their own 
shares. Buybacks have obvious value in al- 
lowing companies to support their shares at 
times, such as the past month, when the 
market stages one of its periodic nosedives: 
this time because of the turmoil in China. 
The snag is that cash-rich Hongkong com- 
panies might simply buy back their shares 
for lack of something better to do. But the 
practice is allowed in the US and Britain, and 
share buybacks do enhance shareholder 
value. 


The SFC could also crack down on com- 
panies such as City Resources Asia. This 
mining outfit has run into cashflow 
problems which have led to Australian min- 
ing company Barrack Mines bidding for City 
Australia, the ultimate holding company. 
Barrack Mines proposes to buy from City 
Asia its best asset, the Graham Island mine 
in British Columbia. A 9 May statement to 
this effect was published in Australia, but 
City Asia's Hongkong shareholders are still 
ignorant of their company's fate. 

Most important, the SFC could avoid a 
bureaucratic battle with the stock exchange, 
and focus its power on injecting more disclo- 
sure into Hongkong’s corporate deal-mak- 
ing and reporting network. Non-controlling 
shareholders could at least be advised on the 
earnings potential of assets sold by their 
company, while the rickety Takeovers Code 
is in urgent need of an overhaul. 

Meanwhile, Banking Commissioner 
Tony Nicolle might care to peruse a pam- 
phlet published by Chase Manhattan Bank 
entitled, “The Chase Leveraged Deposit.” 
The pamphlet seeks to induce investors to 
entrust US$25,000 to Chase for 500% geared 
foreign-currency deposits. Nothing wrong 
in that, except that the vast majority of 
amateur foreign-currency speculators end 
up with their fingers burned. The pamphlet 
should at least carry a warning, such as the 
SFC requires of unit trusts. 

m Christopher Marchand 
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Slowing to a jog 


n most countries, economic growth 

rates of 6-8% would rank as a stellar 

performance. Only in South Korea is it 

treated as a crisis. There is now no 
question but that the economy is slowing 
down. 

The first quarter of 1989 saw only a 5.7% 
GNP growth, the lowest quarterly figure in 
four years. Export growth has slowed, too, 
reflecting currency appreciation, higher la- 
bour costs and a series of strikes and slow- 
downs. Analysts are divided over how 
much of the slower economic growth stems 


from seasonal labour disputes and how’ 


much reflects structural changes that will 
hobble South Korea's economic growth for 
some time. 

Economic forecasters have begun trim- 
ming their estimates for the year. The gov- 
ernment-funded Korea Development Insti- 
tute (KDI) says that exports are expected to be 
US$67 billion in 1989. That is up from US$60 
billion last year, though some of the increase 
is due to currency changes, but short of the 
original forecast of US$70 billion. Exports 
during the first quarter grew only 1% while 
imports rose 2576. 

KDI also expects the trade and current-ac- 
count surplus to drop sharply. It forecasts 
the trade surplus will dip to US$7 billion 
compared with US$11.45 billion last year, 
and the current-account surplus to be pared 
to US$8.5 billion, from the US$14.2 billion in 
1988. KDI is still sticking to its estimate of 8% 
GNP growth for the year, because it expects 
investment and domestic demand to 


strengthen in the second half. Some private 
forecasters are saying growth will fall to 6- 
7%. South Korea's GNP growth in each of the 
past three years has topped 12%. 

The government is already under pres- 
sure from business groups, such as the Fed- 
eration for Korean Industries (FK), to adopt 
a looser monetary policy. The FKI recently 
called on the government to raise its M2 
(currency, demand and time deposits) 
monetary growth target from the current 


Back to balance 
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18% to 22.5% to help companies through fi- 
nancial difficulty caused by labour disputes 
and higher wages. But government 
economists, worried by a rising inflation 
rate, are likely to keep M2 monetary growth 
close to the 18% target. Liquidity remains 
tight, however, due to forced sales of gov- 
ernment bonds. 

The government hoped to hold con- 
sumer price rises to 5% this year, but KDI 
forecasts that prices will rise 7%. The rise is 
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being led by higher agricultural prices, nota- 
bly for beef, and service charges. The con- 
sumer price index jumped 1.3% in May and 
has increased 2.9% so far this year. 

Escalating labour costs are also fuelling 
inflation. The Economic Planning Board 
(EPB) says that wages increased an average 
of 17.8% during the first five months of the 
year. That compares with an average in- 
crease of 15.5% for all of 1988 and 10.1% in 
1987. 

The labour disputes have also taken a 
toll. The EPB estimates that labour disputes: 
cost the country US$4.5 billion in lost pro- 
duction and reduced exports by US$1 
in the first five months. Shipbuildin 
counted for almost half of the estimated ex- 
port loss, while electronics and cars ac- 
counted for most of the remainder. 

Won appreciation has slowed markedly, 
and it is likely to stay around the present 
level of Won 665:US$1 unless the trade- 
surplus begins widening again. The wonsi 
has only appreciated 2.6% against the USE 
dollar this year. But it has gained 17.8%» 
against the yen and 8.176 against the New 
Taiwan dollar, weakening the competitive- 
ness of its exports against major com- 
petitors. 

Deputy Prime Minister for Economic 
Planning Cho Soon said that he remai 
confident that the nation's economy is s 
on course. "But if political and social unrest 
continues for one more year, the nation'se 
ability to control its economy will drop at 
fast pace," he said. m Mark CI 
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By Michael Malik in Syndey 
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ry 5e announcement of a takeover bid 
UM bv Australian food giant Goodman 
. Fielder Wattie (Grw) for Industrial 
Equity Limited (IEL) on 6 June capped a long- 
running saga of international business in- 
trigue. 

If successful — there are doubts that GFW 
shareholders will approve the bid — Pat 
Goodman will pull off a deft expansion into 
Britain; gobbling up the baking business of 
British milling giant Rank Hovis McDougall 
i je had failed to take over last year. 

ooodman's GFW will pay A$1.8 billion 
(US$1.3 billion) for i£L, the takeover vehicle 
of New Zealand corporate raider Sir Ron 
Brierley's Brierley Investment Ltd (BIL). At 
the same time, BIL will pay GFW A$1.1 billion 
to gain full control of the prize asset Wool- 
worths — a major retail chain — from GFW. 
‘The offer is for A$2.40 cash and two GFW 
shares per IEL share. The share issue will di- 
Tute Rank Hovis’ holdings in GFW from 13% 
tolil?o. 

:C« Other non-food assets will be sold to cut 
debt from A$1.5 billion to. A$590 million. 
“We will wind up with a balance-sheet 
which. is debt-free and which has bor- 
rowabilities of NZ$2 billion [USS$1.1 bil- 
Tlion]," Goodman said. 

But for many observers — especially in 
Australia — the conclusion was that some- 
how IEL (and its parent, BIL) was in the pro- 
cess of swallowing the cat as well as the 
cream, This raised the question of whether 
i man, who started out with a single 
tamuy bakery in New Zealand and built a 
multinational food group, has not been just 
a little too clever for his own good. 

In a cast of characters which includes 
prominent business tycoons Sir James Gold- 

Smith, media mogul Kerry Packer, Elders 
‘IXL’s John Elliott, Sir Peter Reynolds and 
5 Brierley, among others, the fatherly Good- 
man, who likes to project his humble ori- 
-gins, may just be out of his class, some feel. 
~The boardroom saga began more than 
two years ago when Goodman, who con- 
pele most of the Australian bread market, 
“bought into Rank Hovis. After acquiring al- 
“most 30%, he made a general bid which 
Rank Hovis fought, arguing on every 
: ground from lack of compatibility to in- 
adequate funding. Rank Hovis finally 
‘sought to hide behind the British Govern- 
: ient which referred the bid to the Mergers 

















SHE i withdrew but retained a strategic 
i stake. The value of this became ap- 


Goodman Fielder finds friends across the Tasman 


e kiwi connection 


parent in this April when — apparently hav- 
ing changed its mind about compatibility — 
Rank Hovis launched a takeover bid for 
GFW, the hunted-turned-hunter. 

Goodman at first rejected the A$3 billion 
offer as inadequate. Then he looked towards 
the Australian Government to play the same 
protective role Britain had for Rank Hovis. 

Then Elliott, a friendly 11% shareholder 
in GFW, stepped on stage and like some anti- 
podean Solomon called on the parties to 
negotiate a merger rather than a takeover. 
Goodman appeared to accept this advice 
and talks began. For several days it was 
hinted that the two sides were very close to 
an amicable settlement. 

Goodman then produced his bombshell: 
while talking to Rank Hovis, he had 
negotiated the sale of his 29.9% stake to a 
consortium called Sunningdale for A$876 
million, giving him a A$140 million profit. 
Sunningdale comprises Goldsmith, Packer 
and Jacob Rothschild — one of the most for- 
midable collection of corporate raiders ever 
to form a troika. Making dear that they 
might mount a complete bid for Rank, they 


against the Goodman merger — a dea 
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blow to Rank Hovis who packed their ba 
and left Sydney. | 
Corporate Australia applauded. Go 
man’s audacity, but some big and influ 
players are unimpressed by his |. 
ble on the EL deal. The first reservat 
that the complex cash and share deal 
put together by BIL’s deputy chairman Bru 
Hancox, an old friend of Goodman. BIL wi 
end up with 9.6% of GFW, senior IEL man 
agement will retain control of the compar 
and Brierley and another BIL director wi 
join the GFW board. The question is: who's. 
takeover is it, anyway? SON 
Brierley, warmly welcoming the dealas 
having “something for everybody" in it; 
said it completed the restructuring of BiILand = 
EL on which he has been engaged. Good- .. 
man said he "imagined" that BiL’sintentions — 
were to remain holding about 10% of GEW. | 
BIL chief executive Paul Collins confirmed __ 
that view but qualified it with thephrase"no 
immediate intention." QE 
But Elliott and Australia's largest institue 
tional investor, AMP, which holds about 8% = 
of GFW, have questioned the benefits of the — 
deal for GFW shareholders. AMP has called. 
for a shareholders’ meeting, though Goods 
man says he does not believe itis necessary: ^ 
The deal requires 90% acceptance by shares — 
holders, and a week after it was announced; 
the odds on it deal falling apart were shor- — 
tening. e 





POLICIES 


European parliament new target for Asian lobbyists | 


Votes begin to count | 


——— PE E 


By Shads islam in Brussels 


he EC's 518-member transnational 
| parliament i is emerging as a powerful 
participant in the community's often 
tortuous decision-making processes. With 
its increasing influence on the EC’s trade, in- 
vestment, aid and internal market policies, 
the parliament is now an institution that 
Asia’s political and business leaders can no 
longer afford to ignore. 

The parliament's role and political influ- 
ence are expected to grow further following 
elections on 15-18 June. 

Of particular interest to Asian nations is 
the crucial role the parliament will play in 
implementing the EC’s plans for sweeping 
away internal barriers and creating a single 
European market by the end of 1992. Par- 
liamentary influence is expected to play a 
key role in defining just how open or closed 
the post-1992 European market will be. 

New P MPs, whose mandate will run 
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up to 1994, now have the right to amend or Ue 
reject EC legislation, specially on questions __ 
related to 1992. All foreign treaties signed by 
the EC, including cooperation agreements — 
with Asian nations, must be approved by. 
the parliament. EC financial aid packages 
must also get parliamentary approval. 7 
parliament even has the right to veto thea à 
cession of new member states to the EC. 

Euro MPs enjoy wielding their hard won i 
influence. The president of the European 
parliament now has access to the twice- 
yearly summit meetings which bring to- 
gether the 12 EC heads of states. Europe's 
executive commission is expected to infor 
the parliament of all major internal and fo 
eign policy initiatives — and pay heed toan 
changes it demands. Amendments in 
legislation sought by the parliament: 
only be overruled if the 12 member sta 
government representatives on the cou 
of ministers can muster up full unanimity 

Asian leaders need to keep an eye e o 























which will affect their trade, investment and 
aid relations with the EC. External relations, 
. induding multilateral and bilateral trade, 
© Will be important issues for the new parlia- 
. ment. More parliamentary debates can be 
. expected over the next five years on de- 
. fence, environmental issues, and human 
rights. Consumer protection will also get top 
.. billing. 
. . More and more Asian diplomats accre- 
. dited to the EC are discovering the powers 
of the parliament. The assembly’s majority 
; Socialist group favours tougher trade action 
. against Japan, South Korea and the US. 
. Even MPs from centre parties say Japanese 
. firms who want access to post-1992 Europe 
, must ensure a "reciprocal" opening of their 
<> closed domestic markets. Asian textile, foot- 
`= wear, car and other exports are viewed with 
Some suspicion by Euro MPs anxious to pro- 

, tect domestic industries. 
^ The parliament is determined to increase 
its hitherto limited influence over EC partici- 
pation in the Uruguay Round of Gatt trade- 
|. . liberalisation talks. Euro MPs were part of 
- s s the EC delegation to the mid-term review 
(s. meeting in Montreal and say they intend to 
__. keep a dose watch on the progress of the 

... Gatttalks. Although the European Commis- 

: sion is under no treaty obligation to accept 
^. parliamentary recommendations on Gatt is- 

-` sues — and the assembly does not have to 
ratify the results of the new Gatt round — 

EC trade negotiators admit that "it's useful 

to get the parliament on your side." 

Asians fear, however, that the parlia- 

ment could push for a tougher EC stand on 

. protection of intellectual property rights, re- 

newal of the Multi-Fibre Arrangement and 
trade in services. 

However, it is the parliament's role in 
approving Europe's external cooperation 
agreements that is of special concem to Asia. 
Pakistan was disconcerted in 1987 when a 
_» European Commission proposal for a new 
.., economic cooperation agreement was held 
|. up by parliament because of objections to 

Gen. Zia-ul Haq's military regime. Singa- 
pore and Malaysia have been denounced for 
alleged human-rights abuses. India's role in 

Sri Lanka has been criticised. 

On the other hand, the parliament has 
traditionally been more generous on foreign 
aid issues than either the Commission or the 
‘council of ministers. In recent months, the 
assembly has pressed for more aid to the 
Philippines and an end to the diplomatic 
and economic isolation of Vietnam. 

- But, unless Asian diplomats step up their 
lobbying of Euro MPs, the gradual drift to- 
wards more aid for Latin America accom- 
panied by cuts in EC spending in Asia could 
accelerate. Spanish and Portuguese Euro 
MPs are waging a determined battle to en- 
sure that half of the EC's modest annual de- 
velopment budget for non-African countries 
_isspentin Latin America. Traditionally, Asia 
. gets 75% of the EC's annual aid fund. i 





























several new European parliament priorities. 
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Hongkong firms see Singapore as an asset haven 





H ongkong’s political disquiet. and sur- 


celerated the flow of private capital from the 
territory. A growing volume of this capital is 
flowing into Singapore property, a trend 
which was evident even before the Peking 
massacre. Buoyant capital value and rent 
gains in Singapore also underpin Hongkong 
interest and foreign activity generally. 

Hongkong shipping and property mag- 
nate Sir Yue-kong Pao has become notably 
active in Singapore’s property market in re- 
cent weeks. His listed Singapore company 
Hotel Marco Polo, controlled by Hong- 
kong's Wharf Holdings, was the highest 
bidder when tenders closed on 9 June for a 
prime Orchard Road site being auctioned by 
the Urban Redevelopment Authority. 

Pao has a reputation of overpaying for as- 
sets, and his price of $$4,372 (US$2,213) per 
ft? was way ahead of analysts’ forecasts of 
9$3,500. But the market was pleased. Marco 
Polo’s share price, and those of counters 
with property or retail interests in Orchard 
Road -- Metro, Bonvests and Centrepoint 
— were pushed ahead. 

Pao's private interests have also joined 
forces with recently listed Wing Tai Hold- 
ings, an aggressive new property developer 
in Singapore which has family links to Pao, 
and asset trader United Industrial Corp., 
in buying Supreme House for S$168 mil- 
lion. 

Each party is taking a 33% stake. Market 
rumour is that Pao intends to eject Metro 
Stores, Singapore's largest department store 
chain, from Supreme House, turning 
Metro’s site over to Lane Crawford, his 
up-market Hongkong department store 
chain, 

Hotel Marco Polo was also a bidder at the 
12 June tender auction of the Singapore 
Tourist Promotion Board’s site in Tanglin, 
opposite the Marco Polo hotel. But Pao’s bid 
appears to have been topped by a rival one 
from an Australian property company, 
Northbourne Developments. The bids are 
thought to have ranged from S$80-160 mil- 
lion. 

A battle between Hongkong and Japan- 
ese interests is also expected for the Stand- 
ard Chartered Bank building, Singapore's 
most prestigious office complex, in Raffles 
Place. 

A formal tender announcement is ex- 
pected this month, and Standard Char- 
tered's record S$1,800/f asking price now 


i 
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The most notable Hongkong project is — » 


that of Suntec, a consortium of Hongkong — 


property magnates chaired by International 


Maritime Carriers’ Frank Tsao, which wona 


tender last December to develop Singa- . 
pore's International Convention & Exhibi- 
tion Centre for some $$1.2 billion (REVIEW, ~ 
29 Dec. '88). 

LET Pacific, the Hongkong arm of the 
British property company London & Edin- 
burgh Trust, paid S$70 million for the 
Tropicana building earlier this vear. It ; 
a 5$65 million office/retail redevelopr....... 
Overall, Hongkong investors have indulged 
in a slew of office purchases, many of which 
have gone unreported. Richard Ellis' David 
Lawrence thinks it is only a matter of time 
before demand broadens to residential 
property. 

Other foreign investors have also been 
active this year in Singapore property. In late 
May, DBS Land sold the hotel Chateau to 
Sol, a Spanish hotel chain, for a $$15 million 
after-tax profit on an asset held for less than 
two vears. After an on-off again dance, 
Taiwanese-Japanese property investor Paul 
Sun bought the Taipan Ramada from Jack 
Chia’s listed company Hotel Taipan. 

Australia- and New  Zealand-listed 
Coronet Far East paid $$26 million for the 
Hong Guan building this year, while 
Taiwanese interests bought the Apex Tower 
for S$51 million. Undisclosed Indonesian in- 
terests paid 5$93 million for the Golh] 
Paza. ; 
Strong foreign demand has seen caprral 
values run ahead of rent gains, squeezing- 
yields to as low as 3%. Rent rises have 
tended to be held back by an expected glut 
of office space in 1992. 

But rents have still forged ahead, with re- 
versions this year on prime office space in 
Raffles Place rising from S$4-5/f£ to $$7-8. _ 
Grade B office space has climbed from 
5$2-3/ft? to 5$5. 

Until the China tragedy, market analysts 
thought that capital gains on Singapore 
property would level off. Now the thinking 
is that politically stable Singapore will bene- 
fit from instability in China. The belief is that 
a relocation of companies from Hongkong 
for cost and political reasons, and an influx 
of new Japanese retailers (Seibu and 
Takashimaya are the latest) will boost de- 
mand. Raffles Place rents could reach $$9/ft2 
this year, the peak during the 1982 boom. 
This time, however, the party is not yet fore- 
cast to end. a 
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BRIEFING 


South Korea to impose 
wage-rise guidelines 
»> In a major policy reversal, the South 
Korean Government announced it would 
try to impose wage guidelines on labour 
settlements in a effort to limit inflationary 
pressures. Deputy Prime Minister Cho 
Soon, the chief economic policymaker, said 
that the government's guidelines would tie 
wage rises to productivity improvements. 
Cho, meeting with ruling Democratic 
Justice Party officials on 13 June, also said 
that wage increases for civil service officials 
would be limited to 10%. Wages over the 
past five months have risen an average of 
17.876. Public concern is growing over 
sluggish exports and a slowing of the 

omy. 


Japanese institutions 
discuss stake in US bank 


> Seven Japanese financial institutions 
were discussing the purchase of a 12% stake 
in CS First Boston, a US investment bank, 
for a reported US$150 million, the bank 
said. They are Mitsui Trust and six life 
insurers, Dai-Ichi, Nippon, Meiji, Asahi, 
Mitsui and Daihyaku. Credit Suisse’s 
holding company owns 44.5% already, 
while CS First Boston’s management holds 
25%. The bank has been seeking foreign 
partners to invest in the remaining 30.5%. 


Steelmakers in Japan cut 
output after China turmoil 
> Japan's big steelmakers say they will cut 
steel and steel-product output in July by 
unspecified amounts because of a 
down in exports to China. Firms have 

, et received trade documents and 
letters of credit from China for next month's 
shipments because of the unrest there. Steel 
exports to China fell 2076 to 288,370 tonnes 
in April because of higher prices and a 
decline in demand. China was Japan's 
biggest market for steel in the year to March 
1989. 


Emerging market funds 

are proliferating 

> Special funds for investing in emerging 
stockmarkets are proliferating. One of the 
latest is a fund that would embrace all 
members of the British Commonwealth. It 
would include various Asian members 
which have markets that are virtually closed 
to outside investment — such as India, 
Pakistan and Bangladesh — as well as 
others such as Singapore and Malaysia 
which are open. British merchant bank 
Morgan Grenfell has prepared a report for 
the London-based Commonwealth 


90. HIME 1020 


Secretariat. The fund could attract some 
US$100 million initially. The stockmarkets 
of Malaysia and Pakistan are also likely to be 
included in an Islamic Fund being 
considered by the Islamic Development 
Bank. Emerging markets' funds are 
estimated to have brought some US#4 
billion of international portfolio funds into 
developing markets in recent years. 


South Korean electronic 
makers fear lost exports 


> South Korean makers of electronic 
products fear that the turmoil in China will 
seriously affect their exports to that country. 
According to the South Korean Ministry of 
Trade and Industry, exports to China of 
electronics almost quintupled to US$783 
million last year. Goldstar alone shipped 
US$400 million worth of electronic products 
to China in 1988, accounting for 1576 of the 
company's total exports. The firm was 
recently requested by its Hongkong-based 
subsidiary to postpone shipments of 
electronic products to China. 


Business indicators 


Asian sugar production* 
million tonnes 
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*Raw value, 1988-89 forecast 


"Includes 1.1 million tonnes of beet sugar 
Source: Czarnikow Sugar Review 


State-owned car maker 
to boost production 


> Malaysia's state-owned car maker, 
Proton, has announced it will start a second 
shift at its Shah Alam plant in August. The 
move, which will increase capacity from 
56,000 cars a year to 100,000, has been taken 
in response to strong domestic demand and 
higher-than-expected sales in Britain. The 
Proton Saga has now captured 73% of the 
domestic market, selling 42,320 units last 
year, and in Britain sales have averaged 42 
cars a day since it was launched there three 
months ago. Proton made its maiden profit 
in the year ended 31 March, though no 
figures have been disclosed. 
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Singapore taps surpluses 
from statutory boards 


> Eleven of Singapore's largest statutory 
boards have contributed S$370 million 
(US$188.8 million) to the government's 
coffers under a new law which requires the 
boards to transfer 20% of their surpluses to 
the government. Previously they were 
allowed to keep all surpluses to finance their 
development but they have been accused of 
hoarding. The biggest sums came from 
Telecom (S$101 million) and the Public 
Utility Board (5$97.2 million). 


Airlines' China routes 
suffer drop in tourism 


> Cancellations of bookings because of 
events in China have led Malaysia Airlines 
(MAS) to suspend its weekly service between 
Kuala Lumpur and Canton after only two 
round trips. The airline was using a 106-seat 
Boeing 737 for the service, and intended 
using a larger Airbus A300 when demand 
increased. MAS said only one passenger had 
reconfirmed a booking for the second flight 
on 13 June, while 75 had cancelled. Other 
foreign airlines flying to China were 
experiencing sharp drops in demand, and 
had cancelled extra charters planned to 
cope with previously surging traffic. 


Hongkong shipowner's boost 
in uncertain market 


»> Following cancellation of several rights 
issues in Hongkong because of upheaval in 
China, Hongkong-based International 
Maritime Carriers (IMC) seemed to have 
received a strong vote of confidence when it 
announced on 13 June that its HK$378 
million (US$48.5 million) issue had been 
1096 oversubscribed. But analysts were 
quick to point out that IMC's assets were 
outside Hongkong and that its China trade 
was a minor part of its total business. The 
money will be used to finance four new 
bulk carriers, due to join IMC's 15 other 
vessels next year. 


Thailand considers private 
unit investment trusts 

» The Thai Finance Ministry is proposing 
to allow unit trusts for investment in the 
Securities Exchange of Thailand (SET) to be 
set up by private brokers, breaking the 
monopoly of the state-controlled Mutual 
Fund Co. Three new baht funds handled by 
local brokerages could be licensed soon, to 
be increased later to 10. Critics of the plan 
point out that share liquidity in the SET is so 
tight that new funds should not be allowed 
until market supply can be increased 


significantly. 
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PRICES AND TRENDS 


Last sale to 12 June Latest Previous week 3months ago Year ago Average of representative high-grade issues 
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12 June US$1 Worth Banknote rate* Official rate 


Australia dolla 349 SH 304 31S 2178 238 


Spotratet Previousweekt 3monthsagot Year agot 





"i a A B'a wy) ow 
UU IGSid Uid UY B QU 4. UU 00 00 Ui *. UU 


müps peso 2158 L0 5 — 2150 











interest rates (%) 


Prime 1-year treasury Interbank Interbank Interbank Eurocurrency and Asian currency 
12June lending bilis/bondst 1 montht ST 6monthst ^ unit deposit rates 
usiaia 1975 — — 1740 — 18 INL— |: 358 


i j 2 )nth months months months 
I M-——— — UNE Dae 10 ROB 
jet ^ 931205 91875 900 8937/5 


CLS ALY A | Sa TR 155 
nan *5 70 AI 


Middle rale "Selling rate Source: Telerale for spot and forward rales from Asian money markets, Republic National Bank ol New York and 





75 EAEg 13/59 3 14 — 149U — 149129 
d 





New Zealand 1575 |. | 1328 139U | 1340  —. 13.00 





South Korea Taiwan Thailand 





JU. Ub(6)1 uM J 50 65b (Dec. U 






29 HINE 1QRQ 


FAR EASTERN ECONOMIC REVIEW 


Effective exchange rates 


Five Year Currency 


200- 
180- 





Monthly/Weekly Summary 


200- 


1802. ageless nape 


160- 
140- 
120- =a Taiwan _ — 


—New Zealand s. Korea 
Australla | 


(weekly values) 1989. 






A(- *****e eoe, 


Philippines 


1985 1986 98 19 


Monthly/Weekly Summary 


110- Singapore Dei 
90- m mm 3 
as Thailand D i Sees 
re eres ec. 
60- Malaysia 
40- Philippines SA 
30- 90990090090900000090000000009999 i ae 
<p UUMBGUNSMEUE — 
A Fee SR MJ | 
| (weekly values) 1989 
Weighted for 1987 trade with the countries shown pus the US. PS 
and Canada and 14 European countries p ri 
Figures are for the week ended 9 June A a tree 
Source: UBS—Phillips & Drew CUTE NI cud 
69 


BUSINESS 


AFFAIRS 





STOCKMARKETS 


a a a Emotions still high in Hongkong a a a Seoul jumps to Ministry of 


Finance s call a a a yen s weakness dampens Tokyo a u a bid stocks drwe Australia 


and New York u u u T aipet regains its nerve in period to 15 June a u u 


Nikkei Stock Average, 33,213.55 





26000 * 


24,000 
ASONDJFMAM J J 


Hongkong 


Hang Seng Index, 2,355.19 
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KLSE Composite Index, 442.18 
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Bangkok 


SET Index, 574.08 
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The market declined in thin trading due 
to the weak yen and unrest in China. 
Interest focused on speculative issues and 
small-capitalised stocks. Electricals were 
weakest and power firms were strongest. 
Mabuchi Motor fell ¥180 to ¥4,100. Tokyu 
Store Chain rose ¥80 to ¥1,420. Turnover 
was 534m shares a day worth ¥790b 
(US$5.41b). 


The market continued to react 


emotionally to events in China, with large | 


swings generated by rumours. On 12 
June, the index shot up 7.6% as fears of 
civil war receded, only to fall by 3.5% next 
day as US-Chinese relations worsened. 
Turnover averaged 881m shares a day 
worth HK$2.00b (Us$257m) in the 
four-day period. 


Renewed stability in China sent prices 
higher as investors pondered the 
implications for Singapore. Property 
stocks were actively traded to higher 
levels, with DBS Land closing 18 s cents 
higher at $$2.25 while City Developments 
put on 48 s cents to finish at s$4.94. 
Average daily turnover was 82.3m 
shares, valued at $$166.8m (US$84.45m). 


Prices rebounded sharply as both 
institutional and small local investors 
snapped up bargains as stability returned 
to China. Motor stocks came in for special 
attention, with Tan Chong closing 19 M 
cents up at M$2.15. Media play TV3 put 
on 35 M cents to M$6.35. Turnover 
averaged 28.7m shares a day, valued at 


M$56.1m (US$20.68m). 


The market inched up and turnover 
slowed as investors turned cautious. Blue 
chips Siam Cement and Padaeng 
Industry were heavily traded but ended 
only slightly higher. Turnover averaged 
Baht 1.14b (Us$44.6m) on average daily 
volume of 10.6m shares. Thai Industrial 
Gas rose Baht 16.5 to Baht 86.50; Inter 
Fareast rose Baht 11 to Baht 49.50. 


The market perked up as worries about 
China's crisis subsided. Interest was 
spurred by the listing of Ayala Property 
Ventures, which contains Ayala's real 
estate holdings. Ayala Property started at 
P2.18 and rose to P2.85. Atlas Mining rose 
P3 to P43. Average turnover in the four 
days of trading was 1.56b shares worth 
P104.2m (US$5.02m). 
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The market rebounded strongly after the 
Ministry of Finance unveiled a package of 
investment incentives. Volumes were the 
highest for more than a month, averaging 
10.7m shares a day worth Won 228.5b 
(US$357m). All sectors except fisheries 
gained, with pharmaceuticals up 6.5% 
and textiles 5.4% higher. Shoe 
manufacturer Taehwa gained 14.2%. 


The market recovered strongly from the 
swift correction triggered by the Pek*~- 
massacre. Buyers returned and the 
market leaped 830 points, its biggest 
period gain since Aug. 1988. Daily 
turnover averaged NT$85.38b (US$3.197b). 
Shihlin Electrical & Engineering rose by 
NT$19 to NT$173, and Taiwan Cement 
rose by NT$28 to NT$247. 


Takeover activity and a bullion rally 
helped the market recover much of the 
previous week's loss. Turnover swelled 
to 546.94m shares worth A$1.16b 
(US$859m) on heavy trade in takeover 
stocks. IEL rose 18 A cents to A$2.05 on 
Goodman Fielder Wattie’s bid. News 
Corp. benefited from Paramount's bid for 
Time, jumping 90 A cents to A$15.50. 


The merger of Industrial Equity Ltd and 
Goodman Fielder Wattie sparked new 
interest, pushing IEL parent Brierley 
Investments up 16 NZ cents to NZ$1.76 
and GFW down 13 NZ cents to NZ$2.8 

The troubled BNZ picked up11NZce1 | 
89 NZ cents. Fletcher Challenge rose 4 NZ 
cents to NZ$4.77. Volume was 68.8m 
shares, worth NZ$139m (US$78.88m). 


Share prices remained steady throughout 
the period as scattered support from 
institutional investors kept the market 
trading in a fairly narrow range. The BSE 
gained 4.04 points to 724.04, but volumes 
continued to decline. Tisco gained Rs 
53.75 (US$3.16) to Rs 1368.75, Reliance lost 
Rs 1.50 to close at Rs 121, and Colgate lost 
Rs 1.25 to Rs 331.25. 


Early in the period a minor rally was 
triggered as investors abandoned 
fundamentals to buy possible bid stocks. 
However, later inflation fears and 
profit-taking ushered in broad but 
modest declines, despite rallies in bond 
and currency markets. Volumes averaged 
169.8m shares a day. The Dow Jones 
Industrial Average finished slightly higher. 
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If youare considering, Or aré nOW, investing in one 

or more of Asia's fast paced stockmarkets, a trial 
of ASIAN MARKETS MONITOR may prove to 
be your wisest investment in 1989. As everyone 
knows a major key to successful investing is having 
the right information at the right time, and that's 
J ^ what each issue of AMM delivers to its many read- 
ers each and every week. 





A no nonsense, straight from the shoulder weekly 
newsletter AMM will provide you with detailed | 
market commentary, objective reports on sectoral 
developments and the reasons behind them, high- 
lights of results of large and medium sized com- 
panies, informed analysis and opinion and much, 


much more. 


























- Normally available for longer terms for a limited 

time only we are offering a trial to... 

^ ASIAN MARKETS MONITOR 5o that you can 

. discover for yourself how very helpful AMM can 
` be to you when it comes to making the right invest- 

-ment decisions. 


AMM. is written, complied and edited by 
specialists throughout the Asian region and pub- 
lished by a wholly owned subsidiary of Review 
` Publishing Company Ltd., publisher of the Far 
Eastern Economic Review, Asia's most authorita- 
. tive business/news publication. 


Because we are so confident that once you've 
sampled AMM for yourself, you will discover 
how valuable it can be to you in making invest- 
ment decisions, we are offering a 13 issue 
trial-period for only US$150. That amounts to 
US$11.54 per week, less than the price of a moder- 
ate lunch. 


Why not begin 1989 with your best investment foot 
forward by placing your trial order to AMM today. 
We firmly believe that you will begin benefitting 
from the very first issue. 


YOU ARE LIKELY TO 






If for any reason after ordering AMM you wish toe 
stop your trial subscription, you may do so at any 
time and receive a full refund ofthe unused = 
tion of your payment. 






Order now while you are thinking about it an | 
start receiving the kind of timely néws and infor- 
mation you need to have about the Hong Kongs 
Singapore, Malaysian, Philippine, Thai and Kos 
rean stockmarkets. You have everything to gains 
and nothing to lose. 





To order simply complete the coupon and send it) 
along with the appropriate payment or completed# 
charge card information. 

a-—— onma Sa a-— we we 


To: Publications Div., Dept. AMM, Review Publishing 
Company, Ltd., GPO Box 160, Hong Kong. 








rj Yes! Please enter my 13 issue trial order to Asian Markets 
Monitor immediately so that I can begin to benefit from the 
investment intelligence I will receive each week, 13 issues ^... 
US$150/£91/HK$1,170. 

[3 I perfer to order for 52 issues ~~ USS599/£363/HK $4,670... 


You may forward equivalent payment in any convertible cur- 

rency. 

C Lenclose in payment thereof (cheque payable to 
Review Publishing Company Ltd.) Or, please charge my 
credit card (tick one): 





0) Diners Club 


11 MasterCard Cy Visa 


Exp. Date. 








Werte bett ym Lai 





Card. No. 


e ie a d t i n re menn 





Name —-— Saa 


(please print in block letters 


Address 





Type of Business ma-r- 











i (2 American Express 


A wholly owned subsidiary of Dow Jones & Co. Inc. | 













CHINA 
TELEX & FAX 
DIRECTORY 


1988/59 


OW you can 
N have | the 
China Telex 


and Fax Directory, 
the only directory of 

its kind available in 
the market. 


China Telex & Fax 
Directory is a vital 
communications tool 
for all China traders. 
Compiled from our 
own database, it 
provides the most 
comprehensive listing of up-to-date and accu- 
rate telex and fax numbers of all the significant 
organizations in China. Indexed in four ways, 
you'll find it easier and more convenient to use: 





1. Alphabetical listings of 

Su companies and organizations. 

; 2.6 ;eographical listings of names | 

et . and numbers. 

x 3. Numerical listings of telex numbers. 
4. Alphabetical listings of telex 

| answerbacks. 

«c: can get this extremely useful book by simply completing the 


ler form and sending it along with your payment to China 
Phone Book Co., Ltd., GPO Box 11581, Hong Kong. 





To: China Phone Book Co., Ltd., GPO Box 11581, 
l Hong Kong. l 


Please rush me copy/copies of the China Telex and Fax ] 
Directory 1988/89 as indicated: 






1 E12 PNE EN Seer mene ce eRe ee ee eS Sree EL SY I 
E 3 Company: —— re Pe (—X  (—— EA i 
E | Address: FREUE CREE NEU PIENE sta al RE RE AANE RS i 
2 L i Deane a e i a tete eR? l 
AD I EI ‘China Telex & Fax Directory 1988/89 Tr i 
Price: Hong Kong — HK5150 + HK$10 ix postage & packing ; 
m os Elsewhere — U S$28. 50 (including airmail postage & packing) | 
E ICON, CODIGO ice lsc, Leute eg | 
T i Lenclose _. ee IN payment thereof : i 
l- (cheque payable to The China Phone Book Co. Ltd.) | l 
— SC) E prefer to charge to my credit card (tic k 
PM one): i 
next Diners (| MasterCard |] Visa [7 i 
Card e sree a a Expiry Date: TEE l 
NR  ROG22CTF I 
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CLASSIFIED 
ADVERTISEMENTS 


Business Opportunity 













colour possible 


NEWSPAPERS PRINTING PLANTS FOR SALE | 
KOEBAU COURIER — 12 printing groups letterpress, 


| KOENIG & BAUER — 8 printing groups letterpress A 
| PRODUCTION CAPACITY OF A NEWSPAPER OF 32 ||] . 

PAGES: 50,000 copies/hour the first and 40,000 copies/ 
| hour the second plant — Cylinder diameter 118 cm — - 
| height 180 cm — Very interesting price — For further in- 
| formations contact R. Otelli — ITEDI — TURIN (Italy) - 


Tel. (+39.11)65652798 — Fax (439.11)6565704 — Telex || 
| 212200 FIAT | — 

















Education & Courses Property : : "e 


A full-time course lasting 12 
months for the degree of 


M.B.A. 


is offered. by the Centre 
for Graduate Management 


| 
t 

| 

i 

| UNIVERSITY O 
| 

| 

| 

| 

| 

| 

| 

| 


Studies. 


Accommodation for single 
students available on the uni- 


versity campus. 


mercial and 


Full details available from: — 
The Director of Academic 
Affairs 

University of Keele 

Keele, Staffs STS SBG. UK. 





WEALDEN HOUSE. . J Br 
FREE RELOCATION SERVICE |. em 
For properties in the U.K. We havea poo < < 
comprehensive portfolio of properties. MERE 
throughout the U.K. Full property 2 
agement services also available. icc 
Birdbrook, Stonegate, Wadhurst, East E 
Seer England, TNSTEU bons 

e: 0435 883517. Fax: 0892 515789, fo 
“Telex 9312102325 TWG 


QUEENSLAND — AUSTRALIA | 
Real estate agents/brokers 

|i welcome — invest.in com- 
residential| — 

properties from A$100,000] 
upwards. For VHS video, : 
forward A$30 or write to: 
Nationwide Realty, P.O, 


Australia} — 





Box 491, Springwood, 
Queensland, 
If you have ar 4127. Tel 61-7-8086238. 
in the Classifieds! 


This space is reserved for 
Classified Advertisements 


Reservations should be addressed to: 
International Classified Manager 

Far Eastern Economic Review, 
| GPO Box 160, Hongkong 
Tel: 5-8328300 
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tained i in ae advertisement ionis in the enne. 


Telex: 62497 REVAD HX 


| Readers are recommended 

to make appropriate enquiries and take appropriate advice before send- 
ing any money, incurring any expense or entering into a binding commit- 
ment in relation to an advertisement. The Far Eastern Economic Review 
shall not be liable to any person for loss or damage incurred or. suffered. 
as a result of his/her accepting or. offering to accept an invitation con- 
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No. 2 son rises 
Edwin Soeryadjaya, 39, director of giant In- 
donesian conglomerate P. T. Astra Interna- 
tional, passed his first test before the interna- 
tional financial community with aplomb on 
9 June in Hongkong. Edwin, second son of 
Astra founder William Soeryadjaya and heir 
prn to the chief executive, painted a 
"c*"" sparkling future for 
the 162-company au- 
tomotive and agri-in- 
dustrial empire in halt- 
ing but serviceable 
English. 

The occasion, the 
x— signing of the first un- 
—X - derwritten  Euronote 
.) facility for an Indone- 
sian company for 
US$100 million, ap- 
peared to mark a public passing of leader- 
ship to Edwin, an MBA graduate of the Uni- 
versity of Southern California. His elderly 
father sat quietly during the proceedings, al- 
lowing Edwin to cope with a handful of 
bankers' questions and to offer prayers for 
Astra's future, a gesture frequently made by 
the deeply Christian family. 

The Bandung-born, self-effacing Edwin 
joined Astra in 1981, doing a year's manage- 
ment training stint with corporate partner 
Toyota Motor Corp. in Japan. His ascension 
to the public face of Astra comes as his more 
flamboyant elder brother Edward, who is 
tipped for the chairmanship of the US$1.7 
billion turnover group, has aggressively 
sought new business opportunities for the 
family’s Summa group. 





Expertise in great demand 


One of the busiest academics in South Korea 
is one who specialises in North Korean Pre- 
sident Kim Il Sung. Suh Dae Sook, 58, pro- 
fessor of political science at the University 
of Hawaii and now spending his sabbatical 
year at the prestigious Seoul National Uni- 
versity, says he can hardly keep up with de- 
mands for lectures on Kim from students, 
government officials and businessmen. 

He is the world’s foremost authority on 
the Great Leader of the communist world. 
On top of his definitive book on Kim Il Sung, 
tracing his revolutionary origin and consoli- 
dation of power, Suh has written exten- 
sively on the little-known history of the Ko- 
rean communist movement in its early 
stages. 

With the South Korean Government re- 
moving restrictions on North Korean 
studies, Suh's lectures have been popular, 
though "some students who are obviously 
sympathetic to the North would not accept 
Kim's negative side," he says. 

Suh believes the son, Kim Jong Il, can 
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PUBLIC EYE 


easily take over when the elder Kim, 77, 
dies. "North Korea doesn't have Li Pengs 
and Zhao Ziyangs," meaning leaders with 
different ideas on how to lead the country. 


Cameraman’s testimonial 


Television viewers outside China should 
commend the courage of television camera- 
men like CBS's Derek Williams, 42, for keep- 
ing them informed about the carnage in Pe- 
king. The New Zealander was the first for- 
eign journalist, along with CBS colleague 
Richard Roth, to be detained in the early 
hours of 4 June by the People's Liberation 
Army (PLA). Even so, his film of the students 
fighting off the armoured personnel carriers 
and of tanks rolling in was screened outside 
of China a few hours after the event. 
Hongkong-based Williams — whose 
next posting is Tel Aviv — has covered 
many battles, and most of those in In- 
dochina, for the past 18 years for CBs. But of 
the situation in Peking, he said: "It was 
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strange. There is an incredible amount of 
firepower for nothing in return, no one fir- 
ing back.” Williams regrets that he will soon 
be unable to witness — or record — the un- 
folding Chinese drama: CBS is winding 
down in Hongkong. 

Handed over by the PLA to the the Public 
Security Bureau (PSB), Williams said his 19- 
hour detention was no ordeal. “The PsB 
promised to give me back my camera [still in 
the Great Hall of the People] but then said 
they couldn't get it from the PLA," Williams 
said. After 19 hours, he said, “we simply de- 
manded our release. The PSB said it was too 
dangerous outside [the Forbidden City], but 
we said we had to go and walked out to the 
Palace Hotel." 


He stands firm for Cambodia 


Cambodia's defence against a Khmer Rouge 
guerilla offensive after the last Vietnamese 
troops withdraw in September will rest 
squarely on the shoulders of Defence Minis- 
ter Tie (sometimes written as Tea, but pro- 
nounced "Tee-ah") Banh, 45. "We think 
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they can cause some problems for us in 
some remote areas," the three-star general 
said of the Khmer Rouge, but he did not ex- 
pect to lose any territory for long. 

"Our people are determined never to let 
the Pol Pot genocidal regime come back to 
kill them anymore," he said. An ethnic Thai 
from Koh Kong province along the Cambo- 
dian-Thai border, Tie Banh's job is also to 
woo Thai investment in Cambodia's eco- 
nomic development. 

Tie Banh joined the Khmer Rouge i 
1962, but left in 1974 when the memei 
started killing many of its own leaders - ones — 
of its first commanders to break ranks. 
1977, the general began cooperating wi 
Vietnam to overthrow the Khmer Rouge 
and was named deputy defence m` ` ` 
after the Vietnamese invasion in 1979. 

In 1985 he was made minister of trans- 
port and last August became defence minis- 
ter. In April, he was appointed to the 16- 
member politburo of the ruling Cambodians) 
People's Revolutionary Party. 








A militant for peace 


Kumander, the local Filipino term for field 
commanders of the communist-led New 
People's Army (NPA), is used half in jest for 
the grandfatherly looking Bishop Antonic 
Y. Fortich of the sugar-dominated Negros is 
land in the Visayas. Even President Corazor- 
Aquino called him “Kumander Tony," ae 
nickname he earned during the Marcos 
years when the military, exasperated by his 
denouncements of their human-rights» 
abuses in Negros, claimed that he was an ac- 
tive supporter of the NPA. 

Now Fortich feels that his militancy ine 
campaigning for peace, to the point; — e 
sugar planters and the military have v 
ously tried to discredit him as a churchman, 
has been vindicated: he was recently nomi- 
nated for the 1989 Nobel Peace Prize by the 
US-based American Man 
Friends Service Com- 
mittee and five mem- 
bers of the Norwegian 
House of Commons. 

In 1986, Aquino 
appointed him to 
oversee what was a 
brief ceasefire be- 
tween the govern- 
ment and the NPA. 
Undaunted by the 
continuing insurgency war, Fortich, who re- 
tired as Bacolod City bishop when he 
reached the age of 75 last April, has beer» 
campaigning to establish rural "peace 
zones" where both the NPA and the govern- 
ment's forces would be banned from enter- 
ing. He is half-Chinese and comes from a 
wealthy landed family in Negros. » 
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THE FINE ART OF FLYING 


by Jenkins. 





Phenomena Points North, South, East, West by Jenkins. Declaring himself an avid admirer of our style, the american painter, 
Jenkins dedicated his vibrant work to the pleasure felt when flying on Air France wherever one goes. Which we feel is actually 
not really a phenomena, but something you can expect everytime you fly with us. 


It's simply a matter of care in the air. 
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SETS GAMES POINTS 





Practice really does make perfect. 


Without doubt, Chris Evert 
has secured herself a place in 
the Tennis Hall of Fame. 

Her determination and style 
separate her clearly from the 
merely excellent players. 

Despite three Wimbledon, 
two Australian, six French and 
six US Championships, Chris's 
will to win is no less. 

She has always played pre- 
cisely, accurately. Forehand and 
double-fisted backhand drive 
the ball hard and deep to within 
inches of the line with a con- 
sistency and accuracy that bear 
testimony to years of practice. 

An increasing willingness 
to come up to the net and then 
volley with the same ruthless 


efficiency has raised her game 
to near perfection. 

On court, Chris Evert is a 
very tough competitor indeed. 
Off court, however, she reveals 
both wit and charm. 

“For the first few years, I think 
the crowds were just waiting 
to see the Ice Queen melt,’ she 
says. "And, of course, eventually 
Į lost some matches. But when 
they saw I could take it, that I 
was human, then they liked me 
for it. And that's nice!” 

These two contrasting facets 
of Chris Evert — machine-like 
efficiency and toughness in 
what she does; feminine charm 
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and style in who she is ~ are 
also perfectly embodied in her 
watch. A Rolex Lady-Datejust. 
"Its really strong,’ she says. 
"About four hours of practice a 
day —serves, volleys, backhands, 
forehands ~ is quite a hammer- 
ing. Yet it always keeps right on 
going. Its always surprising 
me how something that looks su 
beautiful can be so tough. 

“I know Rolex have been 
making watches for a long time 
and ‘practice makes perfect is 
something I agree with.’ 

Chris Evert and Her Rolex 
Lady-Datejust. They may be 


very, very tough. But W 
both of them are 


every inch a lady. ROLEX 


THE ROLEX LADY-DATEJUST CHRONOMETER IN 18CT. GOLD WITH JUBILEE BRACELET. DIAL SET WITH 10 BRILLIANTS. 
ALSO AVAILABLE IN 18CT. WHITE GOLD OR IN STEEL AND GOLD. 
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COMBINED PERFORMANCE 


EVERY PRODUCT THAT BRITISH AEROSPACE COMPANIES IN STRATEGIC PLANNING, IN COST REDUCTION, IN MARKETING, 


IN MAKING THE BEST USE OF HUMAN RESOURCES 
ONE OF THE WORLD'S GREATEST 
IS ALSO ONE OF THE WORLD'S 


MAKE IS ENGINEERED FOR PERFORMANCE -— IN SPACE, IN THE 
AIR, ON THE BATTLEFIELD, ON THE GROUND AND UNDER WATER. WHICH EXPLAINS WHY 

EVERY DECISION THAT BRITISH AEROSPACE TAKES MANUFACTURING COMPANIES 
ENHANCING ITS BUSINESS PERFORMANCE BEST-PERFORMING BUSINESSES. 


BITISH AEROSPACE 


E AIMED AT 


British Aerospace plc, 11 Strand, London. 
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LETTERS 


Britain's honourable course 

That the fate of Hongkong should be dis- 
cussed almost exclusively in terms of British 
fears of mass emigration is a pretty sorry 
comment on the standard of Britain's politi- 
cal ethic: the colonial mentality is still alive 
and well evidently. 

When the political aspirations of the Afri- 
can people bubbled over in the 1960s, Britain 
banned their organisations, imprisoned 
their leaders and told them that they were 
not fit to govern themselves. 

Because the people of Hongkong have 
gone about their business and have not been 
politically active, Britain has denied them 
also the benefits of democratic government 
and said that they do not want democracy. 

It will be extremely difficult in the short 
time now available to establish a strong and 
stable democratic system in Hongkong — 
Britain has lost five years since the agree- 
ment with China was negotiated. But to do 
this is the only honourable course available. 

The people of Hongkong should have 
the power and freedom to make their own 
choices and, in their relationship with 
China, we British should support whatever 
choice they make. 


Penarth, Wales T. E. ASHTON 


The massacre of pro-democracy demonstra- | 


tors in Tiananmen Square has left the world 
shocked, saddened and outraged. 

The British. Government should seri- 
ously consider the suspension of the Sino- 
British Joint Declaration to return Hongkong 
to China until such time as the people of 
Hongkong, through a democratically elect- 
ed assembly, determine. 

Overseas Chinese communities 
throughout the world should erect statues 
like the Statue of Democracy and Freedom 
put up by Chinese students to show that 
they too support democratic and liberal 
ideals in China as well as in their new home 
countries. 
London 
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Shameful kowtowing to Peking 

Three cheers for the REVIEW's policy of re- 
taining traditional names for China's major 
cities and the stinging commentary on the 
media’s slavish kowtowing to Peking’s 
demand that all place names be rendered in 
their “pinyin” transliteration [TRAVELLER'S 
TALES, 25 May]. 

Connoisseurs of current events will al- 
ways remember that in 1979, just after Pe- 
king "officialised" their “pinyin” translitera- 
tion, the news media solemnly vowed to re- 
tain conventional transliterations, at least for 
major Chinese place names (Peking, Can- 
ton, etc.). It was just over two years ago that 
the press and broadcast media, in surely 
what must be journalism’s most infamous 
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cepted China's edict that only their "pinyin' 
transliteration be used. Here in the US, iti 
strictly taboo to use the word "Peking" ove 
most of the airwaves or in the press; this re 
striction even applies to independent com 
mentators. Hardly anyone in the medi 
dares risk upsetting China. 

50 once again: kudos for the REVIEW" 
policy — and for all other elements of thi 
media who have a backbone — of retaining 
conventional names for major Chines 
cities. 

Milwaukie, Oregon 


LAWRENCE VENCEN 


Revenge in the name of religion 

I refer to I. B. Rahim's letter [27 Apr. 
which suggested insensitivity on my 
part [LErrERS, 30 Mar.] It should be pointe 
out that I had no intention of casting: — t 
sions on any religion. IfIweretocensu — w 
Spanish Inquisition as a shameful chapter ii 
the annals of Christianity, that would not b 
an attack on the validity of Christian beliefs 
Likewise, my expression of revulsion to 
wards death threats is hardly sacrilegious 
There can be no denying that things at 
tempted in the name of religion can b 
hopelessly iniquitous and often belie the 
very principles upon which the religion i: 
founded. Salman Rushdie may be con 
demned, but murder cannot be condoned. 

Kuala Lumpur CHAN LENG SUD 


lrianese and the continental drift 
In his letter Today's Irianese and their an 
cestors [25 May], C. Akwan suggests tha 
alleged racial similarities between Melane 
sians of Irian Jaya and black Africans may bx 
explained by continental drift. I do not know 
whether or not these similarities act:aly 
exist, but if they do, then they surely c...» 
be explained by continental drift. 

The pace of continental drift is measured 
in tens or even hundreds of millions ol 
years, whereas homo sapiens have witness 
ed at most 2 million years of this creeping 
During such a geological eyeblink there ha: 
been no significant change, apart from rela: 
tively minor coastline variations as a resuli 
of rises and falls in the sea level during the 
Ice Ages. Man has never been able to walk 
directly from south or east Africa to New 
Guinea. 
ALAN SAURAN 


Raw chauvinism in Singapore 

Singapore's anxiety to retain its Chinese pre- 
dominance by luring Hongkong Chinese to 
migrate to Singapore with, among other 
things, relaxed immigration requirements 
manifests an unhealthy raw chauvinism 
[Golden handcuffs, Review, 25 May] and 
runs contrary to the gospel hitherto 
preached by the People's Action Party (PAP) 
government. In what way is a Chinese pro- 
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fessional better than an Indian or Malay pro- 
fessional? Why are the Indian and Malay 
PAP MPs and ministers silent on this ques- 
tionable ethnocentrism? 

Now that Sen. John Porter is trying to 
move the US Congress to approve an in- 
crease in the Hongkong quota intake from 
5,000 to 50,000 a year as a result of the car- 
nage in China, I seriously doubt the success 
of Singapore's lure. If, at all, Singapore will 
receive mostly the Hongkong crumbs. | 

But, more pertinently, why are we now 
placing such undue emphasis on things 
Chinese and the Chinese race. Does not the 
government remember that it was not so 
long ago that we reassured our neighbours 
and the world that Singapore was not, nor 
would it be, a third China? Our neighbours, 
assuredly, do remember and would no 
d ` take appropriate note of the differ- 
e1 oetween our words and our actions. 

wu Singaporean will publicly tell you 
that he is emigrating because of the ambi- 
ence of fear. I recall sometime ago a conver- 
sation in Singapore with a top embassy offi- 
cial from a Commonwealth country who 
disclosed that, if all pending emigration ap- 
plications to his country were approved, 
there would be very few Singaporeans left in 
Singapore. Granted the hyperbole, it could 
nevertheless easily portend the trickle swell- 
ing into a significant stream away from Sin- 
gapore to other countries. Incidentally, this 
was before I was arrested and detained for 
consorting with foreign diplomats. 

Prime Minister Lee Kuan Yew said dur- 
ing a BBC interview: "I would be ashamed if 
people in Singapore are made to feel so un- 
stable that they would want to leave for 
cold, damp Britain." Well, I venture to say 
that if nothing is done soon to make Singa- 
pore less repressive and more attractive for 
tF- —?ople to stay, then, his shame apart, 
Li vould have the grim satisfaction of 
seeing that he had not prophesied in vain. 
Connecticut FRANCIS SEOW 


Australia's short memory 

I was enlightened to read that Aung San 
Suu Kyi, daughter of Burma's late founding 
father, Gen. Aung San, has lashed out at 
Australia's Burma policy. Australia has now 
resumed its aid programmes to Burma, sus- 
pended following the coup on 18 Sep- 
tember. 

Our government has forgotten how 
many young student lives were lost for want 
of democracy; it has also forgotten the 
minority races of Burma who have been 
waging a 40-year civil war. 


Almost all the Burmese community in 
Australia — the largest outside Burma — left 


after Ne Win's coup in 1962; they did not 
want to live under an authoritarian regime. 
They migrated to Australia because they 
thought Australia would give them a "fair 
20" with its democratic government. 


Like Aung San Suu Kyi, we Burmese- 
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Australians are not convinced that what our 
government is doing is to support a great 
democracy movement; it seems to be more 
interested in its economic involvement. 


C. V. ALLMARK 

Secretary, 

Perth Tribal Refugee Welfare 
Aid is no help at all 


I noticed with concern that US officials 
"heavily favour" additional "lethal aid" to 
the non-communist resistance led by Prince 
Sihanouk in Cambodia [INTELLIGENCE, 25 
May]. Surely this might prompt similar 
"aid" from China and Vietnam for their re- 
spective clients? And after all the "aid" the 
US, China and Vietnam have given the 
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banking services. Hito “A; 
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Cambodians in the past, is it possible that 
there are still Cambodians over the age of 
five who do not already have an automatic 
rifle? Given the number of deaths over the 
same period, I seriously doubt it. 

Canberra MATTHEW COPELAND 





Correction 

The table “Taiwan fund performance” (REIVEW, 
25 May) failed to take into account dividend 
distributions in the case of the Taiwan Fund. 
Returns for the period 1 Jan. 1987 to 31 Mar. 
1989 should have been: Formosa Fund 

398% , Taipei Fund 378%, the Taiwan Fund Inc. 
300% and the Taiwan (ROC) Fund 291%. None 
of the funds outperformed the TSE Index which 
rose 611% in the same period. 
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Disappearing Dissidents 
Following persistent reports that Chinese 
student leader Chai Ling has escaped and 
is in hiding in Australia, the Australian 
Department of Foreign Affairs has drawna 
blank after checking all immigration 
documents. But it has acknowledged 

that this does not mean she has not 
managed to enter the country without 
their knowledge. Meanwhile, it is 
becoming increasingly likely that Chai's 
husband, identified as Feng Cheung De, is 
the mysterious person believed to have 
taken refuge in the Australian Embassy in 
Peking, despite worried Australian 
officials’ refusal to confirm or deny the 
reports. 
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messages from other military regions. No 
units from the two group armies stationed 
in the region are believed to have been sent 
to Peking. There are also indications that 
air force units in the region had operational 
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region commander, You Taizhong, a close 
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adviser with the Central Military 
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Commission, went down to Canton to 
meet the region’s commanders shortly 
after the crackdown, which analysts said 
might indicate the central leadership's 
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region. 
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by Yale University economist Gustav 
Ranis, one of the most respected 
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International Development, which 
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Bangkok Bid group, is planning a public bond issue in 
Bangkok Bank's 2 the Tokyo capital market following the 
Chatri Sophonpanich 2 success of a recent US$200 million 
along with Swiss- = Eurodollar issue. The issue would be the 
based Egyptian- IFC's first public placement in Tokyo and its 
American second in the world. Until recently the IFC 
businessman Faoud relied on private placement financing. 

id were th ‘ ’ 
Sa besos of Festival Officials Grounded 
a prime piece of Korean Air officials refused to allow three 
Bangkok realestate Chatri. organisers of the 13th World Youth and 
on the Chao Phraya Students Festival to board a flight from 


River on 18 May. The two bid Baht 995 
million (US$38.4 million) at an auction for organisers, who are on the festival's 
the 4.6-ha site stretching between Charoen permanent commission, were a 

Krung Road and the river, formerly owned Uruguayan, a Belgian and a Jamaican. 
by the family of industrialist-politician They had hoped to meet with South 
Chalermphand Srivikorn. The site is likely ^ Korean government officials to try and 
to be developed into a commercial and persuade them to allow South Korean 
hotel complex. students to attend the festival, which is 


Hongkong to Seoul on 21 June. The three 
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scheduled to take place in Pyongyang 
from 1-8 July. South Korean officials have 
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students, and are uneasy at the prospect 
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The Asean countries are hoping to step up 
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recruits of the two non-communist factions 
in the Cambodian resistance coalition. The 
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factions to as much as 50,000 by the end of 
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Confusion spreads as press debates Deng's policy speech 


CHINA 


Doddering helmsman 





By Robert Delfs in Peking 
he situation in the Chinese leader- 
ship remains confused as large- 
scale arrests of "counter-revolu- 
tionary rebels" have continued and 
a propaganda campaign unmatched in in- 
tensity or tone since the Cultural Revolution 
has begun. Even as Premier Li Peng warned 
of more arrests to come, the US announced 
additional sanctions against China. 

Three workers have been sentenced to 
death in Shanghai and eight in Peking, all 
charged with direct involvement in violent 
resistance and/or destruction of public prop- 
erty. So far, as many as 1,360 persons have 
been arrested throughout the country. 
These include six of the 21 Peking student 
leaders accused of "inciting and organising 
counter-revolutionary rebellion.” The US 
protested against the death sentences and 
called for "continued international expres- 
sions of concern" over China's crackdown 
on pro-democracy activists. 

A National People's Congress Standing 
Committee session scheduled for 20 June 
has been indefinitely postponed pending re- 
solution of the power struggle. Uncon- 
firmed reports suggest that preparations 
may be under way for an enlarged politburo 
meeting later in June, to be followed by a 
plenary session of the central committee, 
probably in early July. 

There is little doubt that party chief Zhao 
Ziyang and politburo standing committee 
member Hu Qili will be forced to relinquish 
their posts for resisting paramount leader 
Deng Xiaoping's call to crack down on the 
student demonstrations. Nothing is known 
of the whereabouts of either Zhao or Hu 
since 19 May. 

Nothing else is really clear, however, 
even whether the increasingly prominent 
party security chief Qiao Shi will eventually 
be named as Zhao's replacement. Qiao, 
who has studiously avoided overt factional 
commitments throughout his career, is be- 
lieved to be reluctant to take on the job in 
which Zhao lasted barely more than two 
years. 

But the continuing delay in announcing 
new leadership arrangements also suggests 
that intense behind-the-scenes struggle con- 
tinues within the leadership. The contours 
of that struggle can only be seen dimly re- 
flected in divergent wordings of commen- 
taries, editorials and articles in the official 
press. The sudden reversion to indirect 
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modes of political discourse and crude prop- 
aganda themes largely abandoned since the 
Gang of Four era more than a decade ago is 
itself an indication of how rapidly China's 
political environment has deteriorated. 

At one level, the issue is a contest pitting 
the remaining party liberals against the con- 
servatives, spearheaded by a handful of re- 
tired and semi-retired survivors of the 
founding revolutionary generation. Com- 
mitted to a revival of orthodox Stalinist poli- 
tical precepts, the party patriarchs are them- 
selves divided. But the situation can also be 
viewed in terms of a broader conflict in 
which younger leaders of varying political 
orientations are resisting the efforts of the el- 
derly veterans to reassert direct personal au- 
thority. 

While most provinces have lined up be- 
hind the current official line, some tend to 
favour moderation. Regional leaders includ- 
ing Shanghai Mayor Zhu Ronji and Sichuan 
party secretary Yang Rudai have voiced a 
softer line on student demonstrations. 
Yang, a politburo member, stressed that stu- 
dents who became involved in demonstra- 
tions and hunger strikes were vulnerable to 
manipulation by “small number of persons 
with ulterior motives.” Yang asked teachers 
and students in Chengdu “not to do again 
these things which sadden one’s friends and 
gladden one’s enemies.” 

Superficially, the entire leadership ap- 
pears to be rallying round a speech deliver- 
ed by Deng on 9 June, which has not been 
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Student questioned in Peking. 
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published in full in China though it has ap- 
peared elsewhere. Party, government an 
military organs have conducted meetings a 

all levels to convey and study what the of- 
ficial People's Daily terms “the importante 
speech of the great comrade Deng Xiao- 
ping," extracts from which have appeared 
extensively in articles and commentaries. 

The central thrust of Deng’s speec* ~as 
to endorse the role of the People’s Libe >ne 
Army in suppressing what is ofticially 
termed a "counter-revolutionary revolt" in- 
tended to "topple the communist party, 
overthrow the socialist system, subvert the 
People's Republic of China and establish aw 
totally Westernised bourgeois republic. 

"This storm had to come sooner or later," 
Deng said. "It was determined by both the 
international atmosphere and by China's 
own micro-climactic conditions." With this 
wording, Deng broadened the range of ex- 
ternal destabilising factors to include not just? 
Western political ideas but also “bourgeoise 
liberal" reforms in socialist countries of the 
Soviet Union and Eastern Europe. 


his in turns focuses attention om) 
how other Chinese leaders mays 
have viewed Zhao's meeting witl 
Soviet President Mikhail Gor 
bachov on 16 May, in which Zhao argue 
for accelerated political change n 
chronised" with economic reforms. 

Deng also asserted that the policies of re- 
form and opening to the outside world wil. 
continue, but under conditions of tighter po- 
litical and ideological control. Specifically, 
Deng said that the country must “persist ir 
the coordination between state erg 
and market economy” and insisted tha 
there should be no return to the policies of ae 
“closed country.” 

This suggests that the attempt by Longa 
March veteran and former Xinjiang military 
overlord Wang Zhen to radically curtail 
China's opening to the West has stalled, and- 
there now appears to be a broad consensus 
that at least none of the fundamental eco- 
nomic reforms implemented so far will be: 
rolled back. 

But beyond these central points, Deng's 
speech is being subjected to widely differing 
interpretations by competing factions, with 
some conservative extremist elements at- 
tempting to read into it support for a full- 
scale class struggle-oriented political cam- 
paign against "counter-revolutionaries" and 
their supporters within the party. 
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On three successive days the People's 
Daily presented three widely different reac- 
tions to Deng's words on its front page. The 
Economic Daily also delivered similarly diver- 
gent readings in the form of official com- 
mentaries on 14, 15 and 19 June. 

The first People's Daily version, an un- 
signed article on 14 June, is the most 
hardline in tone. Referring twice to "class 
struggle," it alleges that "reactionary ele- 
ments hostile to the party and socialism . . . 
have penetrated core departments and oc- 
cupied important positions . . ." This lan- 
guage does not appear in Deng's actual 
S 
The article also deviates from Deng's 
words in attempting to link Zhao and his 
supporters to the counter-revolution by re- 
ferring to “plotters and organisers” who 
sc"eht to negate the 26 April People’s Daily 
e jal (based on an earlier speech by 
Deny) which first characterised the student 
demonstrations as a “disturbance.” Zhao, 
who approved only the gist of the 26 April 
editorial while on an official 
visit to North Korea, backed the 
critics who called for a softer 
line on the students after his re- 
turn to Peking three days later. 

The article dismisses as 
“muddle-headed” the sugges- 
tion that there would have 
been no riots had troops not en- 
tered Peking’s urban districts 
— an idea which apparently 
still retains some currency 
in internal leadership debates. 
“First was the disturbance 
and only later martial law; 
first there was a counter-revo- 
lutionary rebellion and only 
then did the troops enter the 
c^ ~ 

Jur victories so far are be- 
cause the old generation of pro- 
letarian revolutionaries have 
control of the helm,” the article continues, 
supporting the reassertion of power by re- 
tired and semi-retired veteran leaders. This 
article also omits any reference to Deng’s in- 
sistence that the policies of “reform and 
opening” be retained. 

The most hardline of the Economic Daily 
commentaries, on 14 June, focused on rec- 
ognition of the counter-revolutionary 
character of the revolt “against the overall 
background of international and domestic 
class struggle.” 

The second People’s Daily version, head- 
lined “Unite and Together Oppose the 
Enemy,” was in the form of a commentary, 
indicating a higher level of authority. Al- 
though also hardline in tone, the commen- 
tary draws no explicit link between Zhao 
and the “plotters and organisers” who are 
described as an “extreme small number of 
persons” who “persisting in a bourgeois 
liberalisationist stand . . . formed links with 
foreign enemy forces [and] provided 
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core state secrets to illegal organisations." 

Hardline themes had been toned down 
in the final version, a People's Daily editorial 
on 16 June, which most closely reflects the 
tone and content of Deng's actual speech. 
Calling the speech "a powerful ideological 
weapon" and "a programmatic document 
for unifying the thinking of the entire party 
and country," the editorial also adopts a 
highly reverential attitude towards Deng 
never before accorded to any leader other 
than Mao Zedong during his lifetime. 


istory will prove," the editorial in- 

tones, "that [Deng's] acute insight 

and scientific judgment will play 

an important role not only in the 
cause of Chinese socialism but also for 
smooth development of the international 
communist movement." 

A People's Daily editorial normally would 
require official approval by the politburo 
standing committee. The relatively moder- 
ate tone of the editorial thus would appear 


2m. 





State TV shows alleged rioter sentenced to death. 


to represent a consensus view among Deng, 
the three active standing committee mem- 
bers (Li Peng, Qiao Shi and Yao Yilin) and 
perhaps certain other politburo members 
that is broadly acceptable to most of the 
party establishment. 

But it would be premature to conclude 
that the more radical proposals by other vet- 
eran leaders to conduct an anti-reformist 
purge within the party have already been 
defeated. If anything, the fact that conserva- 
tives were able to overlay genuine elements 
from Deng's speech with such a strong 
hardline tone in these articles suggests that 
Deng's actual position may be far weaker 
than was earlier believed — an impression 
that is only reinforced by the "cult of person- 
ality" rhetoric employed in the more au- 
thoritative People's Daily editorial. 

In such an unsettled situation, Chinese 
leaders face an outside world — especially 
donor countries — which is growing in- 
creasingly disgusted with Peking's harsh 
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line on internal dissent. The US, which in 
early June suspended all military sales to 
China, later announced new sanctions. 
Washington has suspended all high-level 
diplomatic contacts — at the level of assis- 
tant secretary and above — with China. The 
first visit to be cancelled would be that of US 
Commerce Secretary Robert Mosbacher, 
scheduled for 10 July. 

The US also plans to use its muscle to 
delay the consideration of loans to Peking by 
international lending agencies. The World 
Bank has already postponed discussions on 
US$290 million worth of loans, including a 
US$60 million agriculture loan and two 
loans totalling US$230 million for a power 
project and training programme. World 
Bank loan commitments in the fiscal year 
ending 30 June totalled US$2.1 billion. 

Tokyo is also taking the cue from Wash- 
ington. Japanese businessmen should not 
“try to make money like a thief at a fire” by 
rushing back to China, Foreign Minister 
Hiroshi Mitsuzuka said. Direct Japanese in- 
, vestment in China, about 
3 US$300 million in 1988, is ex- 

pected to decline. 

Meanwhile, anti-American 
propaganda in the Chinese 
press has intensified with the 
continuing impasse over dissi- 
dent astrophysicist Fang Lizhi 
and his wife. Li Shuxian — ac- 
cused of "traitorous" counter- 
revolutionary propaganda and 
agitation — who took refuge in 
the US Embassy in Peking 
some time after 4 June. 

On 14 June, authorities ex- 
pelled two US journalists. 
Voice of America Peking 
bureau chief Alan Pessin was 
accused of “creating rumours 
and . . . inciting and instigating 
counter-revolutionary rebel- 
lion.” John Pomfret of the As- 

sociated Press allegedly protected leaders of 
illegal organisations and received state se- 
crets through illegal means. 

Both Washington and Peking seem anxi- 
ous to isolate the intractable Fang Lizhi issue 
from the rest of their relations, but there is a 
risk that rhetorical positions on the crisis 
adopted by both sides for primarily domes- 
tic political reasons may escalate into a 
spiralling cycle of denunciation that could 
eventually lead to irreparable damage to 
overall bilateral government and economic 
relations. 

Internally, Deng is once again occupying 
the centre, but in a now vastly altered politi- 
cal landscape. It is becoming increasingly 
apparent that deposing Zhao has left a seri- 
ous leadership vacuum around Deng, a vac- 
uum which the pliant Li Peng can hardly fill. 
The question now may be whether, and on 
what terms, the mysterious and retiring 
Qiao Shi may be able and willing to step into 
the gap. w 
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PHILIPPINES 


Unions ram minimum wage rise through congress 


Muscle flexing 


By Rigoberto Tiglao in Manila 
T he Philippines’ labour movement is 


on a resurgence and has emerged 

powerful enough to force both Presi- 
dent Corazon Aquino and the house of 
representatives — the more conservative of 
the country’s bicameral legislature — to 
enact a law calling for an unprecedented 
P25 (90 US cents) increase in the daily 
minimum wage to P89. 

Few in Manila had anticipated the 
unions’ success, especially since Aquino, 
backed up by the congress’ lower house, 
had been adamant in resisting the labour de- 
mand, claiming that an increase of more 
than P8 could not be absorbed by the econ- 
omy. “Labour is now asserting itself and is 
casting aside ideological is- 
sues,” Sen. Ernesto Herrera, 
who authored the senate wage 
bill, pointed out. 

Aquino and congress ap- 
peared to have buckled under 
the unions’ demand because 
of the threat of a general 
strike, which would have been 
jointly undertaken by the two 
rival labour centres in the coun- 


However, the unions’ vic- 
tory actually owed much to the 
unique features of the post- 
Marcos political configuration: 
a congress and presidency vul- 
nerable to pressure-politics and 
extremely sensitive to media 
coverage, ambitious legislators 
wooing mass support for the 
1992 elections and the powerful role of 
“people-power” type mass actions. The 
wage campaign in the past three months re- 
vealed how these factors are basically deter- 
mining major policy decisions of the Aquino 
government. 

Ata time when the old anti-Marcos, mid- 
dle class and businessmen's cause-oriented 
groups have waned, the unions' success 
could also presage the development of the 
country's labour movement into a powerful 
political force. "Labour has realised the po- 
tentials of a united stand and it will likely use 
its new-found strength in other issues," Pat 
Menzon, a labour leader, asserted. 

However, even the labour unions them- 
selves had not realised earlier this year their 
organisational strength and were merely 
drawn into the wage campaign by accident. 

The REVIEW has learned that in February 
a newspaper here, finding no major news- 
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break for its Sunday edition, decided to fea- 
ture an inaccurate news story which re- 
ported that the Trade Union Congress of the 
Philippines (TUCP) — one of the two major 
trade union centres — was demanding that 
government raise the statutory minimum 
wages by P22. 

There was no such TUCP position; both 
the TUCP and its rival grouping, the Labour 
Advisory and Consultative Council (LACC), 
at that time were merely floating the idea of 
asking the government to convene a tripar- 
tite conference to discuss the possibility of a 
minimum-wage rise. However, the news- 
paper report sparked much political grand- 
standing on the part of both legislators and 
the unions which led to the labour offensive. 

The Monday after the erroneous news- 





Strikers demand a pay rise: unexpected success. 


paper report, Sen. Ernesto Maceda — consi- 
dered by many in Manila to be eyeing the 
presidency in the 1992 elections — together 
with Sen. Orlando Mercado jumped on the 
issue for its obvious political advantages by 
filing a hurriedly drafted bill asking for a P20 
wage increase. Not to be outdone on his 
own turf, Herrera — the TUCP general secret- 
ary and considered the labour representa- 
tive in the senate — then immediately filed 
his own bill asking for a P25 rise. 

Faced with the threat that the senate 
would get the credit for working for labours' 
interests, the two rival trade unions — 
which are backed by the powerful leftwing 
Kilusang Mayo Uno (KMU) — decided to 
launch their own wage campaign demand- 
ing increases higher than those proposed by 
the senators. 

The TUCP opted not to deny the errone- 
ous news story and maintained that it was 
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demanding a P22 pay rise, though it wa: 
planning to ask only for P14 — the amoun 
it had computed would recover the peso’, 
lost purchasing power since the last increas 
in October 1987. Not to be outdone, th 
LACC demanded a P36 rise. 

What the Aquino government had nc 
expected was the united front on the wag 
issue forged between the TUCP and th 
LACC, the two groups of labour federations 
which have been bitterly contesting leader 
ship of the labour movement. 

Also, government and employers' or 
ganisations apparently underestimated thi 
political savvy of the KMU, which it had cari 
catured as an obstinate radical group. De 
manding initially a P36 wage increase, thi 
KMU swiftly agreed to join forces with thi 
TUCP on a demand for a 230 increase as ; 
compromise with the TUCP's 2:22 posit 

It was also expected that the TUCP,: — i 
dered a moderate labour centre, woula sm 
away from an alliance with the KMU-backe« 
LACC. It was to have been the government' 
popular base for justifying its stand for i 
lower wage increase. 

However, what everyone failed to ap 
. precdate was first, demand: 
* within the TUCP to reassert it 

weakened leadership in the la 

bour movement and, second 
the rivalry within the TUCP itsel 
between its president, Demo 
crito Mendoza, and its genera 
secretary, Herrera. Mendoz 
is one of the remaining olc 
guards of the Philippine labow 
movement, though his prestige 

had waned partly because o 

the TUCF's implicit support o 

Marcos during the martial-law 

years. 


| was clearly Men < 


pou 


agenda to re-establish his 

waning prestige within the 
TUCP that drove him to seek an 
alliance with the LACC for a P3C 
wage demand, higher than Herrera's bil 
calling for a P25 rise. TUCP leaders backec 
Mendoza's position, sensing that the TUCI 
had been losing out to LACC federations be 
cause of its image as a conservative labow 
centre. 

More importantly, the government alsc 
had not expected that the TUCP — whos 
federations had earlier been criticising KMt 
unions for creating "labour anarchy” witt 
their "illegal" strikes — would agree wit 
the LACC to jointly undertake a general strike 
that would be technically illegal. The TUCF': 
call to their unions was even for a “people’s 
strike," a form of mass action which was firs 
undertaken with considerable success by 
the National Democratic Front (NDF) in 
Davao City in 1984. The NDF is a leftist um- 
brella group. 

Even the rivalry between the KMU and 
the TUCP worked to the unions' advantage. 
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The LACC and the TUCP had agreed to 
undertake the general strike on 1 June. 
However, still intent to project itself as 
the militant labour centre, the KMU decided 
to call for a general strike two days before 
that. 

Although far from causing a massive 
work-stoppage, the wave of walkouts and 
rallies called by the KMU proved to be a dry- 
run that congress and Aquino could not ig- 
nore. In the middle of the KMU strikes, con- 
gress agreed to a 225 wage increase and, 
with Aquino turning around to support the 
bill, the labour centres agreed to call off the 1 
June action. 

However, it was not simply the strike 
threat that prodded congress to accede to 
the labour demand. In the congress, the big- 
ger house of representatives — elected on 
t^^ ^rovincial or sub-provincial level — has 
E considered a bastion of business and 
lanaiord interests. Aquino's influence in the 
house has been greater than in the senate, 
composed as it is of people aiming for the 
presidency in 1992. The expectation had 
been that the house would support 
Aquino's position for a lower wage rise and 
that would block the labour alliance's de- 
mand. 

However, political expediencies decided 
otherwise. In the past year, the house has 
fast been losing its public prestige, racked by 
scandals involving congressmen's lobbying 
to get licences to export coconuts and their 
government-paid purchases of high-pow- 
ered firearms and cars. As a result, the 
popularity of house speaker Ramon Mitra 
— considered to be another presidential as- 
pirant — has waned, and in the midst of 
the wage campaign his leadership was 
threatened by a mutiny in congress. 

The timing of the revolt in the house was 
f ate for the labour unions. Rather than 
£ 3 his opponents another issue to raise 
against him and rather than risking the ire of 
the labour unions who brand him as anti-la- 
bour, Mitra decided to support the unions’ 
demands. 

The law stipulates that the wage increase 
would be only P20 for agricultural firms 
(with sales of below P5 million) and P15 for 
small-scale enterprises outside the Metro- 
Manila area. The other concession was that 
after this wage increase, future salary adjust- 
ments would be determined on a regional 
basis. 

The new law would be the first ever that 
calls for a real, or inflation-adjusted, increase 
in mandatory minimum wages. Past adjust- 
ments had only recovered the lost purchas- 
ing power of the peso due to inflation. Esti- 
mates by economists here show that the 
new minimum of P89 means a peso value, 
using 1978 as a base, of P19.50, P3 higher 
than the 1988 real wage rate of P16.5. While 
the P25 increase would apply only to 
employees receiving P100 or below, it 
would exert an upward pressure on salary 
scales. x 
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MALAYSIA 


Mahathir makes only small changes to his cabinet 


Fine tuning 


By Suhaini Aznam in Kuala Lumpur 


rime Minister Datuk Seri Mahathir 

Mohamad's long-expected cabinet 

reshuffle, announced on 14 June, was 
a tame affair with only lateral movements of 
ministers and their deputies — none of 
which involved senior members of the de 
facto ruling new United Malays National 
Organisation (Umno Baru). In addition, the 
reshuffle bypassed the key ministries of Fi- 
nance, Home, and Trade and Industry. 

The most notable change involved La- 
bour Minister Lee Kim Sai of the Malaysian 
Chinese Association (MCA) — a key partner 
in the Umno (Baru)-led National Front coali- 
tion — who moved to Housing and Local 
Government, a portfolio with much prom- 
ise for dispensing political favours. Lee's 
post is filled by newcomer Datuk Lim Ah 
Lek, the MCA's victorious candidate in the re- 
cent Bentong by-election. 

Government insiders said the MCA had 
promised Lim, an independently wealthy 
man, a full ministership to entice him to 
stand in the by-election. 

To make up for Lim's inexperience in a 
ministry beset by trade union troubles, Ma- 
hathir shifted Datuk K. Pathmanaban, the 
deputy minister of health, back to Labour 
where he had served many years as a civil 
servant and later as deputy minister. A more 
routine MCA move was that of Housing 
Minister Ng Cheng Kiat to Health, a post left 
vacant by the death of Tan Sri Chan Siang 
Sun. Also from the MCA, long-serving leader 
Datuk Oo Gin Sun resigned as deputy 
minister in the Prime Minister's Depart- 
ment. 

Works Minister Datuk Seri S. Samy 
Vellu, leader of the Malaysian Indian Con- 
gress — another National Front component 
— was moved in a direct swap with Minister 
of Energy, Telecommunications and Posts 
Datuk Leo Moggie. Works is deemed 
slightly more senior than Posts. As the 
country expands its domestic road network, 
the works minister enjoys the power to win 
and maintain political support through the 
issuing of tenders. 

Once considered a low-profile ministry, 
Posts has in recent years become more active 
as some public enterprises have been 
privatised. Syarikat Telekom Malaysia was 
privatised in January 1987, with a flotation of 
shares expected in 1991. The stalled Bakun 
dam and hydroelectric project in Sarawak, 
which will provide electricity to the entire 
country, is also expected to be revived and 
perhaps privatised. 
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An anticipated reshuffle of Umno (Baru) 
ministers did not, in the event, take place. 
Education Minister Anwar Ibrahim proved 
his continued influence in the Mahathir 
cabinet when his rival from Penang, Datuk 
Abdullah Ahmad Badawi, who was defence 
minister until the split in the old Umno in 
1987, was not brought back into the cabinet 
as expected. 

In the midst of a raging debate early this 
year over Anwar's position as eventual 
successor to Mahathir, observers had 
suggested that Mahathir's real purpose in 
effecting cabinet changes was to bring Ab- 
dullah back to the mainstream as a check on 
Anwar — who was seen as moving up too 
fast even for the prime minister. 

Abdullah was supposed to have been a 
compromise candidate, bridging disaffected 
members of the Umno splinter "Semangat 
'46" group and Mahathir's mainstream 





Anwar; Abdullah: rivals. 


Umno (Baru). Leaving Abdullah out at this 


juncture, when the prime minister is else- 
where trying to consolidate his position be- 
fore party elections in 1990, reiterated 
Anwar's strength and suggested that while 
Mahathir may have wanted to slow Anwar 
down a few months ago, he still sees him as 
his logical successor. 

Finance Minister Datuk Paduka Daim 
Zainuddin, who is said to have considered 
resigning to return to the private sector, re- 
mains in Finance. This means Anwar, who 
has served as acting finance minister in 
Daim's absence, has been forced to stay put. 
Anwar, said an aide, should be getting some 
experience in finance or trade to broaden his 
experience. However, the aide said, he 
would at the same time have to retain some 
control over education since youth and 
youth movements comprise his personal 
support base. E 
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BRIEFING 


Taiwan opposition’s feud 
threatens poll chances 


> Factional feuding undermined the 
candidate selection process of Taiwan’s 
fledgling Democratic Progressive Party 
(DPP) in the run-up to year-end national 
elections. Just as voting rolls were about to 
close, the independence-minded New 
Wave faction registered enough new 
electors to tip the odds in the Yunlin county 
primary against DPP legislative star Chu 
Kao-cheng, who threatened to withdraw 
from the party in protest. Party elders tried 
to patch the rift, and analysts said the 
absence of the charismatic Chu — 
nicknamed Rambo for his parliamentary 
bombast — would affect the DPP's national 
prospects against the ruling Kuomintang. 
Meanwhile, Chu flew off to the US to meet 
with defecting mainland Chinese students 
and ex-president Jimmy Carter. 


Asylum-seekers from 
East Timor rejected 


> Six students from the former Portuguese 
colony of East Timor who sought political 
asylum at the Japanese Embassy and the 
office of the Papal Nuncio in Jakarta have 
had their requests turned down, the 
Indonesian Foreign Ministry said on 21 
June. The students, five of whom had been 
studying in Bali, told diplomats they were 
escaping certain arrest and possible 
mistreatment by the authorities. Human- 
rights organisations have received reports 
of a possible security crackdown on East 
Timor, but the ministry questioned how the 
students could say they were persecuted if 
five of them could travel freely from Bali to 
Jakarta. The incident came a month after the 
head of the Roman Catholic Church in East 
Timor called for a referendum on the former 
Portuguese colony’s 1975 integration with 
Indonesia. Analysts believe the recent 
resumption of talks between Indonesia and 
Portugal at the UN and the planned visit of 
Pope John Paul to East Timor in October 
may have galvanised anti-Indonesian 
groups both inside and outside East 

Timor. 


Burma officially changes 
name to Myanma 


> Burma officially changed its name to the 
Union of Myanma on 18 June. The name of 
the capital, Rangoon, was also changed to 
Yangon and there were similar changes to 
other place names. The move only changes 
the English spelling of the names, because 
the pronunciation remains the same in 
Burmese. The government announced that 
replacing Burma with Myanma was 
designed to reflect the fact that the country 
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embraces a number of ethnic minority 
groups, such as the Karens, Kachins 
and Mons, with Burmans forming the 
majority. 


Thailand restricts media 
coverage of monk’s arrest 

> Thai authorities on 19 June banned all 
national television channels from covering 
the arrest and detention of controversial 
Buddhist monk and religious centre leader 
Phra Bodhirak that day. The print media, 
however, carried large pictures the 
following day of Bodhirak being escorted by 
armed riot police as he was placed in 
detention without bail. The monk was 
arrested after refusing to submit to a 
defrocking ceremony ordered by the 
leaders of Thailand’s monastic order. 
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Philippine military to 

charge eight on US killing 

> The Philippine military announced on 19 
June that it is ready to file charges against 
eight people whom they claimed were 
responsible for the assassination in April of 
US Army Col James Rowe. Among the 
accused were Donato Continente, an 
employee at the University of the 
Philippines student newspaper, whose 
abduction at the school grounds by a 
Philippine Constabulary (PC) unit had been 
denied for three days by the military. The PC 
claimed that Continente had confessed to 
undertaking surveillance on Rowe for a 
newly organised New People's Army unit 
called the Political Assassination Team. 
Also accused by the military were Romulo 
Kintanar, head of the New People's Army 
who had issued a statement taking 
responsibility for the assassination, and six 
others also still at large. 
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Chinese dissident Liu 
predicts leadership's fall 


P Chinese dissident gasy 
journalist Liu Binyan, 
who has spent the 

past 15 months in the 
US, part of the time 
doing research at 
Harvard University, 
said in Hongkong on | 
20 June he would not 
go back to China for 
the time being 

because his name was near the top of 
Peking’s hit list. Liu said his exile would not 
last long because he predicted there wo!4 
be changes in the Chineseleadershipv — n 
two years. Liu said the most urgent task or 
overseas intellectuals was to penetrate the 
government-imposed news blackout. At 
present only 10% of the population knew 
what had happened and he said it would 
take about six months for the news to 
permeate the entire country. He said many 
peasants were engaged in business and 
travel, which would help disseminate the 
information. 





Liu. 


PNG orders army control 
of Bougainville security 


> In the wake of a breakdown in 
military discipline on the troubled 

island of Bougainville, Papua New 
Guinea Prime Minister Rabbie Namaliu 
on 19 June ordered his police and army 
chiefs to assume immediate personal 
command of the 600 security men sent to 
deal with terrorism by local landowne - 
demanding extra compensation for 

the rights to the local copper mine. 
Frustrated by their lack of success against 
the rebels, who have kept the mine 
closed since 15 May, security forces 
retaliated by burning local houses and have 
been involved in several other violent 
incidents. 


Laos' first elected 
body opens session 


> Laos's new Supreme People's Assembly, 
the country's first elected legislative body 
since the communist victory in 1975, held its 
opening session in late May and selected 
Nouhak Phoumsavan as chairman, 
Vientiane Radio reported. Sixty-five of the 
79 representatives are members of the Lao 
People's Revolutionary Party and 13 belong 
to the country's ethnic minority groups. 
Nouhak ranks second in the communist 
party's ruling politburo and is generally 
thought to be unenthusiastic about recent 
reforms boosting the free market 

economy. 


29 JUNE 1989 


a 


31 
(+8.1%) 


utility purposes 


Profit before tax 


Sanpaolo: a leading European player making its way in the world. 


In Europe:  - direct and indirect representation and cooperation agreements 
in 15 countries; 


- participation in major banking groups in Europe and 
Mediterranean countries; 


In the world: - direct representation in America, Asia, Africa and the Pacific region. 


A multifunctional Group with a range of financial services to meet 
the requirements of a worldwide clientele. 


Head Office: Piazza San Carlo, 156 - Turin - Tel. 555.1 


. 
| 
i 








REGIONAL AFFAIRS 


———————————Á—————————— ue 


CAMBODIA 1 


Economic reform boosts the prwate sector 


Change in the air 





By Murray Hiebert in Phnom Penh 


Re ee 
ix discos have been opened in Phnom 
S Penh over the past two months, high- 
lighting the dramatic changes taking 
place in Cambodia as the country prepares 
for the withdrawal of the Vietnamese army 
in September. 

Every night, hundreds of young people 
pack the new nightclubs, dancing to bands 
playing Western and Thai rock music and 
drinking imported Chinese or Dutch beer. 
When the music stops abruptly just after 10 
p.m. — apparently out of habit because the 
city's 10-year-old curfew was lifted only in 
April — customers haggle over fees with 
dancing girls, many of whom come from 
Vietnam. 

Many people in Phnom Penh tell visitors 
that they fear civil war could once again en- 
gulf Cambodia after the Vietnamese soldiers 
leave, but the bustle of activity in the capital 
suggests an underlying mood of confidence. 
Much of the new hope and increased activi- 
ty seems to be in response to a series of eco- 
nomic and political reforms introduced by 
the Kampuchean People's Revolutionary 
Party, the countrys ruling communist 
party, in recent months. 

The changes, which are moving Cam- 





bodia away from the more orthodox com- 
munism introduced after the Vietnamese 
ousted the Khmer Rouge in 1979, are in- 
tended to boost the free-market economy. 
They will also allow greater political diver- 
sity and help return the country to tradi- 
tional Cambodian social practices, disrupted 
after the communist Khmer Rouge radicals 
seized control of the country in 1975 and 
began a systematic killing of its enemies 
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Thriving market in Sisophon: enthusiasm for reforms. 


which left perhaps 1 million Cambodians 
dead. Many of those who perished had 
been driven from urban areas and later died 
of starvation. 

"Everyone thinks we are a Marxist- 
Leninist country,” said Cham Prasit, a 
senior aide to Premier Hun Sen, "but you 
can see what kind of economy we have here 
— it's not socialist." He added: "Our final 
goal is to build socialism, but that doesn't 


On other pages 





mean we can build socialism now. We need 
to be realistic.” 

Officials say the reforms are meant to 
boost economic development in this des- 
perately poor country. “Capitalists and 
socialists have the same goals — the happi- 
ness and well-being of the people,” said Ith 
Loeur, governor of the northwestern pro- 
vince of Banteay Meanchey. 

Diplomats and foreign-aid workers say 
the changes are intended to improve the 
government's popular appeal in case inter- 
nationally supervised elections are held fol- 


lowing a political settlement of the Cam- 
bodia conflict. "The economic performance 
of the government will likely determine the 
outcome of the election," an Asian diplomat 
said. 

Observers here also say Phnom Penh is 
trying to woo Prince Norodom Sihanouk, 
leader of the country's tripartite resistance 
coalition, to return to Cambodia and end 
his fight against the Vietnamese-backed re- 
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gime. Sihanouk's retum would weaken for- 
eign support for the Khmer Rouge — the 
only communist coalition partner — and 
bring desperately needed international aid 
to the country, which has been ravaged by 
two decades of war. 

More than a dozen private gold and 
silver shops, displaying huge piles of riel, 
Cambodia’s currency, have opened in 
Phnom Penh's central market in recent 
months after the government abandoned ef- 
forts to run it as a state market selling cheap, 
locally produced household goods. In one 
city block in downtown Phnom Penh, 
scores of shops specialise in importing and 
reconditioning used motorcycles, which sell 
for more than US$500 each. 

Early each morning, people flock to the 
dozens of newly opened private video 
shops, which play the latest kung fu movies 
from Hongkong or rock videos from 
West. Since private transport was legal.--.. 
in April, private "taxis," some of them dri- 
ven by moonlighting government officials, 
greet travellers arriving at Pochentong Air- 
port. 
One of the governments most wel- 
comed new policies has been granting farm- 
ers long-term tenure to their land and the 
right to pass it on to their children. Under 
the reviled Khmer Rouge regime of Pol Pot, 
all property was collectivised and, since the 
Vietnamese invasion in 1979, peasants have 
been urged to farm in "solidarity groups." 
Rice fields were often redistributed at the be- 
ginning of each new planting season. Under 
the new policy, solidarity groups have di- 
vided their land among individual 
families. 


armers have greeted the reform with 

enthusiasm, officials and foreign-aid 

workers said. "When farmers didn’t 
own the land, they weren't intereste 
long-term benefits,” a foreign agronomust 
said. "Now you see them putting more into 
the land — digging holes for water catch- 
ment and fish ponds, repairing the bunds 
around their fields and planting trees." 

The government also restored private 
property rights in Phnom Penh, a city which 
has grown from only a few thousand people 
in 1979 to more than 800,000 people today. 
People who returned to the capital after the 
Khmer Rouge ouster moved into any avail- 
able housing but often did little to restore it 
because they were uncertain how long they 
would be allowed to stay. The new policy of 
granting property rights has prompted a 
surge in housing repairs and new construc- 
tion around the capital. 

Many villas in Beng Keng King district, in 
eastern Phnom Penh, which were occupied 
by Vietnamese advisers until their departure 
last year, have now been turned over to 
high-ranking government officials. Some of 
the houses have been reconditioned and are 
being offered for rent to foreign-aid agencies 
for up to US$4,000 a month. 
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In another popular move, the national 
assembly voted in April to amend the coun- 
try's constitution to restore Buddhism — 
which had been outlawed by the Khmer 
Rouge — to its former status as the country's 
national religion. Last July, Phnom Penh 
Radio began broadcasting Buddhist prayers 
for the first time in 13 years and, just recent- 
ly, the government issued a new circular de- 
daring that "devout Buddhist followers can 
be ordained as Buddhist monks as they 
wish, regardless of their age." For the past 
decade, only former monks over 55 years of 
age had been allowed to re-enter the monk- 
hood. 

The national assembly also abolished the 
death penalty in April in an apparent at- 
tempt to reassure resistance coalition leaders 
that they will not be executed if they surren- 
der to the Phnom Penh authorities. Vandy 

n, a French-trained sociologist and na- 
uviial assembly member, said the assembly 
was also discussing ways to increase protec- 
tion against human-rights abuses by police 
and government agencies. In a s 
to the assembly in July 1988, Ka-on pro- 
tested against the problem of people being 
held in prison for long periods without court 
trials. 

Cambodian officials said the national as- 
sembly would almost certainly accept 
Sihanouk's request that it revise the coun- 
try's constitution to allow a multi-party poli- 
tical system. "The article on the communist 
party playing a leading role is archaic," said 
Khieu Kanharith, editor of the weekly Kam- 
puchea newspaper. He said the Cambodian 

party has been more flexible than com- 
munist parties in other countries because it 
was still small — it has with less than 30,000 
members — and because it has had to rule 
through consensus with non-communist 
‘--4nocrats since coming to power in 1979. 

Kanharith said the first steps towards a 
multi-party system had already been taken 
in April, when the constitution was 
amended to guarantee freedom of the press 
and to allow freedom of political association. 
However, he believes that the formation of 
non-official newspapers and new political 
parties will have to wait for the return of 
Cambodian expatriates. 

And what would happen in a multi- 

party election? "We're starting from the 
expectation that we'd win," said Hun Sen's 
aide Prasit, adding: "For 10 years, we've 
been able to provide food, shelter and edu- 
cation. We have fulfilled the basic needs of 
the people. We've also been able to defend 
the lives of the people [against the return of 
Khmer Rouge]." 

Even if the party loses an election, offi- 
cials are confident that it will continue to 
play a major role in running the country. 
"The party is ready to step aside," Kanharith 
said. "The party is confident enough that 
even if we lose the election, the party that 
wins has to rely on our structure to rule the 
country." Bi 
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CAMBODIA 2 


Phnom Penh prepares for Vietnamese withdrawal 





By Murray Hiebert in Sisophon, 
Cambodia 


espite an air of optimism in Phnom 
Penh, local officials in western Cam- 
bodia fear that communist Khmer 
Rouge guerillas will capture some jungle 
and mountain territory after the remaining 
Vietnamese troops withdraw in September. 

No Cambodian officials appear worried 
that Phnom Penh or the Hanoi-backed gov- 
ernment of Premier Hun Sen will be 
threatened, but they admit that resistance 
fighters may be able to seize some land 
along the border with Thailand if the war- 
ring Cambodian factions fail to negotiate a 
ceasefire before the pull-out. 

“After September, when the Vietnamese 
have withdrawn, our enemy might use the 
opportunity to attack us,” said Ith Loeur, 
governor of Banteay Meanchey province in 
northwestern Cambodia. “In some parts of 
my province, the enemy might undertake 
big operations to occupy this or that region,” 
he said. "But they will not be able to abolish 
our power." 

The provincial governor was particularly 
concerned about what could happen in re- 
mote areas away from the main roads when 
the remaining 2,200 Vietnamese soldiers in 
his province pull out. "We can guarantee 
[security] along national routes 5 and 6, but 
not in outlying areas like Route 69 and in the 
mountains," Loeur said. He estimated that 
some 50,000 people live along Route 69 
north of the provincial capital of Sisophon. 

In Phnom Penh, away from Cambodia's 
border with Thailand where the Khmer 
Rouge and their two non-communist resist- 
ance coalition partners have bases and re- 
ceive supplies, officials are more confident. 
“We think the enemy can cause some prob- 
lems for us in some remote areas of the 
country," Defence Minister Tie Banh said, 
“but we can assure you that we never expect 
tolose some portion of land for a long time." 

"They can't do anything to reverse the 
situation or make harm to us," the general, 
who was appointed last August to oversee 
the building of Phnom Penh's army in pre- 
paration for the Vietnamese withdrawal, 
told journalists. “Their maximum activity 
will be to attack our trucks, our roads and 
engage in bandit activities." 

But some Vietnamese military officials 
who have watched the security situation in 
Cambodia in the decade since Vietnam 
ousted Pol Pot's Khmer Rouge government 
are less optimistic. Gen. Tran Cong Man, 
editor of Quan Doi Nhan Dan, the army daily 
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Standing alone 


newspaper, said in an interview in Hanoi 
that Cambodian officials had recently held 
meetings to discuss the country's military 
prognosis following the Vietnamese with- 
drawal. 

"Some say there's a small chance Pol 
Pot's army can take over 10% of Cambodia,” 
Man said. "Others say they should be will- 
ing to accept the possibility that the Khmer 
Rouge will take 20%.” But the Vietnamese 
military spokesman insisted that the military 
balance would still favour Vietnam’s allies in 
Phnom Penh, even if the anti-government 
resistance took 20%. "Of course, once they 
hold 2096 in remote areas, then guerilla war- 
fare could last a long time." 

Man predicted the opposition forces 
would concentrate their forces into large 
units of 1-2,000 guerillas and would try to 
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capture one or two provincial capitals in 
western Cambodia to set up a resistance 
base after the Vietnamese withdraw. The 
“biggest threat" faces Battambang, the 
country’s second-largest city, he said. “Up 
to now, we're fairly sure Pol Pot's forces 
have a very small chance of taking big 
cities," Man said. “If they can't take Battam- 
bang, then the situation is irreversible." 
Diplomats in Phnom Penh report that 
the number of guerilla attacks inside the 
country have fallen since Vietnam withdrew 
its military command a year ago and they 
say that the threat of the Khmer Rouge is 
often overstated. "This side exaggerates to 
show the dangers of the Khmer Rouge and 
to embarrass China and Sihanouk,” an 
Asian diplomat said, alluding to Chinese aid 
to the Khmer Rouge and Prince Norodom 


Loeur: cendarhed. 
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Sihanouk's role as leader of the resistance 
- coalition. 
“The Khmer Rouge are a spent force," 
=- the diplomat asserted. “If external aid is not 
5s there after September, they will peter out. 
< Of course, if the Thais cooperate [by giving 
the guerillas sanctuary], the fighting can 
c> dragon along time." 
E But in Cambodia's border regions with 
^. Thailand, local officials say the resistance 
cc groups have stepped up their activities, 
infiltrating more soldiers and moving 
~ more ammunition and supplies into the 
. country since the negotiations between Hun 
- Sen and Sihanouk resumed late last year. 
*. Loeursaid the number of guerillas operating 
in Banteay Meanchey province had nearly 
doubled from 2,200 last year to 4,200 today, 
including about 2,050 Khmer Rouge, 1,400 
<e followers of Son Sann's Khmer People’s Na- 
_. tional Liberation Front (KPNLF) and 750 fight- 
. ers loyal to Sihanouk. 
[07 At the same time, Cambodian officials 
are again allowing foreign-aid workers 
-. and journalists to travel by road to western 
... Cambodia — an area that had largely been 
-. Off-limits to foreigners since the early 1980s 
7. — suggesting that the government is more 
-.. confident that it can control the rebels. 
Officials stress that the guerillas have 
-< failed in their efforts to grab land for bases 
_ inside Cambodia, but it is clear that the war 
|. is taking a toll, particularly near the border. 
. During a visit by foreign journalists to 
-c Sisophon in late May, three civilians were 
killed and four others were injured when 
_. seven rockets slammed into a village along 
_ Route 5, some 20 km west of the provincial 
.. capital. The next day, a truck loaded with 
< passengers hit a land mine along Route 10 
.. between Battambang and Pailin, killing 12 
|. people. 
: The governor of Battambang, the most 
_ fertile rice-growing region in Cambodia, es- 
_ timated that roughly half the rice fields in his 
-province have been forced out of production 
_ during the past decade of fighting. The pro- 
|. vinee's main civilian hospital each month 
. treats about 30 war victims, most of whom 
. are farmers who lose one or both of their legs 
|. after stepping on small anti-personnel 
mines, the hospitals director said. The 
isophon station master said the train be- 
tween Battambang and Sisophon hits mines 
r is ambushed by guerillas four or five 
times a month. 
- Officials in western Cambodia credit the 
PNLF’s forces with mounting more resist- 
ance activity than is generally assumed by 
bservers in Bangkok, Phnom Penh or 
lanoi. About 200 KPNLF fighters attacked a 
military outpost on the outskirts of Sisophon 
vith B40 rockets on 9 May, Loeur reported. 
ieut-Col Moy Man, who commands a unit 
f 300 border police in Poipet on the Thai 
. border, said KPNLF forces had engaged his 
forces in 12 clashes between late April and 
id-May. 
Diplomats in Phnom Penh say the brunt 
























of the fighting in Cambodia has been bo 
by the Phnom Penh army and local militia 
since Vietnam withdrew its military com- 
mand in June 1988. Observers say most of 
the remaining 50-70,000 Vietnamese troops 
in Cambodia have been withdrawn to major 
highways and population centres in pre- 
paration for the September pull-out, leaving 
defence of the strategic western border to 
the Cambodian military. 

The Cambodian defence minister re- 
fused to discuss the size of the army, but in- 
sisted his government now has 500,000 
men, including local militia — meaning that 
roughly one out of every seven Cambodians 
over 15 years old is carrying a weapon. But 
Western analysts dispute this figure, es- 
timating that Phnom Penh now has a na- 
tional standing army of 45,000 regulars and 
another roughly 50,000 provincial forces and 
district and village militia. 


oeur said Banteay Meanchey was de- 
I fended by 4,000 provincial troops, 


700 border police and 2,400 local 
militia, with backup support from national 
army soldiers in neighbouring Battambang 
and Siem Reap provinces. 

Eastern bloc observers in Phnom Penh 
said the building of the militia during the 
past year has had a dramatic effect on 
people's apprehensions about the future. 
Banteay Meanchey province is also experi- 
menting with "new economic zones," 
which are similar to the "strategic villages" 






ilitia 











fend key rural are pril, nearly 100 


families have been given land — and 75 
AK47 rifles — in an attempt to populate a 
strategic area straddling Route 5 about 20 
km from the Thai border. 

“With the distribution of weapons to the 
local level, people are confident that they 
can stand up to the Khmer Rouge,” a Soviet 
diplomat said. But the militia often lack am- 
munition, forcing them to buy it from the 
army or even from the Khmer Rouge, he 
added. 

Foreign observers in Phnom Penh also 
said the quality of the standing army had im- 
proved. “The army’s effectiveness has in- 
creased,” said an Asian diplomat. “A lot of 
people think by the [ragtag] way they march 
and dress that they're not a disciplined 
army. But this isn't a conventional war." 

But Cambodian and Vietnamese offi 
admit that Phnom Penh's army faces prov- 
lems of command and discipline. Soldiers 
"have not yet grasped that [their] duty is to 
obey the motherland's noble orders and win 
victories against enemies," a recent editorial 
in Kangtoap, the army newspaper said. 

"The most important factor is the level of 
command,” Man said. “If the commander is 
bad, his units fight badly." But he was confi- 
dent Phnom Penh's military would perform 
well after September. "After the Vietnamese 
withdrawal, the Cambodian army will face 
difficulties, but I’m sure they can stand by 
themselves,” he said. n 
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Hun Sen pursues economic and political changes 


Architect of reform 


he unlikely architect of Cambodia's 
| recent economic and political reforms 
is 38-year-old Premier Hun Sen, a 
former Khmer Rouge guerilla commander 
with no formal economic or political train- 
ing. While leading his government's talks 
with resistance leader Prince Norodom 
Sihanouk, Hun Sen has also been 
spearheading the domestic policy changes 
allowing a freer market economy and a 
greater degree of political pluralism. 

Hun Sen is bringing energy and vision 
to Cambodian politics — a style differing 
sharply from the aloof, secretive ways of 
government colleagues such as President 
Heng Samrin, who also heads the ruling 
communist party. Hun Sen's frequent trips 
to outlying provinces and his use of the 
media to explain government policies makes 
him look like a politician running for office. 

In early May, foreign residents were sur- 


prised to see Phnom Penh’s citizens, who 
have become inured to years of propagan- 
da, huddled around radios listening to news 
broadcasts. Hun Sen was explaining in great 
detail his latest peace talks in Jakarta with 
Sihanouk, the country’s former monarch 
who now leads a tripartite resistance coali- 
tion — which includes the Khmer Rouge — 
in a guerilla war against Hun Sen's Vietnam- 
ese-backed government. 

“[Hun Sen] would like all people to 
know how the talks were conducted, espe- 
cially who is defending the life of the people 
and who is defending the interests of the 
Khmer Rouge,” explained Cham Prasit, a 
senior policy adviser to the premier. “If we 
kept them secret, the other side would make 
propaganda against us.” 

Hun Sen has also increased the fre- 
quency of his trips to the countryside, where 
he mixes easily with Cambodian peasants. 
During a visit to the southern province of 


Kampot early this year, the premier sur- 
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ed his hosts by kneeling before a Bud- 

t monk and apologising to the people 
for his government's mistakes in pushing 
farmers to join cooperatives and for prevent- 
ing young men from becoming monks. 

To the horror of the premier's security 
guards who have uncovered several assassi- 
nation plots against him, Hun Sen likes to 
borrow motorcyles in the provinces and 
head off unannounced to remote villages. 
“He listens to the simple men in the coun- 
tryside, to what they need and what their 
complaints are," Prasit said. 

Foreign observers say Hun Sen's expo- 
sure is not only increasing his own popular- 
ity but also boosting people's confidence in 
Cambodia's future. "Everyone knows who 
he is," said a foreign aid worker. "They see 
him on television, going to Thailand. It says 
to people that Cambodia is no longer iso- 
lated and that the bad guys will no longer 
come back," she said, referring to the Khmer 
P^'1ge under whose rule in the late 1970s at 

t1 million people died. 

But his increased visibility is also increas- 
ing public criticism against him. "People be- 
lieve he's becoming corrupt," another relief 
worker said, "but they say which [Cambo- 
dian] leader didn't use his position to benefit 
himself." 

Hun Sen's aides play down the premier's 
role as the driving force behind the recent re- 
forms, insisting that the new policies are the 
work of a collective leadership. "Of course, 
some of the ideas come from him, but you 
can't say he's the only architect," Prasit said. 
"The architect is the politburo," he said. "As 
premier, the economy belongs to Hun Sen, 
so that's why he's the first to present many 
ideas." 

Khieu Kanharith, editor of the weekly 
Kampuchea newspaper and a member of the 
national assembly, said Hun Sen often 
has to lobby hard to get other leaders to 
accept his ideas. "Many people work on the 
reforms, but Hun Sen is the salesman," he 
said. Kanharith said the assembly would 
probably not have agreed in April to change 
Cambodia's flag and the name of the coun- 
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try if Hun Sen had not pushed so hard. 
But some of his ideas are rejected, the 
editor said. Hun Sen recently proposed al- 
lowing private banks, which were closed by 
the Khmer Rouge in 1975, to reopen, but the 
idea was postponed, Kanharith said. 
Kanharith insisted that the party is 
agreed on the reforms, though he said indi- 
vidual leaders differ on how quickly the 
changes should be made. But diplomats in 
Phnom Penh generally believe that the dif- 
ferences are sharper. "The reforms are not a 
piece of cake," an Asian diplomat said. 
"Hun Sen has to tread carefully, because 
some Vietnamese veterans are resisting the 


reforms," he said, referring to communist 
officials with long-standing ties to the Viet- 
namese Communist Party. Other diplomats 
say some officials think Hun Sen has gone 
too far in accommodating Sihanouk's de- 
mands in their negotiations for a a peace set- 
tlement. 

Hun Sen's smooth political style makes it 
easy to forget his modest background. He 
was born in 1951 to a poor peasant family in 
the northeastern province of Kompong 
Cham and later attended secondary school 
in Phnom Penh. He says he joined the 
Khmer Rouge resistance against the US- 
backed Lon Nol regime in 1970 at the urging 
of Sihanouk, though some academics argue 
that he actually joined two years earlier. 

Hun Sen was wounded five times in the 
fighting and lost his left eye. After the 
Khmer Rouge victory, Hun Sen was pro- 
moted to regimental commander along the 
Vietnamese border. But in 1977, after he had 
become disillusioned with Pol Pot's increas- 
ing brutality, Hun Sen defected with his 
troops across the border. When the Viet- 
namese army ousted the Khmer Rouge in 
1979, Hun Sen was named foreign minister 
and, in 1985, he was appointed premier. 

“Hun Sen is by far the most intelligent of 
Cambodia's leaders," said an East bloc dip- 
lomat. "He has a tremendous capacity to 
learn. In 1979, when we first met him as 
Cambodia's foreign minister, he was a 27- 
year-old country boy. He's acquired a lot of 
authority since then." s 
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Communist faction’s destiny central to a settlement 


Khmer Rouge role 


By Rodney Tasker in Bangkok 


S a peace settlement appears within 

grasp in Cambodia, the destiny of the 

Khmer Rouge is becoming the central 
issue among interested diplomatic and mili- 
tary analysts. The secretive faction in the 
Cambodian resistance coalition is still 
widely viewed as the bogy which could be- 
devil any pax Cambodia hammered out 
among the other Khmer factions and their 
backers. 

Yet the little reliable information about 
the Khmer Rouge which trickles through to 
concerned neighbouring and Western gov- 
ernments suggests that the communist 
movement, which so disgusted the world 
when it reigned in Cambodia from 1975-79, 
might not now be quite the ogre it once was. 
And it may not be allowed to become one 
again. 

Common wisdom among the concerned 
external powers hoping for true Cambodian 
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reconciliation after the promised Vietnam- 
ese troop withdrawal by 30 September, has 
it that the militaristic Khmer Rouge may try 
once again to seize political power in Phnom 
Penh. But some diplomatic and military ob- 
servers in Bangkok are now starting to have 
second thoughts. 

The figure most quoted as the Khmer 
Rouge’s armed strength is 30-40,000. That 
makes the faction tower above its two non- — 
communist partners in the resistance coali- 
tion — one headed by Prince Norodom 
Sihanouk, and the Son Sann-led Khmer 
People’s National Liberation Front. It also 
suggests that Khmer Rouge guerillas, 
known for their ruthless courage and easy 
access to military supplies, will be more than 
a match for the troops of the current Phnom 
Penh regime which will be left to fend for it- 
self, or perhaps joined by other factions, 
after the departure of the estimated 60,000 
Vietnamese troops. 

At the moment the Khmer Rouge appear 
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to be going along with the process to forge a 
political settlement to follow the Vietnamese 
departure. Here, the running is made by 
Sihanouk and Phnom Penh Premier Hun 
Sen. The four Cambodian factions are sche- 
duled to meet in Paris in July, followed the 
next month in the same city by an interna- 
tional conference attended by all interested 
countries. Diplomats are cautiously optimis- 
tic that a start will be made towards estab- 
lishing some form of political power-sharing 
among the four, with Sihanouk in a leader- 
ship role but without any of the real Khmer 
Rouge leaders. 

Diplomatic sources feel the Khmer 
Rouge may agree to put their names to this, 
and their recent announcement that their in- 
ternationally reviled leader Pol Pot has drop- 
ped his final official position with the faction 
suggests they will. If the Khmer Rouge are 
not to be left out of a political settlement, 
they will need to play ball to some extent 
with Sihanouk. 

On the other hand, given the Khmer 
Rouge’s traditional concept of total war until 
a final victory, there are serious doubts that 
they will quietly lay down their arms. Some 
believe that while they acquiesce to the other 
factions’ plans diplomatically, they may be 
poised to wage a single-handed insurgency. 

If that is indeed their gameplan, they will 
need China’s continued support. Peking 
has said it will cut off the military supplies on 
which the Khmer Rouge rely, after the last 
Vietnamese soldier has left Cambodia. Dip- 
lomats have differing views on whether the 
hardline leadership which has emerged in 
Peking will continue to want to bleed Viet- 
nam, or whether its current isolation by the 
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West will force it to be more compliant in its 
dealings with the Soviet Union — which 
strongly supports a political settlement in 
Cambodia. 


Even if China intends to continue sup- 
plying the Khmer Rouge, it will find a con- 
tinued overland operation difficult if Thai- 
land decides to seal the border. The govern- 





ment of Thai Prime Minister Chatichai 
Choonhavan has made it clear it regards 
Cambodia, and the rest of Indochina, as a 
potential marketplace for Thai businessmen 
and as a source of primary products becom- 
ing in short supply in Thailand. The State 
Railways of Thailand are believed to have 
been given the government go-ahead to re- 
open a cross-border rail link from the Thai 
border town of Aranyaprathet to Poipet, in 
western Cambodia, following a political set- 
tlement. 


s Soviet Ambassador to Bangkok 

Anatoli Valkov told the Foreign Cor- 

respondents' Club of Thailand on 14 
June: "Thailand is not a Pakistan . . . it will be 
very regretful not only for the Soviet Union 
but also for Thailand if the Afghan experi- 
ence is repeated in Cambodia." He was re- 
ferring to the fact that Pakistan continues to 
supply the mujahideen in Afghanistan de- 
spite a Soviet troop withdrawal from there. 
Another diplomatic source commented: “I 
don't think the Thais want a dangerous 
Khmer Rouge loose end." 

But even if the Thais do make a concerted 
attempt to seal the porous border, and de- 
prive the border-based military of the lucra- 
tive kick-backs they have long received from 
the supply operation to the guerillas, the 
Chinese could conceivably look further 
south. The Khmer Rouge could be supplied 
directly by sea along the southwestern Cam- 
bodian coast or by air drops. 

One scenario has it that if the Khmer 
Rouge do decide to go it alone militarily, 
they will be confined to the rugged, desolate 
Cardamom Mountains area of southwest- 





Phnom Penh troops: ‘dangerous Khmer Rouge loose end.’ 


ern Cambodia. This is the stronghold of Pol 
Pot, who is known still to command loyalty 
even from the thousands of refugees living 
in the border area there. 

Although it may be wishful thinking, 
some Western diplomats believe there is 
some factionalism among the Khmer Rouge 
leaders, and the party is not the monolithic 
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political force portrayed by the Soviets, 
Hanoi and even Washington. Other strong 
Khmer Rouge leaders — about whom little 
is known, but who the Vietnamese insist be 
kept out of any future political equation — 
include Ta Mok, a ruthless military com- 
mander who operates from the northern 
Cambodian border; former defence minister 
Son Sen, who is thought to be in the same 
area; former foreign minister Ieng Sari, one 
of the most hated leaders who has not ap- 
peared publicly for more than a year, and 
Khieu Samphan, the so-called “acceptable” 
Khmer Rouge leader who is the faction’s 
frontman on the international diplomatic 
stage. 

Some military analysts think the 30- 
40,000 estimate of Khmer Rouge strength is 
misleading, and that the faction’s hardcore 
combat strength is much smaller. Thai mili- 
tary sources say that while discipline is g 
among Khmer Rouge guerillas, there are 
signs that morale is being eroded — particu- 
larly among younger troops. There have 
also been a number of defections to other 
factions. While Khmer Rouge forces still 
carry out successful raids on Vietnamese 
and Phnom Penh troops and installations, 
they sometimes take a pounding in return. 

Vietnamese gunners carried out a devas- 
tating artillery bombardment on a Khmer 
Rouge-controlled border area in Thailand's 
southeastern Trat province in mid-April. An 
estimated 2,700 shells landed in a small area 
over a three-day period. 

It is in this area that there are signs the 
Khmer Rouge may be preparing for a long 
fight, even after a political settlement. In 
May, the Thai authorities and the UN Bor- 
der Relief Operation opened a new camp for 
Khmer Rouge-controlled displaced people 
in Trat province — with the Khmer Rouge's 
concurrence. The camp, Site K, was `- 
tended to house 20,000 people, first tak 
the 6,200 refugees from the nearby Ta Luan 
camp, followed by the 4,400 in Bo Rai camp 
to the north. 

However, when the authorities went to 
Ta Luan to close it and move its population, 
they found only about 1,500 mainly old and 
disabled people left there. The Khmer 
Rouge had moved the other 4,500 able- 
bodied people to join its estimated 15,000 
"hidden population" living in small villages 
along this southern part of the border. 

The Khmer Rouge use these people to 
support their military operations in Cam- 
bodia, sometimes employing them as por- 
ters carrying munitions. Unofficial estimates 
put the Khmer Rouge's "hidden popula- 
tion" along the entire border as high as 
50,000. 

It appears the Khmer Rouge want to 
keep this group under their total control 
rather than allowing them contact with 
Westernrelief agencies — which could weak- 
en their control — as has happened at the 
main Khmer Rouge displaced persons camp 
of Site 8, which houses 37,500 people. m 
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THE 5TH COLUMN 


Bringing Indochina into Asean 


or the past decade Southeast Asia 

has been polarised into two de facto 

blocs with Vietnam's presence in 

Cambodia as the central dividing 
issue. A resolution of this conflict now ap- 
pears distinctly possible, raising the impor- 
tant matter of future relations among the 
countries of these two groups. 

Clearly they do not want to continue in 
the path of confrontation. Leaders like In- 
Annesia’s President Suharto, Thai Prime 

ister Chatichai Choonhavan and Viet- 
namese Foreign Minister Nguyen Co 
Thach, have expressed their desire for 
cooperative relations among all countries in 
the region. The real issue is one of how to 
pursue this goal. 

There are two basic but not mutually ex- 
clusive options. One is the early enlarge- 
ment of Asean to include the Indochina 
countries so that all nine countries will be 
under one regional framework. The second 
option is based on a functional approach to 
cooperation. A new forum comprising all 


. states in the region could be established to 


_ gether under one regional frame- 


. even stronger. Its initiatives would be 
. labelled as partisan and might there- : 


address matters of peace and security. In ad- 
dition there can be other regional organisa- 
tions on a function-specific basis, which 
need not comprise all states. Asean can con- 
tinue with its current constituency and pro- 
grammes. Eventually all these functional 
organisations might be pulled to- 


pe yt 


1e first option appears quite at- 
tractive because of the ultimate aim of 
Asean's 1967 Bangkok Declaration to 
extend participation to all states in 
the region and its appeal to unity. 
Expansion of membership should 
make Asean's regional credentials 


fore be accorded greater weight and 
consideration by the international 
community, while opportunities for 
manipulation and exploitation by ex- 
ternal actors may be minimised. 
Exposure to the habit of consulta- 
tion and cooperation in an Asean 
framework could restrain and mod- 
ify the international orientation, and 
behaviour pattern of the Indochina coun- 
tries. The required accession by these coun- 
tries to the 1971 Kuala Lumpur Declaration, 
calling for a Zone of Peace, Freedom and 
Neutrality, and the 1976 Treaty of Amity 


. and Cooperation would be a boost to the 


Asean approach to peace and security in the 
region. 
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However, ever with the current consti- 
tuency of like-minded states, Asean has not 
been able to make significant headway in 
the implementation of its proposals for 
peace and stability. The inclusion of the In- 
dochina countries is likely to make the har- 
monising of interests even more difficult, 
especially in external relations. 

Although Sino-Vietnamese 
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The proposed Southeast Asia 
forum [incorporating Indochina] 
could be truly a consultative 
body on matters of peace and 
security — very much like Asean 
during the first decade. 
may improve, the many outstanding issues 
including border problems and the conflict- 
ing claims in the South China Sea are un- 
likely to be resolved quickly. Complete nor- 
malisation and the building of confidence 
and trust between these two countries 


would take a relatively long time. Should a 
Sino-Vietnamese conflict break out, Viet- 


relations 
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Vietnam factory: need for massive investment. 


nam would become the frontline state, ex- 
posing Asean to confrontation with China. 

Asean's ability to play a more effective 
role in ensuring peace and stability in post- 
settlement Cambodia would also appear to 
be better served if Vietnam remains outside 
the association and Cambodia remains 
under international guarantee. 
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The inclusion of three socialist economies 
which are essentially at the subsistence 
level, and in dire need of radical reform and 
massive reinvigoration, would add im- 
measurably to the already complex and 
gradual pattern of intra-Asean economic 
cooperation. Despite their differences, 
Asean countries agreed at the 1987 Manila 
summit of their leaders to step up economic 
cooperation. 

Enlargement of Asean also would dilute 
and complicate Asean's dialogue relations 
with its Western economic partners. Not 
only would the agenda become even more 
varied but the inclusion of socialist regimes, 
one of which belongs to the Comecon, the 
Soviet Union's trading bloc, could further 
erode the already modest sympathetic treat- 
ment accorded by the dialogue partners. 
Asean's leverage may be considerably re- 
duced, which might not be advisable at a 
time when Asean should be becoming a 
more effective economic unit if it is to com- 
mand international attention and support to 
safeguard the interests of its member coun- 
tries. 

The enlargement of Asean would also 
impose additional economic and political 
burdens on the association. The reform and 
reinvigoration of the socialist economies 
would require a massive injection of capital, 
technology and market access, which 
is certainly beyond the resources of 
Asean and might also not be readily 
forthcoming from international 
donors. Asean could then be locked 
into a situation in which one-third of 
its member states remain economi- 
cally weak and impoverished. 

An enlarged association would 
have to capture and give full play to 
the dynamics of two quite distinct 
sub-regions — continental and 
maritime Southeast Asia. The exist- 
ence of several poles and the con- 
sequent premium on coalition-build- 
ing would make the association more 
permeable, exposing it to greater 
influence by external powers. The 
competing pulls and pushes could 
dilute the effectiveness of the associa- 
tion, which, if enlarged, would be 
likely to experience a much higher level of 
strain. 

In sum, the nature and cohesion of 
Asean might be affected without signific- 
antly enhancing the prospects for peace and 
stability in the region. Also Asean has 
evolved from being a “forum for discussion” 
to an “action-oriented community” with 
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` not only inhibit further progress but could 
. even be retrogressive. 
. However, the functional approach cap- 
tures the advantages of the first option while 
simultaneously shielding Asean from the 
- many problems discussed above. The pro- 
posed Southeast Asia forum could be truly a 
consultative body on matters of peace and 
_ Security — very much like Asean during the 
-first decade. Frequent meetings at ministe- 
- rial and official levels can facilitate consulta- 
.. tion and cooperation which have been vital 
for Asean’s success. 
The Indochina countries should be en- 
- couraged to accede to the 1976 Treaty of 
Amity and Cooperation and to endorse the 
|. 1971 Kuala Lumpur Declaration. As little 
progress has been made in the implementa- 
“tion of these two accords, there is little 
danger of undoing what has been achieved. 
-Bilateral political and security cooperation 
- should also be encouraged. 











Simultaneously bilateral economic rela- 
tions between the Asean and the Indochina 
countries should be fostered. Gradually the 
Indochina countries could be drawn into 
Asean economic activities on a sectoral 
basis. In this connection, the recent Thai ini- 
tiative to encourage economic cooperation 
among the continental Southeast Asian 
economies should be viewed positively. 

The Indochina countries should be en- 
couraged to reform their economies and to 
promote growth. Flow of international aid, 
trade and investment to these countries 
must be encouraged for developing private 
initiative and market economies in these 
countries. Vietnam gradually should termi- 
nate its membership in Comecon. 

Although less neat, this option provides 
for flexibility and for an adjustment period in 
the development of cooperative relations 
among states which have been basically an- 
tagonistic to each other for almost two dec- 
ades and also have very different political 
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By Frances Williams i in Geneva 


| ritain and Hongkong have opened 

~ B top-level talks with Vietnam which 

could lead to a deal within weeks 

paving the way for the involuntary repatria- 

|. tion of thousands of Vietnamese boat people 

= now in Hongkong who are expected, after 
screening, to be refused refugee status. 

The talks were agreed after behind-the- 
Scenes discussions between British Foreign 
Secretary Sir Geoffrey Howe, Hongkong 
Governor Sir David Wilson and Vietnamese 
-Foreign Minister Nguyen Co Thach, during 
-a 13-14 June UN-sponsored conference in 
. Geneva on the future of asylum seekers in 
. Southeast Asia, now numbering 165,000. 
About 85,000 of these are Vietnamese and 
half of them — over 43,000 — are in Hong- 
kong. 

. The 60-nation conference agreed as ex- 
pected on a "comprehensive plan of action" 
o tackle the continuing flood of would-be 
refugees leaving Vietnam. The plan in- 
cludes measures to discourage clandestine 
departures from Vietnam,  regionwide 
screening in first asylum countries to deter- 
mine refugee status, speedier resettlement 
in the West for genuine refugees and volun- 
tary repatriation "in the first instance" for 
: non-refugees. 

But Britain and Hongkong, backed by a 
number of Western countries including 
Australia and by other first asylum nations, 
“notably Malaysia and Thailand, made clear 




























_ Conference paves way for boat people's repatriation 


Involuntary return 


from the outset that in their view only man- 
datory repatriation of non-refugees could 
tackle the problem on the scale required. 
Screening in Hongkong of some 1,600 Viet- 
namese out of the 25,000 or so arriving since 
the cut-off date for automatic asylum of 16 
June 1988, has resulted in only 158 being 
granted refugee status. This proportion is 
unlikely to change much on appeal. 

The conference was told that most of 
those now flooding into Hongkong, cur- 
rently at the rate of 500 a day, were peasants 
and fishermen from North Vietnam seeking 
a better life in the West. They had no con- 
nection with the defeated US-backed Saigon 
regime during the Vietnam War and thus no 
prospect of resettlement as refugees. De- 
scribing the refugee accommodation situa- 
tion in Hongkong as "desperate," Howe 
and Wilson warned that Hongkong could 
be forced to stop granting boat people 
asylum if no early agreement was reached 
on repatriation of "economic migrants." 


ith the US, France and the UN 
W High Commissioner for Refugees 
(UNHCR) adamantly opposed to 

forced return, the conference agreed that the 
15-nation committee which will monitor the 
plan should review the voluntary repatria- 
tion programme and consider any addi- 
tional measures when it meets in October. 
Britain and Hongkong said they could 
not wait that long. Only a few hundred of 
the Vietnamese boat people in Hongkong 
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and socioeconomic syste 1S. : 
danger that such a loose framework might | : 





facilitate and perhaps even perpetuate the 
operation of two or more "blocs" or clusters. 
These, however, are reflections of objective 
reality and will be found in any regional or- 
ganisation. A looser framework can better 
handle such clusters and minimise the detri- 
mental impact on the association. 

The parallel development of the compo- 
nents of the second option would help to 
minimise suspicion, build confidence, and 
make the eventual enlargement of Asean 
more feasible and acceptable. This process 
may take some time but "making haste 
slowly" is not uncharacteristic in Southeast 
Asia. E 


Muthiah Alagappa, a research fellow in 
international relations at the East-West Cen- 
tre, Hawaii, was formerly senior fellow at 
Institute of Strategic and International Stumes, 
Malaysia. 


have elected to return home, and only 150 
have done so, despite financial assistance 
from the UNHCR and guarantees given by 
Vietnam of non-reprisal. Meanwhile, as 
Howe told the conference, “tens of 
thousands more boat people could have ar- 
rived.” 

The bilateral deal being discussed with 
Vietnam, which is also holding talks with 
Malaysia and Thailand, would be based on 
the voluntary repatriation scheme, under 
which returnees receive “reintegration as- 
sistance” of about US$1,000 each by way of 
food, farm tools and some cash-in-hand. 

Hanoi has said repeatedly that it will not 
accept people returned against their will 
but private discussions showed there was 
"room for a way forward," Wilson said : ^ 
the conference. 

British and Hongkong officials said they 
hope for an accord with Vietnam well before 
the end of the year, which would permit the 
first batch of people definitively refused ref- 
ugee status to return home. 

In addition, Hongkong can expect some 
relief, though not immediately, from deci- 
sions reached at the conference on resettle- 
ment of genuine refugees and an unex- 
pected offer by the Philippines to host a re- 
gional centre for refugees awaiting place- 
ment. Western countries have agreed to re- 
settle within three years all 55,000 boat 
people qualifying as refugees because they 
arrived in first asylum countries before the 
screening cut-off dates (March this year for 
countries of first asylum other than Hong- 
kong). The US has said it will take 50% of 
these, as well as 50% of all those qualifying 
as refugees after screening. Australia has 
agreed to take a further 11,000. 

Meanwhile, a substantial number of 
Hongkong's 15,000. refugees could be trans- 
ferred to the proposed regional TEE 
centre in the Philippines. 
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PACIFIC 


Nauru takes Australia to court over settlement 


Ruined republic 





By Michael Malik in Sydney 
oth physically and socially, the Pacific 


b 


island republic of Nauru has been left 
a devastated no man's land, with a 
ruined environment and people who have 
lost their old values and skills and replaced 
them with mock Westernisation — money, 
junk food and beer. 

The question of the responsibility for the 
havoc wreaked on the 22 km? of Nauru by 

ing the phosphate-rich fertiliser con- 

d in the piles of ancient bird droppings 
which made up most of the island, has been 
long debated. The argument is about to 
enter a new phase with the filing at the Inter- 
national Court of Justice at the Hague by 
Nauru of a claim for an unstated amount of 
compensation from Australia for environ- 
mental damage done under Australian trus- 
teeship before the island gained indepen- 
dence in 1968. 

The British gained mining rights at the 
turn of the century before there was any- 
body around to suggest an environmental 
impact study, or sociologists to warn about 
cultural degradation. Australia is said by 
some sources to have made a poor job of 
preparing Nauru for independence during 
its trusteeship. 

But Hammer DeRoburt, who has been 
president virtually continuously since inde- 
pendence, has been accused in leaked Aus- 
tralian documents of incompetence and ex- 

igance in reducing the economy to the 
brink of disaster while remaining indifferent 
to the health and education of his people. 

Australia, unlike Britain and New Zea- 
land, which shared a trusteeship of the is- 
land after World War I, recognises the 
court's competence in the matter. Australian 
Prime Minister Bob Hawke said on 22 May 
that the case would be strongly defended, 
though drawn-out preliminary procedural 
discussions are expected. 

Hawke said that his government had al- 
ready, in discussions with DeRoburt last 
year, "vigorously" told him that it felt it had 
nothing to apologise for and no reason to 
pay compensation. The Australian position 
is that agreements reached at the time of in- 
dependence exclude any further claims. 

This was not the view, however, of a 
three-man commission of inquiry — set up 
and appointed by the Nauru Government 
— which after a year of hearings in Australia 
and Nauru, came to the conclusion early in 
1988 that compensation of A$72 million 
(US$53.3 million) should be paid for restora- 
tion work to land mined before indepen- 
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dence. The commission's report, which was 
accepted by Nauru and ignored by Austra- 
lia, estimated that total costs of restoration of 
pre- and post-independence mining would 
be around A$215.9 million. 

It is estimated that some 80% of the sur- 
face of the island, consisting mainly of the 
central plateau, has been turned into a lunar 
landscape, uncultivable and uninhabitable, 
stripped of topsoil and the underlying phos- 
phate, with bare coral remaining, in- 
terspersed with tall pinnacles of limestone 
around which the phosphate has been ex- 
tracted. The commission heard expert evi- 
dence that if the limestone columns were 
crushed and mixed with the small amounts 
of remaining topsoil and phosphate and im- 
ported loam, a living environment which 
could sustain vegetation could be created. 

Others who know the island well 
suggest that it would make sense to use this 
area when restored for major building pro- 
jects, such as a badly needed new hospital 
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Phosphate mining in Nauru. 





and schools, government buildings and a 
new airport, relieving the drastic over- 
crowding on the thin coastal strip which is 
still vegetated but where all public buildings 
and housing are situated — a problem 
exacerbated by the more than three-fold in- 
crease in the population since independence 
from around 2,000 to more than 6,000, plus 
about 2,000 or more foreign workers. 

The commission of inquiry rejected the 
Australian claim that by selling the remain- 
ing mining rights held by the British Phos- 
phate Commissioners — which had held 
them from the time the island was taken 
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away from Germany after 1918 — to the i 
dependent Nauru Government for A$: 
million, it had absolved itself of any furth: 
claims for compensation. 

During the trusteeship period the loc 
people received royalties for land bein 
mined, but though they are estimated | 
have one of the highest per-capita income 
in the world, they maintain they we 
cheated by the British selling the fertiliser i 
the three trustee countries at below its re 
value. 

The government has been since ind 
pendence earning some A$100-120 million 
year from phosphate exports, but it is es 
mated the deposits will be exhausted with 
another five or 10 years. The commissic 
took the Nauru view that those miner 
rights belonged to the Nauru people in tl 
first place and could not be sold back 
them. 

Australia, which carried the burden 
administering Nauru for the two other tru 
tee nations while a lot of the profits went 
London, has become increasingly irritat 
by the claims and by DeRoburt. Althougt 
has not publicly acknowledged their acc 
racy, the Foreign Affairs Ministry has r 
denied what were said to be departme 
documents published by Australian joi 
nalists Brian Toohey and William Pinwill 
September 1988. 

The documents reportedly said that th 
foreign minister Bill Hayden endorsed 
highly critical assessment of DeRoburt ma 
by former Australian high commissioner 
Nauru, Ross Smith, who charged I 
Roburts incompetence and extravagar 
with nearly destroying the local econon 
Meanwhile, the report said, nearly 50% 
the Nauruans suffer from diabetes due t 
diet of imported processed food and exc 
sive consumption of alcohol. Few of th 
work, relying on imported labour, and tl 
have lost old skills such as fishing. Hayc 
is said to have commented that “we have 
obligation to pay for his [DeRoburt's] E 
digious improvidence — and we should 
firm with him on that." 

Other well-informed Australian offic 
feel that, while much of this criticism is | 
tified, the Smith report was lacking in sj 
pathy for the devastating effect the colo 
operations have had on Nauruan social « 
looks, and failed to take account of the 
that the trusteeship nations neglected 
educate or prepare Nauruans for indep 
dence and excluded them from all loca 
fairs. 

Little detail is known of the Nauru C 
ernment trust fund, the earnings f 
which are supposed to replace phospl 
earnings. There are no national accot 
and no details published of returns or 
vestments. The book value of investmer 
put at A$1 billion, and the last official fi; 
available is that these investments v 
earning about 1476 a year. 

But it is also believed that some of 





: money has been lent to the government and 
~~ to the local government council, and some 
may have been mortgaged as collateral on 
loans. It is believed the trust lost around 
A$70 million in a joint venture in the Philip- 
pines, and some Pacific hotel ventures have 
.been described as "disastrous." 
55. Expenditure is said to have been reck- 
-= less, and several ventures have been virtu- 
i; ally written off. The Nauru shipping fleet is 
-. now reduced to two ships, both in foreign 
-< dry docks and both for sale. The never-via- 
`< ble Air Nauru, which has three Boeing 737s, 
= has been unoperational since 1988 because 
of the refusal by New Zealand authorities to 
^. grant it an airworthiness certificate following 
*.. a dispute with pilots over safety. It currently 
=- operates on a charter basis — and the char- 
= ters are mainly for the government, with 
. many of them for personal trips by De- 
_ Roburt, who has been known to fly alone 
- from the island to Hongkong for shopping. 
| Landowners are paid a lump sum when 









their land is first mined, and then royalties 


are paid into a trust fund which is to pay a re- 
mittance in 1995, towards the end of mining. 
Each individual receives a statement of de- 
posits, but there are no overall figures re- 
leased, and Nauruans are sceptical about 
what state this fund will be in by the time 
payment is due. 

The whole financial situation was further 
complicated by a disastrous fire in govern- 
ment offices last Christmas Eve, which vir- 
tually destroyed records in the prime minis- 
ter's and chief secretary's offices and in the 
ministries of finance and foreign affairs. 
Documents destroyed included the vital 
land registry, on which payments to land- 
owners is based, and most of the country's 
financial records. 

There have been strong suspicions voi- 
ced about the origin of the fire and about the 
lack of speed and vigour with which it was 
tackled by the local fire brigade, which was 
late on the scene and ran out of water. The 
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- Tribal insurgents try to disrupt lull council polls 


| — tactics 


. ByS.KamaluddininDhaka — 


espite concessions by the central 
government earlier this year to tribal 
n people living in the Chittagong Hill 
. Tracts (CHT), insurgents of the outlawed 
. Shanti Bahini (Peace Force) have stepped up 
action to disrupt the 25 June elections which 
will provide limited autonomy to the region. 
.... In March, parliament agreed to the setting 
up of three hill district councils — Ran- 
. gamati, Bandarban and Khagrachari — 
. - which will be largely autonomous and di- 
|, rectly elected by tribals, mainly ethnic 
|. Chakma people. 
-= Powers vested in the proposed new 
n councils would seem to give the tribals suffi- 
-dent authority to prevent the inflow of the 
Bengali settlers to the districts, the chief 
complaint of the tribals since Bengalis were 
settled i in the CHT as plantation workers and 
derks by the British administration in the 
9th century. However, thei insurgents have 
said they believe these provisions are not 
nough and are pressing for total autonomy 
-from Dhaka's control. Some observers said 
.they believed the insurgents felt the elec- 
“tions would threaten their influence in the 
CHT. 
= The councils will have a majority of tribal 
representation and invariably a tribal chair- 
“man, and will be able to appoint their own 
“police. More importantly, the councils also 
_will have the powers to approve or reject the 
“transfer or sale of land rights in the territory, 
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and to repossess any land obtained by unfair 
means. 

Interestingly, following the March legis- 
lation, a section of the Indian press, includ- 
ing The Statesman newspaper and the mass- 
circulated  Bengalidanguage Anandabazar 
Patrika, dearly suggested that the insurgents 
who have been carrying out raids against 
Bengali settlers in the CHT and then shelter- 
ing in refugee camps in adjoining Indian 
provinces, have no reason to prolong their 
stay and should return home. This is the 
first evidence of a shift in Indian sympathies 
since the tribal insurgency surfaced in the 
area in the early 1970s. 

Meanwhile, the Shanti Bahini has step- 
ped up the violence in the CHT along the 
areas close to the Indian state of Tripura, ap- 
parently to intimidate people from voting. 
They have killed more than 12 people, in- 
cluding one tribal and one Bengali sub-dis- 
trict chairman in Rangamati and Khag- 
rachari respectively and an editor of a Ben- 
gali weekly newspaper in Rangamati. 

The Bengali settlers, according to sources 
in Dhaka, reacted sharply following the kill- 
ing of the Bengali chairman in Khagrachari 
on 3 May and razed a tribal village, reported- 
ly killing at least five people. However, the 
local authorities soon brought the situation 
under control and provided funds and other 
facilities for the resettlement of the victims. 
Precautions by the administration prevented 
any incidents in Rangamati town following 
the killing of the Bengali editor on 2 June. 








economy y will probably ra never rbe kn | 

Some Australian officials believe that 
perhaps it is not too late for the economic 
situation to be rescued, but are pessimistic 
about things improving while DeRoburt re- 
mains in power — which he almost certainly 
will until his death, given the lack of any- 
thing but token opposition. Although he is 
rarely on the island, he makes all vital finan- 
cial as well as political decisions. 

DeRoburt is 66 — already way past the 
present Nauruan life expectancy of a mere 
50 years, and some observers believe that a 
restoration of the island's fortunes and of the 
previous "special relationship" with Austra- 
lia will have to await a generational change. 

But a sign of thelow ebb of their relations 
is the fact that Australia has no plans to re- 
place its high commissioner who was expell- 
ed in January after she was accused of 
plying New Zealand with information avus: 
Air Nauru which led to its grounding. m 


Local leaders in the Khagrachari, Pan- 
chari and Langdu areas claim that several 
thousand tribesmen had fled either to the 
jungle or into Indian territory after each inci- 
dent undertaken by the Shanti Bahini, for 
fear of possible retaliation from the Bengali 
settlers. 

Samiran Dewan, a tribal leader and the 
chairman-elect of Khagrachari District 
Council, told a group of newsmen repre- 
senting foreign media that they were happy 
about the election “as it will allow the local 
people to manage their affairs, compared to 
the existing system under which the officials 
determine what's good and bad for the 
people." 

An informed source in the CHT told the 
REVIEW that the insurgents feared that *-^ 
elections would threaten their own lea 
ship, and said they were known to be plan- 
ning a major armed action in the area prior 
to the polls. The ordinary tribals in the CHT 
were generally reluctant to be actively in- 
volved in politics and social work as they 
were afraid of the Shanti Bahini, the sources 
said. But once the elections are held and the 
new district councils with majority tribal 
representation begin handling their own af- 
fairs, the situation is likely to undergo radical 
changes against the interests of the insur- 
gents. 

The Bangladesh authorities have made 
several attempts to sort out the question of 
the return of about 24,000 tribal refugees 
(India claims a higher figure) living in camps 
in India. Two official delegations visited the 
refugee camps last month to finalise the 
modalities for their retur 

However, observers in 1 Dhaka said that 
even if the government was able to hold the 
election in the face of the Shanti Bahini op- 
position, no permanent solution could be 
reached in the CHT without a settlement 


with the insurgents. - g 











" ASIA 





| Violence i in Uzbekistan has moii in niodd crisis 










ie Quinn-Judge i in Moscow 


he. violence of apparently well-or- 
g Uzbek gangs against the 
E Meskhetian population in the Soviet 
republic of Uzbekistan in late May and early 
June has given fresh meaning to the Russian 
word. pogrom. By 13 June, 90 bodies had 
been found in the Fergana Valley region 
where the clashes took place, more were still 
being dug out of burned-out homes and 
| it 1,000 people, mainly Meskhetians, 

been injured, according to the Soviet In- 
terior Ministry. The ministry has deployed 
12,000 troops and has sent 200 government 
investigators to establish who was behind 
the disturbances. 

The bloodshed in the Soviet Union's 
most heavily populated Central Asian re- 
public, has forced Moscow to look more 
dosely at the social and economic crisis 
which some observers believe is at the root 
of the violence. At the same time, it has 
brought into stark relief the ambiguous at- 
titude of the local party towards the central 
government. 

The: Meskhetians, an Islamicised, Tur- 
kified group whose homeland is in Georgia 
near the border with Turkey, were deported 
by Stalin to Central Asia in 1944. At the time 
they were accused of having links with the 
intelligence service of "a neighbouring, un- 
friendly government." Since then they have 

le many petitions to return to their 

ieland, which was turned into a special 
border zone and has remained largely un- 
settled. Only a few of the estimated 300,000 
Meskhetians who have been living in Cen- 
tral Asia have returned to Georgia in recent 
years, but now Premier Nikolay Ryzhkov 
_ has said that their demand to return will be 
. studied. Already 16,000 have been flown to 
Central Russia, out of a temporary camp in 
. Fergana, while others are said to have cross- 
N ed the border into the neighbouring republic 





"m Clearly, in the densely populated Fer- 
"gana Valley, competition for land and jobs 
had created a potential trouble spot. Uzbek 
writer Timur Pulatov wrote in Moscow News 
.on 18 June that before the flare-ups, 
rumours were circulating about preferential 
treatment for the Meskhetian Turks in ob- 
taining land for housing, or choice jobs in 
- trade and cooperatives. Other sources have 
pinned the immediate blame on the ap- 
pointment of an ethnic Russian as party first 
secretary i inthe town of Kuvasai, east of Fer- 

ana, who was said to have given the 

Meskhetians all the key posts. The local au- 








e tensions 


thorities seem to have taken no action to de- 
fuse the tension and one Meskhetian, 
lawyer Ibrahim Gaziev, who warned the 
Uzbek party central committee about at- 
tempts to provoke his community, report- 
edly was told that the situation was under 
control. : 

The prevailing view in Moscow is that 
the violence was masterminded by criminal 
elements who pulled idle youth and dis- 
gruntled nationalists into their scheme. 
Sovietskaya Rossia reported on 15 June that 
they were not simple hooligans, but ex- 
tremists carrying out tactics worked out well 
in advance and aimed at destabilising 
Uzbekistan and the whole country. 

This report implied that the trouble was 
fanned by rumours of alleged "horrors" 
which purportedly took place on 23 May in 
Kuvasai, which presumably the Meskhe- 
tians were accused of committing. The re- 
gional party's response to these rumours 
was slow — not until 10 June did they put 


out their own leaflet to counteract them, € 




















titled "The truth about Kuvasai." 

The groups which attacked Mes 
homes included former members of the 
gans of internal affairs,” who had be 
graced for bribery and other crimes, 
newspaper Izvestia reported on 17 June 
head of criminal investigation in the 


newsagency that some of the youths 
took part in the pogroms were paid. . 








cohol or drugs. By 13 June, 556 people ha 
been arrested on suspicion of involvement 
inthe disturbances, the ministry announced. 

But as most reports admit, there w 
more than a criminal aspect to the unre 
Growing Uzbek ethnic and Islamic con- 
sciousness seems to have come into: play, 
judging by the slogans advanced by some of 
the participants. The irony is that the Uz- __ 
beks also are ethnically Turkic and speak a 
Turkic language. According to Pankin, . 
among the active participants in the events 
were many representatives of the intel 
ligentsia, including informal groups leading __ 
a campaign for Uzbek tobe made the repub- 
li's national language. Pankin accused _ 
these groups of failing to try and stop the 
rioting youths and said a role was played by . 
the “passive non-interference of the major- 
ity of the population." eo 
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LDP may scrap rice reform to hold farm vote 


Rice-bowl politics 


By Charies Smith in Tokyo 


apars ruling Liberal Democratic Party 

- (LDP) is at such low ebb that it may be on 

| the point of reversing one of the funda- 
mental policies of the administrations of 
former prime ministers Yasuhiro Nakasone 
and Noboru Takeshita — rationalising the 
country's rice indus 

The LDP has “virtually” decided not to cut 
the price at which the government buys rice 
from farmers this year, Japan’s media say, 
because to do so would be a sure recipe for 
losing the already disaffected farm vote in 
July's upper-house parliamentary election. 
A top party official in charge of farm policy 
told the REVIEW that it was untrue the party 
had reached a decision on rice. 

However, the official did admit that 
farmers have been alienated by the “too 
rapid” farm liberalisation policies pursued 
under Takeshita and may be deserting the 
party in droves. The only way to deal with 
this situation may be to overrule officials 
at the Ministry of Agriculture (MoA) who 
are insisting that the government should 


© FAR EASTERN ECONOMIC REVIEW 0. 


press on with rationalising the industey 
The producer price of rice, which has | * 
long been regarded as the symbol of farm 
protection in Japan, was cut for the first ime- 
in 31 years in 1987 after the Central Union of 
Agricultural Cooperatives (Zenchu), Japan's _ 
main agricultural lobbying organisation, de- 
cided to abandon its earlier high-pressure — 
tactics for forcing price increases in the light _ 
of evidence that it was alienating consu 
ers. In 1988, with the US rice produce 
lobby demanding the isation - 
Japan's rice imports, Zenchu. and the 
government committed themselves more 
strongly to rice industry rationalisation. — 
On the farmers’ side, a policy researct 
paper was produced suggesting that Japan 
should set itself a target of cutting rice p: 
duction costs by 30% before the year 2000 
The MoA proposed a system under wt 
government support prices for the indus: 
would in future be based on the estimat 
costs of only the largest rice produce 
those with farms of 1.5 ha orlarger. T 
justified on the grounds that small pr 
cers were either part-timers, and thusr 



























need of government Mods or 'too uer to 
survive anyway in the competitive environ- 
ment the industry would soon be facing. 
> The Moa proposal was bitterly fought by 
Zenchu, which claims the system would 
mean taking only 4% of Japanese farmers as 
the basis for calculating the entire industry's 
rice production costs. However, Zenchu 
was unable to stop the government from an- 
nouncing that the new system would be put 
into force in 1989, If the Moa has to back 
down on this commitment, the blow to 
Japan's credibility will be very serious, LDP 
© Officials concede. 
: x US rice lobbyists, who have been de- 
. . manding the liberalisation of rice imports on 
|. ; the grounds that the present system is un- 
-fair to Japanese consumers, could also be 
. aroused. The US Rice Millers’ Association 
~ daims Japanese housewives pay five times 
-as much for their domestically grown rice as 
‘they would if they bought the same product 
in a California supermarket. 
- The main argument for dropping the 
|. « MOA rationalisation policy and freezing the 
ree support price is that Japanese farmers 
= have taken "too much punishment, too 
_ quickly” during the past 12 months. To- 







charge of farm policy, said the social damage 
done by over-hasty liberalisation or ration- 
alisation of Japanese farming could far 
outweigh the economic benefits. Zenchu, 
not surprisingly, agrees. 

The more immediate reason for letting 
farmers off the hook this year is that freezing 
the rice price may be the only way to prevent 
the disintegration of the ruling party's rural 
support base. Iwakura admits that farm or- 
ganisations in such rice-growing areas as 
Niigata and Tohoku are deserting the party. 


survey by the Mainichi newspaper 
suggests the the LDP's farm vote may 
have dropped by 20-30% in a series of 
recent national by-elections and prefectural 
elections for governor where the govern- 
ment either lost or scraped through with 
sharply reduced majorities. The newspaper 
said a total of 31 local farm organisations 
have announced that they will not be voting 
LDP in future. Of these 18 have vowed not to 
vote LDP in any elections, whether national 
or local. 
A decision to freeze the rice price might 
enable the party to scrape by in quite a few 
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- . Moscow meeting provides more smoke than light 
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-By Shim Jae Hoo Jae Hoon in Seoul 
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he surprise meeting in Moscow be- 
tween South Korean opposition 
B leader Kim Young Sam and a senior 
_ North Korean communist party official, Ho 
-Dam, failed to provide any fresh impetus to 
the stalled inter-Korean dialogue, but it did 
yield new insight into Pyongyang's basic 
oal of keeping Seoul off balance over the 
issue of North-South negotiations — and 
into the Soviet Union's willingness to be 
.seen acting as conciliator between the di- 
vided nation. 
.. Kim's two-hour talk on 6 June with Ho, 
‘chairman of the North Korean Committee 
x Peaceful Reunification, was secretly ar- 
ranged by the Soviet authorities. It was the 
'st concrete move demonstrating Soviet in- 
rest in playing a middleman's role in the 
issue of Korean unification. 
-Soviet attitudes towards South Korea 
have changed under the regime of Soviet 
‘President Mikhail Gorbachov, as shown by 
‘its readiness to trade and to develop cultural 
links. By inviting a major opposition figure 
from Seoul — Kim was the guest of the Insti- 
tute of World Economics and International 
Relations, a Kremlin think tank — the thaw 
has moved into political relations. 


. Korean ches S 


As if to confirm this, an official commen- 
tary by Radio Moscow on 13 June recog- 
nised "the existence of two [different] 
states" on the Korean peninsula — a posi- 
tion challenged by Pyongyang — and stress- 
ed the "importance of developing peaceful 
coexistence and dialogue between the North 
and South Koreas." 

Ho, a 64-year-old former foreign minister 
and deputy premier, ranks third or fourth in 
North Korea's politburo. Trained in Mos- 
cow and married to the cousin of North Ko- 
rean President Kim Il Sung, he has taken 
charge of sensitive negotiations with the 
South since 1982. He is believed to have 
made at least one other secret trip to Seoul 
but this has never been confirmed. 

Ho, according to Kim Young Sam and 
his aides, focused on two points. He invited 
Kim to visit Pyongyang immediately to dis- 
cuss "reunification" of the peninsula with 
Kim Il Sung. An aircraft was ready to fly him 
to Pyongyang, so all Kim Young Sam 
needed was to "make up his mind," he was 
told. 

Ho insisted also that the South Korean 
opposition should depart from the govern- 
ment's view on the matter of inter-Korean 
relations, saying it should endorse dissident 
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momitsu Iwakura, a senior LDP official in - 


house lectione analysts believe. But the LDP - E 
would still be likely to lose the election over- 
all by failing to gain the 54 seats needed to 
maintain a bare majority over other parties. 
Iwakura said the impact of the govern- 
ment's tax-reform policies followed by the 
Recruit scandal has been to give consumers 
the idea that politicians are happy to take 
more money from the public through taxa- 
tion while helping themselves to cash 
through illicit share transactions. 

The attempt to give the party a new face 
by appointing Sosuke Uno as prime minis- 
ter has been a disaster, LDP insiders admit. 
Uno's alleged payments to a Geisha for "sex- 
ual services" in 1985 has enraged female vot- 
ers, who were already up in arms over the 
“unfairness” of the tax reform. 

The Lpp’s plight has now reached the 
point where the party has a case of poli 
AIDS, a party insider told the REVIEW. If thus 1s 
too harsh a comment on the ruling party as a 
whole, it may still apply to its top leaders. 
According to the Asahi newspaper, neither 
Uno nor Takeshita has received a single re- 
quest to speak on behalf of an LDP candidate 
at the 2 July Tokyo municipal elections. m 


students going to North Korea to participate 
in the International Youth Festival opening 
in Pyongyang in July. Otherwise, his posi- 
tion lacked any new initiatives. 

Kim Young Sam declined the offer to 
visit Pyongyang, perceiving it as a prop- 
aganda ploy designed to create a second 
Moon Ik Hwan affair. The unauthorised trip 
to the North by dissident Christian leader 
Moon in March embarrassed the Roh Tae 
Woo government in Seoul, making it appear 
as if it lacked a national consensus behind its 
inter-Korean policy. Moon has been je?!^? 
on charges of breaking the South’s nati 
security law. 

Outlining the position of his Reunifica- 
tion Democratic Party (RDP), Kim Young 
Sam welcomed a “diverse discussion” of the 
issue of inter-Korean relations but held 
firmly to the belief that the main negotiating 
channel should be the Roh government. 
"You miscalculate the situation in the 
South," he told Ho. 

Instead, Kim Young Sam proposed re- 
sumption of dialogue on all existing levels — 
between parliamentary groups, Red Cross 
societies, economic and sports delegations, 
and above all at a summit between Roh and 
Kim Il Sung. He also proposed sending 
1,000 students to the North in exchange for 
an equal number to the South. 

Whatever else comes from the Moscow 
meeting, Kim Young Sam's handling of the 
meeting with Ho, his willingness to keep 
Roh informed and, perhaps above all, his in- 
sistence on a bipartisan approach to the 
North Koreans, have strengthened his pre- 
stige and position in the South as a responsi- 
ble centrist. n 
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THAILAND 


Military lose important parliamentary vote 


Senate skirmish 


By Rodney Tasker in Bangkok 


t was a sign of the political times in Thai- 

land. A parliamentary vote on a con- 

stitutional amendment designed to en- 
hance elected MPs' strength in the legisla- 
ture ran roughshod over an attempt by a 
cabal of military senators to block the 
change. 

The first reading of two amendment bills 
at a joint session of the House of Representa- 

s and the senate on 14 June sailed 
tnrough with a vote of 392-1. The passage re- 
quired a majority of at least 313, or half the 
combined houses. Although two-thirds of 
the senate did not attend, 42 members of the 
majority military faction in the upper house 
abstained — presumably thinking there 
would be too few MPs voting to carry the 
bills through. 

One surprising aspect was that both gov- 
ernment coalition and opposition parties in 
the 357-member lower house voted to- 
gether. The original opposition-sponsored 
amendment proposed an immediate con- 
stitutional change, making the lower house 
speaker the overall president of parliament 
— à position currently held by the senate 
president. 

The subsequent bill drawn up by govern- 
ment parties — and the one most likely to 
gain final approval after the next two read- 
ings — was the same apart from stipulating 
"--* the amendment should take effect after 

next general election in three years' time. 

This was seen as a compromise, with 
some military leaders — while probably not 
wanting the constitutional amendment at all 
— thought to be concerned that senate pre- 
sident Van Chansue should be allowed to 
serve out his term as president of both 
houses. Van, a wealthy businessman and 
former chief adviser to Prime Minister 
Chatichai Choonhavan, is known to be close 
to Army Commander Gen. Chaovalit 
Yongchaiyut. 

Chaovalit and other top generals were 
among the senators who significantly did 
not attend the reading. The previous week 
Chaovalit had issued an order that military 
officers — normally rather talkative — 
should henceforth stop commenting on po- 
litical affairs. 

Whether the army commander was di- 
rectly involved in the move by the senate 
coordinating committee to urge senators to 
abstain in the amendment vote, thus hold- 
ing up the charter change, is not known. 
The committee told senators the proposed 
amendment bills “go against the principle 
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that the senate should 
lead the House of Repre- 
sentatives in parliament.” 

In the event, only the 
group of military officers in 
the 267-member senate, 
whose members are ap- 
pointed by King Bhumibol 
Adulyadej on the recom- 
mendation of the prime 
minister, complied. Among 
51 senators who broke 
ranks and voted for the 
bills were a few retired 
military officers, but the 
majority were civil servants, 
academics and advisers to 
Chatichai. 

Commenting on the fact that Chaovalit, 
who is known to nurture political ambitions, 
muzzled his officers before the vote, one op- 
position MP told the REVIEW: "One can see 
that Chaovalit now knows his role . . . the 
vote shows that the house is ready to as- 
sume the lead role in parliament." 





Chaovalit: absent. 


In the past, MPs in the house would 
have had serious thoughts about challeng- 
ing the will of the military-dominated se- 
nate. In effect, the senate is the one legiti- 
mate political arena open to a military whose 
leadership has often tried in the past to in- 
timidate civilian politicians. 

During a controversy over a military- 
backed proposed constitu- 
tional amendment in early 
1983, then army commander 
Gen. Arthit Kamlang-ek 
publicly aired his irritation 
with MPs’ opposition, and 
one of his senior generals 
even warned that the army 
might have to carry out an 
“exercise.” The amendment 
to allow government offi- 
cials, including military offi- 
cers, to hold political posts 
was not passed. 

These days in Bangkok 
references to the military's 
political potential are heard 
less and less, and the word 
“coup” is rapidly disappear- 
ing from the political vocabulary. This 
largely reflects the civilian government's 
apparent stability and popularity. “The 
amendment vote was an illustration of the 
declining public political role of the mili- 
tary,” one diplomat commented, stressing — 
the word “public.” = 
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Sri Lanka demands the withdrawal of Indian troops 


Notice to quit 


By Salamat Ali in New Delhi 


ri Lankan President Ranasinghe Pre- 

madasa's surprise public demand 

early this month for the withdrawal of 
the Indian Peace-Keeping Force (IPKF) in his 
country by the end of July has caught New 
Delhi off balance. However, Premadasa's 
latest move was foreshadowed by his deci- 
sion in May to begin negotiations with the 
rebel Liberation Tigers of Tamil Eelam 
(LTTE), whose guerilla activities were the 
major justification for the July 1987 Indo-Sri 
Lankan accord to station the troops. Domes- 
tic critics of Indian Prime Minister Rajiv 
Gandhi have begun describing his Sri Lanka 
policy as a shambles while some Indian 
policymakers warn that an immediate troop 
withdrawal could result in an upsurge of 
Tamil violence. 

Gandhi's domestic critics — while saving 
their ammunition for a national election 
campaign due to begin in about two months 
— are saying privately that Gandhi should 
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have accepted the suggestion made by Col- 
ombo before the two countries signed the 
accord to assign the peace-keeping role to 
the UN, the South Asian Association for Re- 
gional Cooperation (Saarc) or the Common- 
wealth. While reluctant to be quoted, they 
add that the prime minister has wasted a lot 
of money and caused thousands of Indian 
casualties in discovering the hazards of play- 
ing the regional policeman. 

Unease initially surfaced in New Delhi 
late last year when Premadasa declared after 
his election that he would sign a treaty of 
friendship and peace with India to replace 
the 1987 accord. This was thought by some 
politicians to be an attempt to get out of the 
commitment allowing the continuing pre- 
sence of the IPKF in Sri Lanka’s Tamil-major- 
ity Northeastern province. 

The suspicion hardened when, without 
India’s involvement, Premadasa opened his 
dialogue last month with the LTTE, whose 
guerilla war against Colombo was the pri- 
mary reason for Premadasa’s predecessor, 
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Junius Jayewardene, to issue 
his invitation to the Indian 
army. But the speed of the 
next development surprised 
India: on 1 June, Premadasa 
in a public speech asked 
India to withdraw its troops 
before the end of July and 
sent a senior diplomat to 
New Delhi to make the de- 
mand official. He further 
warned that he would be un- 
able to host the scheduled 
November Saarc summit 
with foreign troops on his 
soil. 

India’s official response 
was that it had begun the 
phased withdrawal of its troops even before 
Premadasa’s demand. About 8,000 soldiers 
had been pulled back by early May, with 
perhaps 40-50,000 remaining. But New 
Delhi said that further withdrawals must be 
linked to the transfer of more state powers to 
the Tamil government in the Northeastern 
province, established with IPKF backing after 
polls late last year. Indian Defence Minister 
K. C. Pant said India, as guarantor of the 
1987 accord, was obliged to ensure that all 
the conditions laid down in it were com- 
pletely fulfilled. 

Privately, Indian leaders express anger 
over Premadasa serving them notice to quit 
in public instead of taking up the matter 
through discreet diplomatic channels. They 





Trooping home 





Premadasa: demand. 


said that his enthusiasm for 
his current dialogue with the 
LTTE was highly misplaced 
and that he was conve- 
niently ignoring the fact that 
the guerillas had been forced 
to talk with him only because 
of the IPKF's pressure. 

Some of the Indian 
policymakers believe that 
Premadasa' s demand for 
withdrawal was more for 
domestic political consump- 
tion and less due to any 
genuine desire to see the IPKF 
depart immediately. The de- 
mands brought him instant 
support from the LTTE as well 
as from extremist terrorists belonging to 
majority ethnic Sinhalese groups, and he 
was calculating that it would ease pressure 
on him from both sides of Sri Lankan poli- 
tics. 

But, these policymakers have argued, 
Premadasa could not be unaware of the in- 
evitability of Sri Lanka going back to square 
one in the wake of an abrupt Indian with- 
drawal. The Indian army's place will have to 
be taken by Sri Lanka's Sinhalese soldiers 
whose excesses in the Tamil areas since 1983 
had led to the exodus of refugees to India 
and increased guerilla activity. It is further 
argued that Premadasa knew that because 
of the likely political fallout in India's Tamil 
Nadu state, New Delhi remained firmly op- 
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posed to the emergence of a separate Tamil 
state in Sri Lanka. 

One genuine worry New Delhi has, is 
the effect of an abrupt withdrawal upon the 
cadres of the Eelam People's Revolutionary 
Liberation Front (EPRLF) and other Tamil 
groups which have collaborated with India. 
The EPRLF defied the LTTE call to boycott the 
last general elections in the Northeastern 
province and currently governs there, and is 
totally dependent upon the IPKF presence. 

Many analysts believe an Indian with- 
drawal now would result in a general mas- 
sacre of the cadres of the EPRLF and all other 
Tamil groups that collaborated with the In- 
dian army. Indian leaders argue that the 
LTTE is a fascist body that does not believe in 
multiparty democracy. Chief Minister of 
Northeastern province Vardarajan Perumal 
already has declared that an immediate 
withdrawal of the Indian army would | 
to the LTTE declaring Eelam — an indepen- 
dent homeland of Sri Lankan Tamils — in 
the province and the disintegration of what 
had been achieved to date. 

However, north Indian opposition lead- 
ers said that India was paying in blood and 
money for a continuing presence that no 
longer served any purpose. Should the talks 
between the LTTE and Premadasa succeed, 
the remaining justification for keeping the 
troops in Sri Lanka would have gone. Thus, 
if India did not quit immediately with dig- 
nity, it might be forced to do so in the future — 
with obvious loss of face. a 


come bogged down in a guerilla war against the Liberation Tigers 


of Tamil Eelam (LTTE), which enjoys broad support from the local 


population. 


At the same time, dozens of military casualties continue to ar- 


According to India's media, the Indian army is convinced that if 
its role in Sri Lanka continues along present lines it will find itself 
in a no-win, protracted counter-insurgency campaign. Senior 
army officers have reportedly told the government of the need to 
get out and are said to have been promised a phased withdrawal 
— dependent upon political developments. 

Apart from the 8,000 troops already withdrawn, another 8- 
10,000 soldiers are due to pull out by August. The total acknow- 
ledged strength before the withdrawal began was around 48,000. 

One of the first units to leave was a para commando battalion. 
The unit returned to India in late April after a 21-month tour of 
duty in Sri Lanka where three of its officers were killed and 47 sol- 
diers either died or were maimed. 

India's Sri Lanka operations are based on four army divisions 
that, until April, comprised 15 infantry brigades, the 65th Ar- 
moured Regiment and support units. The island is divided be- 
tween the four divisional headquarters for operational purposes. 
The 57th Mountain Division (normally based in Mizoram) covers 
the Batticaloa sector, the 4th Infantry Division (Allahabad) oper- 
ates in the Vavunia area, the 54th Air Assault Division (Secun- 
derabad) is on the Jaffna peninsula and the 36th Infantry Division 
(Sagar) covers the Trincomalee sector. | 

These troops, supported by Indian Air Force helicopter gun- 
ships and elements of the Indian Navy's Eastern Fleet, were 
tasked with protecting Tamils in Sri Lanka. Instead, they have be- 
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rive at hospitals in India each month. And though no official 
casualty figures are available, it is admitted that some 1,000 sol 
diers have been killed — almost 40% of the casualties are cause 
by booby traps or mines. In exchange, Indian soldiers claim to 
have killed 1,200 Tamil militants, wounded 850 and ca 

904. They say the LTTE guerillas fighting them throughout North- 
eastern province total a little over 2,000, but admit it would take 
another 10 years to wipe them out. 

Lieut-Gen. A. S. Kalkat, commander of Indian forces in Sri 
Lanka, said in an interview in May that the purely military task 
assigned to him was over and what remained was a politico-mili- 
tary problem. 

Indian Prime Minister Rajiv Gandhi is aware of the military's 
sentiments. He told a conference of army commanders in New 
Delhi in April that the time had come to think seriously of with- 
drawing most of the troops from Sri Lanka at the earliest oppor- 
tunity, but without losing any of the gains already made. He said 
he wanted to ensure the devolution of real power to the elected 
government in Tamil-majority Northeastern province so it could 
resist any post-withdrawal destabilisation. 

But as the LTTE continues to exact its toll of dead and 
wounded Indian soldiers in Sri Lanka's jungles while making 
headway at the conference table in Colombo, it is becoming in- 
creasingly hard for Gandhi to attain his stated goal without losing 
credibility — which is a risk he may not wish to take in this elec- 
tion year. u Salamat Ali 
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DEREK DAVIES 





Traveller’s Tales 


lthough occasionally serious, this 
column’s main function (as I inter- 
pret it) is to act as did the old court 
jesters of yore, providing satirical 
and comic relief to the court’s main business 
(that is, the weekly REVIEW). All jesters are 
sometimes jarring and, because our other 
pages (and indeed our covers) have pro- 
vided excellent coverage of the tragedy 
being played out in China, this column has 
carried on with its attempts to produce a few 
~ Ckles. 
aughter sometimes conquers tears. 
During the massive demonstrations of pro- 
test in Hongkong outside Peking’s major 
presence, the Xinhua newsagency building 
in the Wanchai district, someone released a 
small pig with the characters for the Soviet- 
trained, new strongman of China, Premier 
Li Peng, painted on its back. As the main 
crowd dispersed, the small pig was left be- 
‘hind, and was found and duly handed over 
to the Hongkong bureaucracy. In its humor- 
ous way, this discovery was recorded in the 
Hongkong Government's official gazette as 
follows: 

POUNDS ORDINANCE (Chapter 168) 
On 24 May 1989, one piglet was found 
opposite to Xinhua News Agency Building, 
Queen's Road East, Wan Chai, Hong Kong 
without any person having the charge 
thereof. The animal has since that date been 
impounded at Shek Wu Hui Government 
Kennels. If within seven days of the publi- 

‘on of this notice that expenses of im- 
. mding and keeping the animal and of 
the publication of the notice are not paid by 
its owner, the said animal will be dealt with 
in accordance with section 4(2) of the 
Pounds Ordinance. Lawrence H. Y. LEE 
9 June 1989 Director of Agriculture 

and Fisheries 

If the Hongkong authorities had sin- 
cerely been interested in tracking down the 
owner of the animal, the gazetted item 
might have mentioned its distinguishing 
marks, the characters for Li Peng. 

The monument, modelled on London's 
Cenotaph and inscribed to "The Glorious 
Dead," which stands in the centre of Hong- 
kong has always seemed a little irrelevant; it 
included the Chinese who fought and died 
during two world wars, but it was very obvi- 
ously British. That has changed. The people 
of Hongkong have adopted it as a memorial 
to their own dead compatriots in China and 
hung it around with wreaths and banners. 
One of these read (in Chinese): "Chinese 
people do not kill Chinese people." An- 
other (in English) read: "Hey, hey, PLA. 
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How many kids did you kill today." 


Back to the jester’s role. Last year 
(REVIEW, 29 Sept. '88) I referred to an edito- 
ral comment on the people's revolt in 
Burma made by the Wisconsin State Journal: 

It may be premature, but we've begun to 
rejoice because: 

The people heard 

democracy's call 

and now we see 

a dictator fall 

Burma's saved! 

The verse was not only premature, but I 
dismissed it as "an appalling piece of 
doggerel." Several letters to the editor ac- 
cused me of an equally appalling ignorance 
of US culture and informed me of the jingles 
which once adorned signs alongside US 
highways, line-by-ine advertising one of 
the original four brushless shaving creams 
produced by the Burma-Vita Company of 
Minneapolis. 

I received a more sympathetic letter from 
Thomas Blair who sent me a selection of the 
light-hearted verses, 35,000 sets of which 
adorned the signs as a result of nationwide 
contests and which brought prosperity to 
the owners even during the years of the de- 
pression. They all ended with the same 
punch line and, thanks to Thomas Blair, 1 
can now provide an anthology which were 
collected by Frank Rowsome in his book The 


Verse by the Side of the Road: 

The answer to a Mug and brush 
maiden's Old Adam 

prayer had 'em 

is not a chin Is your husband 

of stubby hair. like Adam, madam? 
Burma-Shave Burma-Shave 
Beneaththisstone He had the ring 
lies Elmer Gush, He had the flat 
tickled to death But she felt his chin 
by his and that 

shaving brush. was that. 
Burma-Shave Burma-Shave 

Pity all The bearded lady 
the Mighty Caesars; tried a jar 

They pulled She’s now 

each whisker out a famous 

with tweezers. movie star. 
Burma-Shave Burma-Shave 

My job is Bachelor’s quarters 
keeping faces clean; Dogon the rug 
and nobody knows Whiskers to blame 
de stubble No one 

I’ve seen. to hug. 


Burma-Shave 


Burma-Shave 
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Water heater Many a wolf 

out of kilter is never let in 

try the brushless because of the hair 
whisker on his 

wilter. chinny-chin-chin. 


Burma-Shave Burma-Shave 


If you think Sleep in a chair 
she likes nothing to lose 
your bristles But a nap 

walk bare-footed at the wheel 
through some is a permanent 
thistles. snooze. 


Burma-Shave Burma-Shave 


Within this vale Every 

of toil Sheba 

and sin wants a sheik 
your head grows bald strong of muscle 
but not your chin-use smooth of cheek. 
Burma-Shave Burma-Shave 


Perhaps the best description of the signs, 
and the way in which I got to know about 
them, is illustrated by the cover of the book 
itself: 
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I stand culturally corrected. However, 1 
still feel the original piece of verse in the Wis- 
consin State Journal was "an appalling piece of 
doggerel." 
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TAIWAN 


Any dreams of reunification were buried on Tiananmen Square 


Split personality 


By Jonathan Moore in Taipei 


t was a scene that captured the split 
I personality of modern Taiwan: in front 


of the memorial to Sun Yat-sen, the 

founder of the Chinese Republic which 
government orthodoxy maintains is being 
preserved in Taiwan, a sea of people had 
gathered to support the students in the capi- 
tal of the other China and condemn the mas- 
sacre at Tiananmen. 

In a way that is far-reaching and perman- 
ent, what has happened in the other China 
has exposed the sense of mixed identity 
among the people in Taiwan. Not surpris- 
ingly, there have been two responses to the 
events in Peking echoed throughout this is- 
land, which for 40 years has been ruled by 
the Kuomintang (KMT) as the true China. 
One is an unusual sense of affinity for and 
sympathy with the Peking students and 
therefore a heightened sense of Chinese- 
ness. The other is an affirmation of Taiwan's 
separateness. After the 4 June massacre in 
Peking, there has been an absolute discredit- 
ing of any kind of reunification plan, any 
possibility of reunification which would in- 
volve the present government in Peking. 

"Tiananmen, psychologically, will help 
people feel more Chinese, but overall will 
make them feel more confused than be- 
fore," said Hu Fu, political science professor 
at National Taiwan University. 


Bo Yang, the provocative writer whose 
essay The Ugly Chinaman argues that the 
problem with Chinese culture is its lack of a 
democratic tradition, said that the silencing 
of the pro-democracy movement in China 
has silenced the supporters of reunification 
in Taiwan. "For 10 years, since the com- 
munist party began to reform, people in 
Taiwan thought the communists have been 
changing. People may have been too hope- 
ful," said Bo Yang, the pen-name of Kuo Yi- 
tung who fled to Taiwan from the mainland 
in 1949. "Now we see the true face of the 
communists: the communists are animals." 
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Students mock Chiang's memory. 
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For years, the people of Taiwan have 
dealt with their country's peculiar burden of 
thinly concealed myths and contradictions 
between those myths and their day-to-day 
world. Ever since the KMT soldiers and 
loyalists landed here in 1949, they have used 
propaganda, the education system and cul- 
ture to instil the correct concept of Chinese 
patriotism in a population that has moved 
through rapid economic growth and y 
of separation, far from the mainland. 

The Taiwan people's uneasy relationship 
with the government's claim to represent 
the mainland has been tempered by eco- 
nomic success and well-being, and lately, 
some beginning steps towards democracy. 

The strongest expression of resentment 
is an active and longstanding movement for 
Taiwan independence, which the govern- 
ment considers seditious. A less visible, but 
nonetheless important, challenge to the 
KMT's view has been the recognition of the 
confusing versions of a national identity and 
a desire to reconcile the various versions. 

"There is a confused value system from 
being ‘one China’ and being separated at the 
same time," said Hu. "National identity and 
political reality influence each other." 

For much of the past 40 years, there has 
been a palpable difference between the 
transplanted mainlanders in Taiwan and the 
Taiwanese — who make up 80% of *-- 
population and most of whose ances 





Out of China 


Taiwan reporters headed for Peking expecting to cover Taiwan's 
historic attendance of the Asian Development Bank (ADB) meet- 
ing. Instead, they found themselves hustling to cover the biggest 
foreign news event of the year with little preparation or experi- 
ence in the communist capital as Peking erupted in protest and 
violence. 

Taiwan's press already had been riding a wave of China fever 
with more and more reporters slipping into Peking via Hong- 
kong for various news events, from an International Council of 
Scientific Unions meeting last September to US President Bush's 
visit to China in February. All this reporting from China was tech- 
nically illegal since journalists were still banned from travelling to 
the mainland. With so many ignoring the ban, the Government 
Press Office legalised the trend in time for the 4 May ADB meet- 


ing. 
Since the lifting of the ban, more than 200 Taiwan reporters 
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have gone to China, according to the press office, though there 
are probably many more who went without bothering to tell the 
press office. Taiwan's hunger for news about China has in- 
creased as relations across the Taiwan Straits have improved, and 
Taiwan's big newspapers which a few months ago carried only 
basic news of China, now have a daily China page. 

With no.diplomatic protection, however, many Taiwan re- 
porters, especially in radio and television, have left Peking since 
the crackdown began. "If we stayed on and reported on protests 
or counter-revolution we could be called criminals there," said 
David Yen, a radio reporter with the Broadcasting Corp. of China 
who was in Tiananmen Square when the tanks rolled in. 

For the most part, Taiwan reporters have gone after the Pe- 
king story aggressively, mainly reporting news events rather 
than writing analysis or features. Apart from the usual difficulties 
in obtaining information from the mainland government, 
Taiwan reporters carry an obvious historical and political burden. 
They are from a generation taught that the mainland was enemy 
territory; they were raised on anti-communism. 

They are also unprepared and unfamiliar with the 
territory, complained a reporter who visited Peking for the 
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came here 300 years ago from the coastal 
province in southern China, Fujian. With 
time, especially among the younger genera- 
tion, the line between mainlanders and 
Taiwanese has blurred, but Taiwan remains 
a schizophrenic mix of unification support- 
ers and independence advocates, of op- 
positionists and KMT loyalists. 

Against this background, reactions to the 
Tiananmen incident of course were not uni- 
form. Some Taiwanese watched the events 
in Peking with the same sense of detach- 
ment that they would watch news of a mas- 
sacre in South Africa or some other distant 
place. Most, though, were affected 
particularly since the news coverage 
has been extensive, an unanticipated 
result of the recent overhaul of the 


governments information rules 
h allowed Taiwan journalists to 


rt from the mainland. 


rom the Sun Yat-sen memo- 

rial to the grand monument 

to Chiang Kai-shek, 

thousands joined in rallies. 
Donations of blood and money 
poured in to agencies like the Red 
Cross, though with no way to trans- 
fer the aid, most efforts ended in 
frustration. People went on sym- 
pathetic fasts, signed petitions and 
sent newspapers by balloon to China to 
break a news-blackout there. 

For many, the Peking students’ move- 
ment provoked a deep response because 
they saw it as a sign that democracy can be 
a Chinese idea, separate from the au- 
thoritarianism many Taiwanese associate 
with Chinese rule. Like Bo Yang, many in 
Taiwan saw the students as defying the ac- 
cepted view that democracy is an alien idea. 
“Ti are is only one kind of democracy. De- 

racy transcends culture," said Bo Yang. 


Taiwan's student movement is certain to 
derive inspiration from the Peking students. 
Already, Taiwan students seemed influ- 
enced by the Tiananmen protests when re- 
cently they brazenly scorned the former 
generalissimo and ruler of Taiwan, Chiang 
Kai-shek. In an interesting use of a mainland 
technique made famous during the Cultural 
Revolution (1966-76), students placed a 
dunce's cap atop a statue of Chiang. The cap 
carried the legend: "One of the world's great 
men." 

Yet, along with the pride exists a 
heightened sense of Taiwan's separateness. 





A new sense of Chineseness in Taiwan. 


"There is Taiwaneseness only in the political 
sense," said Antonio Chiang, publisher of 
the local political weekly, The Journalist. “We 
are a kind of split personality in our educa- 
tion. We were always taught Chinese 
things, but our daily life is in Taiwan so- 
ciety. In the same way, KMT ideo- 
logy is a claim to represent China, but their 
policy also has a divided personality." 
Relentlessly and deliberately, the KMT 
spent years trying to “mainlandise” Tai- 
wan and blunt "Taiwaneseness." Through 


strictly controlled access to information, 
through education and the media, a strong 
message of anti-communist patriotism was 
delivered — national identity on KMT terms. 

The school system is still imbued with 
heavy doses of this national identity educa- 
tion. Mandarin is the mandatory language 
and children caught speaking Taiwanese get 
fined by the word. However, one of the 
signs of a growing Taiwan identity is the de- 
mand for more attention to the history of 
Taiwan. 

These demands have come at the same 
time that the KMT has embarked on a path of 
liberalisation, which has included al- 
lowing more and more contact with 
the mainland. This opening process 
began 20 months ago when Taiwan 
first allowed its citizens to travel to 
China for family visits. Indirect trade, 
once strictly forbidden, is also now 
openly condoned. Some 600,000 
Taiwan residents have visited the 
mainland. 

Now, with the idea of reunifica- 
tion tainted, most predict an even 
more practical view of Taiwan-China 
relations. “The idea of political unifi- 
cation will be less than before," said 
Hsu Lu, a journalist for the Indepen- 
dence Morning Post. 

For Chiang, the lasting effect of 
what has happened in China has been the 
recognition that "the students there look just 
like the people here. They dress and look just 
like us. They look lively and smiling. It is so 
different from our pastimage of the mainland. 

"For Taiwan independence activists, 
they think China is always an authoritarian 
culture, including both the KMr and the CCP 
[Chinese Communist Party]," said Chiang. 
"That's why they want to cut the important 
link, then they will learn democracy on their 
own." s 
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ADB meeting. “We have been absent for 40 years,” she said. 

A Taiwan radio reporter who has not yet visited China, said 
his colleagues "can't differentiate between the China in their 
mind and the China as it is today. Their emotions get too in- 
volved,” he said. 

Thus, while most of Taiwan's press coverage has been under- 
standably critical, finding an objective tone was almost impossi- 
ble, said Hsu Lu, a reporter for the Independence Morning Post, 
who scooped the Taiwan press corps when she and a colleague 
defied the ban on reporting from Peking in late 1987. 

_ "Any issues that Taiwan journalists write about are regarded 
as political. There is so much controversy here, it is difficult to 
know where the middle ground is," she said. 

The limits to Taiwan journalists' coverage of China were un- 
derscored by the fact that the most widely acclaimed piece to 
come out of China was a series of stories run by the China Times, 
one of Taiwan's leading newspapers. The series was a moving 
account of how one of their reporters was wounded seriously by 
soldiers during the crackdown, and how a carpenter stopped to 
help the stricken reporter while bullets whizzed past their heads. 

"The story was good, but it was us bragging about it," said a 


China Times reporter. It did not really add anything to our under- 
standing of what happened at Tiananmen and why, she said. 
Standards of professionalism slipped during the coverage of 
the massacre, with television stations showing tapes of the vio- 
lence, sometimes in slow motion, accompanied by dramatic 


music, or the sound of a bell tolling. Another technique was the 


addition of what was supposed to look like dripping red blood 
coming down over the scenes of carnage. 

Taiwan's evolving China policy, including the sending of a 
high level delegation to the ADB meeting, also illustrated the role 
that the Taiwan press plays in the political issues of the day. The 
United Daily News, Taiwan's other leading newspaper, was op- 
posed to the visit and how it affected Taiwan's China policy. The 
newspaper ran pages of critical copy on disagreements within 
the delegation in an aggressive campaign to discredit the delega- 
tion leader, Finance Minister Shirley Kuo, and her decision to 
stand for China's national anthem. 

Newspaper publishers and the owners of television stations 
lost no time in making heroes out of their reporters returning 
from Tiananmen, putting them on talk shows and sending them 
on speaking tours around the island. a Jonathan Moore 


FAR EASTERN ECONOMIC REVIEW 


31 


Af TS CoN N-B S OCG et oF 





JOURNALISM 


Hongkong reporters meet challenge of China crisis 


Read all about it 


By Louise do Rosario in Hongkong 


ongkong’s usually unadventurous 
H journalists found themselves in a 

peculiar predicament when it came 
to covering the upheaval in Peking. On the 
one hand, they were more sympathetic to 
student activists than most of their col- 
leagues in the foreign press corps, but on the 
other hand, they were more restrained in 
their coverage for fear of China's revenge. 

A few Hongkong reporters were so emo- 
tionally involved that they had advised stu- 
dent protesters on what strategy to adopt, 
and were reluctant to leave Tiananmen 
Square during the 4 June massacre. But 
most were less aggressive when it came to 
reporting events than foreign reporters be- 
cause of Hongkong people's lack of protec- 
tion from the arbitrary arrest that is common 
in China. Hongkong reporters travel to Pe- 
king with China-issued travel documents 
which subject them to Chinese laws. The 
Chinese unit overseeing Hongkong report- 
ers is the powerless Hongkong-Taiwan sec- 
tion of the All-China Journalists Association. 

Keenly aware of their potential danger, 
Hongkong reporters were the first group of 
foreign reporters to leave China after the 
massacre. The British Embassy in Peking, 
they complained, refused to provide mini- 
mal protection and transport arrangements 
despite repeated pleas for help. 

Because of its location and efficient tele- 
communications facilities, Hongkong has al- 
ways played an unique role in disseminat- 
ing information about China to the Chinese- 
speaking world. With the latest Peking 
crisis, Hongkong has been particularly ag- 
gressive because of its awareness that a 
more democratic China would benefit 
Hongkong in the long run. From the begin- 
ning of the demonstrations, sympathetic 
Hongkong residents had sent a steady 
stream of Hongkong news reports to China 
via telex and facsimile to numerous main- 
land units. Before the crackdown, such re- 
ports were put up on the square every day 
and read ardently by Peking citizens. 

Although Hongkong news was not as in- 
fluential as the Voice of America when it 
came to informing the people of China, it 
was an irritant to the authorities. The 
Chinese Government did attempt to squash 
reports from Hongkong. In Guangdong, 
the southern province which can receive 
Hongkong broadcasts clearly, citizens have 
been ordered to remove their television an- 
tennae. Shenzhen, the special economic 
zone flush against Hongkong's border, has 


banned the sale of Hongkong newspapers. 

Hongkong reporters, more used to cov- 
ering dull National People's Congress (NPC) 
sessions and Basic Law meetings while in 
China, rose to the occasion. They became in- 
stantly competitive, keeping Hongkong in- 
formed hour by hour of China's events and 
their accounts directly shaped the public's 
feelings and opinions which finally led to 
historic marches in Hongkong. 

Most strikingly, Wen Wei Po, one of the 
two major pro-communist newspapers in 
Hongkong, abandoned its traditional pro- 
Peking stance with accurate reporting and 
bitter editorials condemning the “Yang 
Shangkun-Li Peng clique” for its atrocities. 
In revenge, Peking reportedly plans to ap- 
point a new editor to replace the increas- 
ingly independent Lee Tse-chung or to cut 
its financial backing. 

Ming Pao, another popular newspaper 
generally supportive of China, especially on 
issues related to Hongkong, has turned 
against Peking with harsh criticisms of its 
leaders. In a protest at China’s introduction 
of martial law, Louis Cha, the S news- 
papers publisher, recently 
resigned from the Hong- 
kong Basic Law Drafting 
Committee, a  Peking-ap- 
pointed body in charge of 
drawing up the constitution 
for post-1997 Hongkong. 

The bad side of Hong- 
kong journalism was the 
sensationalism and fabrica- 
tion that seeped in to some 
reports as a few publishers 
seemed unable to resist the 
temptation to exploit the 
public's thirst for information 
and particularly good news. 
Ming Pao, for instance, re- 
ported that there had been an 
assassination attempt against 
Premier Li Peng while he was inspecting 
troops on the square. Another newspaper, 
the Express, described in vivid but hardly 
confirmed detail a plot hatched by President 
Yang Shangkun to poison Deng Xiaoping. 
There were also many reports of the fighting 
between the 38th Division of the People's 
Liberation Army and the notorious 27th Di- 
vision reportedly responsible for the mas- 
sacre — reports which were based more on 
wishful thinking than concrete evidence. 

Before the massacre, reporters had a field 
day covering Peking’s events, sharing the 
joy and despair of the students as the drama 
unfolded. For weeks, few policemen and 
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traffic wardens were seen on the capital's 
streets. Reporters could move in and out of 
the square easily with their identity cards. 
Hongkong reporters were occasionally 
harassed by security officiers, but no one 
was arrested or expelled — due more to Pe- 
king's preoccupation with its power strug- 
gle than to its tolerance. Incidents of harass- 
ment came as early as 20 April, when a 
female reporter of the Hongkong Economic 
Times was detained for almost two hours 
and asked to write a confession for covering 
the violent demonstration in front of 


. Zhongnanhai, the party headquarters. And 


an Express photographer was beaten up by 
some 20 officers on the same occasion. 

Then, after the massacre, an Asia Televi- 
sion film crew was warned by security 
officials that they had violated martial law 
and threatened to confiscate their films. A 
reporter with the fortnightly Pai S 
magazine, was hit by a plastic bullet b... 1> 
recovering. 

Hongkong reporters were once courted 
by Peking which needed them to drum 
up publicity for Hongkong’s reunification 
with China. They were given exclusive 
interviews and access not granted to 
foreign correspondents. With Hongkong’s 
fate now sealed, Chinese officials have 
turned to wooing Taiwan reporters for 
the island’s reunification and have become 
impatient with sensitive questions rais- 
ed by Hongkong reporters at press confer- 
ences. At the last NPC held in March, 
Peking also tried to stop 
Hongkong reporters from ar- 
ranging interviews on their 
own. 

Now that the Hongkong- 
China relationship has 
become extremely tense, 
Hongkong journalists ar^ «v- 
posed to greater danger 
foreign correspondents; the 
worst fate facing a foreign 
correspondent is expulsion 
rather than imprisonment. 
Party hardliners have taken 
to repeatedly branding 
Hongkong as an anti-revolu- 
tionary base because of its 
overwhelming support for 
the students. Important 
warning signals have been sent to Hong- 
kong that such support will not be tolerat- 
ed. 

Most importantly, several Hongkong 
residents have been arrested and accused of 
breaking Chinese laws through their in- 
volvement in the protests. A Hongkong po- 
litical activist was detained for three days for 
bringing funds raised in the territory to 
Chinese students. A Hongkong student 
was arrested in Shanghai for his reported in- 
volvement in Shanghai's student move- 
ment, and a small-time Hongkong business- 
man in Guangdong was imprisoned for put- 
ting up anti-government posters. Ld 
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Unique treasury touch. Global vision. 


$ 





Market volatility can turn profits into 
losses overnight. Today’s corporate 
treasurer needs a truly global bank that 
works 24 hours a day. 


At the mere touch of a screen, our state- 
of-the-art treasury trading systems allow 
dealers to keep track of markets, and 
react quickly to changes on the 
economic scene. Round the clock. 


HongkongBank’s experienced corporate 
dealers will work closely with you, 
finding creative answers to your 
company’s treasury needs. 


With more than 1,300 offices in 50 
countries, and 35 dealing rooms 
worldwide, the group provides you with 
a global outlook. HongkongBank's 
treasury services can put you ahead. 
And keep you there. 


For further information, contact your 
nearest office of the HongkongBank 


group. 
Advanced treasury management 
technology. And a global capability. 
That's our strength. 





HongkongBank 


The Hongkong and Shanghai Banking Corporation 


Marine Midland Bank * Hang Seng Bank 


The British Bank of the Middle East * HongkongBank 


of Australia * Hongkong Bank of Canada 


Wardley * James Capel * CM&M 
Equator Bank 


Carlingford and Gibbs Insurance Groups 


Fast decisions. Worldwide. 


CONSOLIDATED ASSETS AT 31 DECEMBER 1988 
EXCEED US$113 BILLION. 
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No stranger to Japan 


Ruth Benedict: Stranger in this Land by 
Margaret M. Caffrey. University of Texas Press, 
Austin. US$24.95. : 


Why do the Japanese behave like Japan- 
ese? This question was answered, right after 
World War II, by Ruth Benedict, an Ameri- 
can anthropologist, in a notably empathic 
study, The Chrysanthemum and the Sword 
(1946). Benedict, long associated with the 
Anthropology Department of New York's 
Columbia University, was a strong advocate 
of non-judgmental analysis of national 
characteristics. Her finding, which, among 
other things, placed the role of the Japanese 
emperor within a detached perspective, had 
an impact on post-war US policies towards 
and within Japan. 

Margaret M. Caffrey, assistant professor 
of history at Memphis (Tennessee) State 
University, notes that Benedict's view of 
herself as a "stranger" in her own country 
provided an emotional dynamic for her at- 
titude towards the apparently exotic, erratic 
or irrational to be found outside home- 
grown patterns of culture. In fact, Patterns of 
Culture (1934) was the title of Benedict's 
major work, one which preceded her study 
of apparent contradictions in Japanese be- 
haviour patterns. 

Today, when analyses of Japanese 
characteristics are abundant inside and out- 
side Japan, Benedict's topics have a some- 
what dated flavour. They reflected such 
wartime and post-war concerns as the 


contrast between Japanese cultural 
sensitivities and wartime  brutalities. 
She told her readers about such Japanese 
concepts as the individual’s indebtedness 
to parents and society, traditional patterns 
of social interaction, and the need to 
meet seemingly casual obligations. In 
Benedict’s view, Caffrey writes, “America 
was a country where social controls stem- 
med from internal guilt and a 
sense of sin, while in Japan 
they stemmed from shame, 
or external ridicule and con- 
tempt." 

Benedict thus sought to 
teach Americans to see Japan 
on its own terms, not with 
ethnocentric blinkers — a 
difficult process for anyone, 
anywhere, and certainly still 
short of full achievement. 
Benedict maintained that Ja- 
panese dualities grew out of 
the contrast between an 
“early, extremely permissive 
childhood and their later life 
with its restraints.” And, ata 
time when this was still un- 
proven, she anticipated that Japan’s defeat 
in war would lead to “the path of a peaceful 
nation.” 

Benedict was born in New York City 
on 5 June 1887, but spent much of her 
childhood on her maternal grandparents’ 
farm in upper New York State. Her father, 





Scraping the barrel 


By God's Will: A Portrait of the Sultan of 
Brunei by Lord Chalfont. Weidenfeld and 
Nicolson, London. £14.95 (LIS$22.90). 


If you are fascinated by the throne room 
procedures of a Malay Sultanate or in- 
terested in a blow by blow description of 
how to approach the Holy Ka'aba at Mecca, 
then By God's Will is a reasonably useful 
document. If you want to know about the 
Sultan of Brunei, then you would do far bet- 
ter to read James Bartholomew's The Richest 
Man in the World (REVIEW, 18 May). 

Alun Chalfont, rightwing r and 
non-executive director of Shandiwick, a firm 
that is paid well to spruce up Brunei's 
image, plays Abel to Bartholomew's Cain. 
Stating right up front that his book is "a case 
for the defence," Chalfont argues that the 
youthful monarch should not be seen as "a 
polygamous, profligate oriental potentate, 
buying hotels as other people buy video 
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tapes." In other words, he should not be 
seen as the person depicted by Bartholomew. 

To Chalfont, who only addresses Brunei's 
enormous US$25 billion national patrimony 
in passing, the 42-year-old Sir Hassanal Bol- 
kiah is a modest family man and a devout 
believer held in "almost mystical reverence" 
by his 227,000 subjects. Over his 22 years on 
the throne, Chalfont's sultan has grown 
from a quietly uncertain adolescent to a well- 
regarded statesman, judiciously deflecting 
Malaysian attempts to swallow his watch- 
pocket state and moulding a relationship 
of mutual respect with former coloniser 
Britain. 

His well-publicised relationships with 
besieged businessmen Mohammed al- 
Fayed and Adnan Khashoggi, both of 
whom served as his trusted compradors, 
and with erstwhile Indian “holy man" Shri 
Chandra Swamiji Maharaj, are given short 
shrift. His US$10 million contribution to the 
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Benedict: outsider. 


a homeopathic physician, died when Ruth 
was only 21 months old. As the author 
puts it, Benedict’s family background 
was “securely Anglo-Saxon and evangelical 
Protestant,” but “paradoxically, she saw 
herself as a marginal person in American 
society, an outsider and observer of 
American life . . . " 

Her "outsider" role, Caffrey observes, 
may have been spurred by Ruth Benedict's 
hidden life as a lesbian in a society which 
then had little tolerance for "abnormal" ten- 
dencies, and by her partial deafness, a per- 
sistent communications handicap. Benedict, 
a tall, handsome, slender woman, was vain 
enough to disdain the use 
of a hearing aid. Caffrey 
makes these and other 
psycho-biographical points 
dearly, but undramatical- 
ly. Benedic's perso y 
emerges with a certain vuu- 
ness, with barely a touch of 
academic humour. 

The author, herself work- 
ing in an academic milieu, 
deals in considerable detail 
with Benedict’s trials and 
tribulations in academia, and 
there are many passages de- 
voted to the fluctuations 
within the profession of an- 
thropology. Anecdotal mate- 
rial, which would have 
humanised Benedict's role even more, is all 
too sparse. 

Bendict was only 62 when she died. Her 
seminal book could now be written all over 
again. What might be its title today? 
Perhaps, The Microchip and the Yen. 

E Martin Ebon 
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Nicaraguan Contras is explained as an f 
Islamic charity and mentioned in the same 
breath as donations to children's hospitals. 
The focus of the world's interest in tiny 
Brunei — oil and the huge per capita in- 
comes this has allowed — gets exactly one 
paragraph. No mention at all is made of 
the country's discrimination against the 
Chinese. 

Instead, there is copious detail on the 
facets that Chalfont wishes to stress: the 
sultan's upbringing in a Borneo medieval 
court, training at Britain's Sandhurst and, 
more recently, his tutelage in international 
relations at the knee of Lee Kuan Yew. Fair 
enough, but the dismissal by Chalfont (and 
presumably by the sultan, who was inter- 
viewed for the book and cooperated fully 
with its preparation) of other conspicuous 
influences on Hassanal's behaviour — Lon- 
don's nightclub set and a whole string of 
"trusted advisers" like Khashoggi and bank- 
er Khoo Teck Puat — underlines the intellec- 
tual hollowness of the book. At best a book- 
end to Bartholomew's more involving work. 

u Jonathan Friedland 
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In Seoul one hotel brings 
a sense of Korea's past exquisitely 
Into its present. 





The quiet grace of Korea's most impressive 
business address follows an ancient sense 
of purpose. Behind 14th Century walls 
and surrounded by wooded gardens, the 
Shilla is singularly dedicated to the 
consummate support of the business 
traveller. A place where attention to detail 
is still taken to traditionally cherished 
extremes. 





Seoul, Korea 


one of "TheJeading-Hotels ofthe World 


202, 2-Ga, Jangchung-Dong, Chung-Ku, Seoul, Korea 
Tel: 2303-114, 233-3131 Tlx: SHILLA K24160 Fax: 233-5073 


eservations: *Hotel Shilla Sales Offices: New York (800) 221-2094, London (01) 862-9331, Tokyo (03) 586-7571, Osaka (06) 271-7571. *The Leading Hotels of the World: 
ong Kong (5) 483-928, Singapore (65) 737-9955, Sydney 233-8422, Tokyo (03) 797-3631. Utell International. Nikko Hotels International (Japan Airlines Offices) or contact Utell 
rnational 


ur nearest travel agent. *Airline Access Codes: APOLLO LW 8419, SABRE LW 4748, PARS LW 01808, DATAS II LW 1808, DELTASTAR UI 1211, SHARES UI 2644 Inte OE 
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History in water writ 
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-. Xiang Lake: Nine Centuries of Chinese 
^ Wfeby R. Keith Schoppa. Yale University Press, 
i New Haven. US$30. 





o Xiang Lake, located some 10 miles south- 
=o east of Hangzhou, was a reservoir created 
for irrigation and flood control. Almost five 
times larger than Hangzhou's famous West 
=o Lake, it covered nearly 6,000 acres. “The 
^ story of Xiang Lake," R. Keith Schoppa 
—. writes, "is a drama of the human struggle for 
. - life and for control of the environment,” one 
zc which "opens a nine-hundred-year window 
= on Chinese society." 
5... Using local sources ranging from gazet- 
-> teers to poetry, Schoppa views Xiang Lake 
| ..as symbolic of traditional Chinese civilisa- 
* tion. His absorbing study of how one par- 
ticular locality functioned over several cen- 
turies leads to the conclusion that much of 
the contemporary Chinese behaviour which 
Observers attribute to a modem totalitarian 
system are actually the result of long-term 
socio-cultural development. 
| Created during the 12th century, Xiang 
Lake sustained the rice paddies of nine sur- 
. . rounding townships and became important 
- for its fish and crabs, edible aquatic plants, 
and brick industry. It was part of an exten- 


sive and intricate water conservancy sys- 
tem, the maintenance of which required a 
balance between public and private in- 
terests. The historical conflict between those 
who depended on it for irrigation and those 
who wanted to reclaim it for private benefit 
adumbrated the global late 20th-century 
struggle between environmentalists and de- 
velopers. 

When officials failed to discharge their re- 
sponsibilities — as in the case of the "grub" 
and “worm” officials who embezzeled 
funds allocated for the management of the 
lake — it was up to local leaders to step in. 
From about the 15th century to the 20th, the 
local élites came from the lake area's power- 
ful and cohesive lineages, villages where all 
the denizens shared a single surname. 
Schoppa shows that the élites tended to pur- 
sue their own personal and lineage in- 
terests, which often prevented cooperation 
in the public interest. The history of the lake, 
he observes, "is one of docile masses, kow- 
towing before prestigious and powerful lake 
destroyers; only if goaded or supported by a 
strong official or local leader as prestigious 
and powerful as the reclaimer would the 
masses or even other local leaders act." 

During the 19th century Xiang Lake, 





. Plugging into the future 
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^2. Beyond Computopia: Information, 

. . Automation and Democracy in Japan by 
= Tessa Morris-Suzuki. Kegan Paul International, 
London & New York. £30 (US$45.90). 


ae “information society” 
^ and "information revolution" have become 
the buzzwords of the late 20th century. The 
pundits confidently predict that information 
|. ; Will transform advanced industrial societies 
|. into post-industrial societies, or propel them 
from Fordism (standardised mass produc- 
tion) to post-Fordism (highly specialised 
production which caters for the increasing 
sophistication and varied demand of con- 
sumers). Information will be the vehicle on 
which we ride the "passage between the 
epochs,” Fernand Braudel’s telling phrase 
for the earlier transition from agrarian to in- 
dustrial society. 
. Evoking an Utopian image of a world 
transfigured by knowledge, the concept of 
an information revolution comes at a time 
when the Utopian strand in the Western 
. intellectual tradition appears to have 
. exhausted itself. 
| The concept strikes a chord in Japan, the 
z very country which gave birth to the term 
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"information society." A number of Japan- 
ese works have outlined a benign vision of 
such a society, one in which information 
technology will liberate workers from the 
drudgery of routine labour, enabling them 
to enjoy an unparalleled freedom to realise 
their individual aspirations. 

It is a seductive proposition, but one 
which Tessa Morris-Suzuki refuses to swal- 
low, preferring to see it as a “technocrats’ 
Utopia, a public justification for the policies 
desired by economically powerful groups." 
She is correct and produces a sound case for 
doubting that the information revolution as 
it is unfolding in Japan will produce the 
Utopia its propagandists describe. Informa- 
tion technology has reduced some of the 
tedium of traditional manufacturing 

and has spawned an information 
industry. But, according to Morris-Suzuki, it 
has also led to an increase in the notorious 
wage gap between large and small com- 
panies, a more fragmented labour force in 
which the number of temporary and sec- 
onded workers with insecure employment 
conditions have increased, and organisa- 
tional structures which exercise greater con- 
trol over all employees, regardless of rank. 






| . devastated by the Taiping Rebellion and E 


natural disasters. The declining Qing 
dynasty lacked funds for the necessary re- 
storation of the lake, while after 1911 the Re- 
publican era unleashed official predatori- 
ness upon all levels of local society. The crea- 
tion of anew Chinese central government in 
1927 brought new powers of intimidation 
and repression to bear. By the mid-1930s of- 
ficially controlled reclamation of Xiang Lake 
rendered it useless for irrigation. 

By the time the People’s Republic was es- 
tablished in 1949 the lake was dying. Ecolog- 
ical disasters had already claimed fish, birds, 
and aquatic plants. The final destruction 
was brought about by a decision, reached in 
1955, to reclaim what remained of the lake 
for agricultural land and for use in brick 
making. The rationale was that sufficient 
water for irrigation could be supplied 
other sources. Following the destruc... 
the deforestation of the surrounding moun- 
tains was completed during the Great Leap 
Forward of 1958-59, while during the 1980s 
the diversion of industry from Hangzhou to 
the former lake site has resulted in growing 
environmental pollution. 

Schoppa, however, ends his book on a 
positive note. He writes that there has been 
a revival of local leadership which is plan- 
ning for the eventual rebirth of Xiang Lake 
as a source of aquatic products. The book 
makes a compelling argument for the rele- 
vance of history. 8 Jon W. Huebner 


Morris-Suzuki makes no bones about her 
distaste for this emerging "information 
capitalism," and in the last chapter outlines 
her alternative, "information democracy." 
This, alas, is as Utopian as the model she is 
attacking. 

But despite her aversion, she rer 
fully attuned to the importance of the intor- 
mation revolution, and in one chapter pro- 
duces a valuable discussion of its impact on 
organisational structures. It is this aspect of 
the revolution which deserves more atten- 
tion than is mustered here, for there is no 
doubt that it has helped maintain the 
momentum of Japan's economic success. 
For example, a faster flow of information has 
produced the tighter organisation in Japan- 
ese companies which has helped them re- 
main competitive and weather the turbu- 
lence caused by the yen's huge appreciation 
since 1985. 

As is so often the case in Japan, there is a 
yawning gulf between rhetoric and practice; 
but no matter how unacceptable one may 
find the claims made by the Japanese infor- 
mation Utopians, a revolution is taking 
place, and not only in Japan, as we sail to- 
wards a new millennium. It is absolutely 
vital, therefore, to get behind that rhetoric 


and find out what is actually happening. 


Morris-Suzuki provides us with a shaft of il- 


lumination. m Derek Massarella 
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IVECO: in 1975, four prestigious tra- 
de-marks, FIAT, MAGIRUS, UNIC 
and OM, are grouped under one name. 
IVECO: a complete range of trans- 
port vehicles with high performance 


BORN IN EUROPE, Z7" 
AT HOME IN THE WORLD. 


IVECO: a growing organization 
offering 3.500 service points and a 
network of professional dealers. 


IVECO 


THE BEST OF EUROPEAN TECHNOLOGY. 

















IVECO NETWORK: 

AUSTRALIA: INTERNATIONAL HARVESTER (IHAL), South Melbourne. BRUNEI: CHAMPION MOTORS BRUNEI, Negara 
Brunei Darussalam. CHINA: IVECO FIAT REP. OFFICE, Beijing - NANJING MOTOR CORPORATION, Nanjing - CHINA NATIONAL 
AUTOMOBILE INDUSTRY I.E. CORP, Beijing - DIESEL MOTOR REPAIRING FACTORY, Shangai - QINGDAO SIFANG AUTOMOBILE 
REPAIRING PLANT, Qingdao - XUZHOU REFITTING AND REPAIRING PLANT, Huzhou. HONG KONG: GILMAN MOTORS, 
Hong Kong. SINGAPORE: CHAMPION MOTORS (1975), Singapore. THAILANDIA: ANGLO-THAI, Bangkok. 
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WHERE TO PUT YOUR MONEY 


China turmoil tests markets 


ALWAYS EXPECT THE UNEXPECTED. That was the main lesson to be 
learned from the past month. The turmoil in China, the ensuing col- 
lapse of Hongkong stocks, and the side effects on various other mar- 
kets was a rather less predictable chain of events than the October 


= 1987 crash. The latter, in part a reaction to the unholy combination of 


rising interest rates and rising stock prices, had its prophets. 
The Hongkong market may have had its sceptics recently but a 
collapse on this scale was not foreseen. An (alive) Deng Xiaoping 


.. wastransformed overnight from a bull to a bear factor. It would have 


been easier to forecast an earthquake in Japan or a locust plague in 
Australia. 

The continuing revival of the US dollar was rather less surprising 
but still caught the majority in the wrong currency. The rise was too 
fast for its own good and the reaction was spurred, paradoxically, by 


a further reduction in the US trade deficit. 


Meanwhile, in most of the world there has been rising concern 


about inflation prospects, despite the fact that the commodity index 
has been falling for the best part of a quarter. So, in what looks to be 
an irrational world, what does the rational investor do? 

First, the China factor and its effect on the Hongkong market. 
The rout of the Hongkong property index compared with other sub- 
indices makes sense. Confidence is critical for property values and 
China-related business is vital for the commercial, upmarket resi- 
dential and hotel sectors. It is less critical for banks, utilities and the 
(often despised) manufacturing sector. 

Hongkong is now cheaper than ever by international shaped 
and thus attractive. But it is also riskier than ever as nervous locals 
are the first to admit. So much for that cute phrase of pimply Lon?-- 
investment analysts that Hongkong was a “warrant on the wo 
Still, Hongkong is now at levels where the potential rewards may 
balance the real risks. 

Other East Asian markets suffered initially because of the China 


Osaka stockmarket offers new opportunities for investors 


Japan's cash option 


HE START OF TRADING on 12 June in 
Nikkei index options on the Osaka 
Securities Exchange (OSE) has creat- 
ed new opportunities forindividual 
investors wishing to enter Japanese markets. 

A stock options market is long overdue 
in Japan, and is almost guaranteed success, 
says Keith Richmond of Jardine Fleming 
Securities. Its prospects have been en- 
hanced by Osaka's efforts to keep commis- 
sions low and the terms of the contract inter- 
nationally acceptable. He believes individu- 
als could comprise perhaps 1% of total trad- 
ing in stock index options, compared with 
only 0.3% for Nikkei futures. 

The difference between a futures con- 
tract and an option is largely a question of 
risk. Futures represent a commitment to 
purchase or deliver a specified instrument at 
an agreed price at a definite date in the fu- 
ture. The risk is theoretically unlimited for 
both the buyer and the seller of a contract. 

An option gives the buyer the right — 
but not the obligation — to take delivery of 
an option at some point in the future. The 
buyer's risk is therefore limited to the pur- 
chase price, which is the premium paid to 
enjoy that right. If the price of the option 
falls below the original price agreed, the 
buyer simply does not take delivery of the 
option. In contrast to the seller, or writer, of 
an option faces an unlimited risk since the 


By Nigel Holloway in Tokyo 


price of the option may rise by an amount 
that exceeds the original selling price and the 
buyer will exercise his right to purchase. 

Like a futures contract, the option itself 
can be either a buy (call) or a sell (put) con- 
tract. The OSE's option will comprise the 
Nikkei index of 225 stocks, just like the fu- 
tures contract which began trading last Sep- 
tember. But it is an option on cash. If the in- 
vestor decides to exercise the option, he will 
not take delivery of a basket of all 225 stocks 
in the index nor a futures contract, but an 
amount in cash equal to the profit he has 
made on the deal. 

The contract unit will be 1,000 times 


Cost of Japan's index options 
Index option brokerage commissions 


Option Premium Commission 
(¥ million) rale % 


Additional 
amount ¥ 


From 10-30 
From 30-50 


Source: Jardine Fleming Securities 
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the exercise price, which is the underlying 
stock value the option holder can buy or sell. 
A strike price of, say, 1,000 times 33,500 
gives a contract unit of ¥33,500,000 
(US$228,513). If the holder executes a call 
when the index is at 34,000, he can buy ' 
33,500 what is currently selling for 34 
and thus make a profit of 500 times 1,000 or 
¥500,000. 

The amount of money paid by option 
buyers will depend on the size of the pre- 
mium and this will tend to increase the 
greater the length of time until maturity. 
Thus, a call option with a three-month 
maturity may have a premium of, say, 2.5%, 
which works out at a price of ¥837,500 for a 
contract worth 33,500 times 1,000. By con- 
trast, the seller of an option will have to pay 
a margin which equals the premium re- 
ceived from the buyer, plus 9% of the exer- 
cise price, though the minimum margin is a 
hefty ¥9 million per transaction. This is in- 
tended to deter small investors from writing 
options. One concession is that securities in- 
stead of cash can be used for 100% of the 
margin for an options contract. 

Commissions are said to be low com- 
pared with index futures contracts. How- 
ever, orders for spreads, straddles and other 
strategies will not be taken as an indivisible 
unit but counted as separate orders. The 
commissions have been agreed by the OSE 
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Japan n had earlier done much the same thing before retreating, so 

that irn mid-June it was showing little change over the four weeks. 

. Given the weakness of the yen and the tion of higher interest 
rates, this was a resilient performance. The inflationary impact of the 
yen's fall has yet to be fully felt. Meanwhile, Japan's trade surpluses, 
which are generating excess domestic liquidity, are at last showing 
signs of rapid contraction as exports start to stagnate and the J-curve 
impact of the US dollar rise inflates imports 

On the inflation front, the underlying movement has not been as 

- good as the superficial news. Base metals, foods and gold have fal- 
len, but by no more than the US dollar has risen. So there is only 
modest comfort there for non-dollar countries. Meanwhile, Brent oil 
stayed steady at around US$16.80 a barrel. 

. Past inflation pressures working their way through make it un- 
|. p that the US is going to allow much early reduction in interest 
raves. The net result seems likely to be that US inflation is neither 
going to get much worse nor much better in the short term. 
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through to US equities — investors remain worried that profits have — 


already 
prospects for a “soft landing” for the US economy were seen to have 


US dollar and bond strength has only intermittently flowed 


and the Tokyo and Nagoya stock ex- 
changes. The latter two plan to introduce 
rival options contracts. Tokyo’s will be based 
on the Topix index, for which there is al- 
ready a futures market, and Nagoya will es- 
tablish a new index for 25 internationally 
known Japanese stocks. 

Call options work ina similar way to war- 
rants on stocks in that they offer the investor 
a chance to take advantage of favourable 
market moves without a total commitment 
of money or risk. The main difference is that 
Japanese warrants are on individual stocks 
and tend to mature within five years, 
whereas options have a life of only four 
7^-ths. This gives investors a lot less time 

ose out an options position. But the 
liquidity should be deeper and more reliable 
than that of warrants (REVIEW, 27 Apr.). Op- 
tions are more liquid, the closer they come to 
maturity, while the converse is the case for 
warrants. 

Several companies have warrant funds 
in which individuals can invest, but at the 
moment, there appear to be none available 
for Nikkei index options. Nikko Securities 
has been touting its technological fund- 
management skills and says it is considering 
the idea of starting an index options fund. It 
is a pretty safe bet that Nomura, Daiwa and 
Yamaichi are doing the same. Meanwhile, 
foreign securities houses will probably offer 
a better service to individual investors sim- 
ply because they are more experienced in 
dealing in stock options. 

The best place to start would probably be 
to contact one of the nine foreign brokerages 
able to deal directly in the OSE’s Nikkei index 
options. They are Morgan Stanley, Salomon 
Brothers, Baring, BT Asia, Goldman Sachs, 
Merrill Lynch, Shearson Lehman, Smith 
Barney and Sogen Securities. - 
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The risk business 


By Anthony Rowley in London 


INCE IT IS JAPANESE institutions which 
- have been reponsible for some of the 

more complex financial instruments 
to appear in the market in recent years, it 
seems fitting that they should now be apply- 
ing their ingenuity to the business of 
portfolio-risk insurance. 

A pioneer is Mitsubishi Finance Interna- 
tional, the London-based investment bank- 
ing arm of Mitsubishi Bank, which has 
launched an over-the-counter (OTC) options 
and warrants service in a wide variety of fi- 
nancial instruments. Other Japanese institu- 
tions seem likely to follow suit. 

One reason for the move is the launch of 
stock-index futures on the Tokyo Stock Ex- 
change which, given the size and popularity 
of the Tokyo stockmarket, is likely to create a 
whole new risk industry — and an accom- 
panying need for insurance. 

According to Mitsubishi, options and 
warrants provide meaningful insurance 
against portfolio risk only if their maturity 
can be matched to an investor's (frequently 
long-term) needs. A three-year option on 
the Nikkei index for instance would not be 
available in the options market. But it could 
be bought over-the-counter. The investor 
could also stipulate an exercise price. 

Naturally the premiums charged reflect 
the greater risk involved for those writing 
the options. In the case of 12-month protec- 
tion against a fall in the value of the Nikkei, 
Mitsubishi is currently quoting a price of 
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"less than 4% of the current portfolio value." 

Unlike the traded-options market, the 
OTC market requires specific counter-parties 
for each deal. But as institutions like Mi- 
tsubishi carry huge inventories of stock any- 
way they seem to think that this is a good 
way of earning a bit more money by assum- 
ing principal risk on their assets. 

The Japanese bank's London capital- 
markets subsidiary — the parent company 
would face legal restraints on such business 
in Japan — is offering OTC options and war- 
rants on equity indices, foreign-exchange, 
interest rates, bonds and various other in- 
struments where a price spread is involved. 

Mitsubishi is prepared to quote ma- 
turities of up to five years and some of the 
exotic variations on the options theme in- 
clude "lookback" options, average price op- 
tions and price spread-difference options. 

The most intriguing of these is the look- 
back option which permits an investor who 
has bought a call option on a particular stock 
to look back at the end of, say, six months 
and purchase the stock at the lowest price it 
has sold for during that period. 

Likewise, if he has bought a put option 
he can sell it at the highest price — or buy a 
put and call and benefit from whatever the 
maximum price spread has been. 

Mitsubishi is really aiming the service at 
institutional investors, though individuals 
with US$1 million upwards to invest could 
benefit. E] 


peaked. However, with demand and output flattening, the — 


THE NEW SEATING ON THE MEGATOP 
TE BASED ON A REVOLUTIONARY CONCEPT. 








MEGATOP 747 — the largest, fastest long-haul 


aircraft in the world — introduces some ideas about 


comfort that are so old-fashioned, they're almost 





revolutionary. Such as being able to stretch out and 


enjoy a good night's sleep even when you’ re over six 
feet tall. The new electronically operated ‘Harmony’ 
seats in our First Class cabin give you total control over 
legrest, recline and lumbar support. They also come 
fitted with a swivel-mounted dining tray that lets you 
step in and out with ease, even between courses — a 
feature you'll also find in the MEGATOP’s Business 
Class seats. So now, while you sit back and enjoy 
inflight service even other airlines talk about, you'll 
be travelling further, faster and more luxuriously 
than you ever imagined. The MEGATOP 747 — the 


latest addition to the world's most modern fleet. 


A great way to fly 
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Poor performers 


_ By Christopher Marchand in Hongkong 


ONGKONG PENSION FUND managers 
H could be forgiven for feeling that the 

local stockmarket treats them like 
boxing champion Mike Tyson would an op- 
ponent in the ring. Hardly had fund mana- 
gers raised their exposure to Hongkong 
equities after the October 1987 stockmarket 
crash, than the China blowout came along. 

The result was that the market — and 
pension fund returns — were sent reeling. 
Second-quarter figures will not be compiled 
for another month. But second-quarter loss- 
es are likely to have wiped out first-quarter 

ains. 

For the third successive year, the pension 
funds' investment returns will probably lag 
behind real salary increases. This runs 
counter to the fundamental principle that 
growth in fund assets (investments) is 
meant to outpace liabilities (members' bene- 
fits). Strong years from 1983-86 mean that 
the pension funds have built a reserve buf- 
fer. But poor returns in more recent years 
suggest that Hongkong trustees could be 
faced with pension funds which are under- 
funded to meet future commitments to 
members. 

Hongkong fund managers face two 
problems in deciding where to put people's 
money — a shortage of suitable investment 
outlets in Hongkong and competitive pres- 
sures, both of which force fund managers to 
invest in the volatile stockmarket. Trustees 
have sacked only 25-30 Hongkong pension 
funds for poor performance in the past five 
years. The irony is that competitive pres- 
sures may be hurting returns as the fear of 
sacking encourages fund managers to act 
more collectively. 

The Wyatt report which measures pen- 
sion fund returns highlights the problem. 
Overall returns are declining, from a median 
average of 36% in 1983 and 41% 
in 1986, to 5% in 1987 and 11% 
in 1988. By contrast, Hongkong 
salaries in 1987 and 1988 rose a 
total 21.7% in manufacturing 
and 29.3% for financial institu- 
tions. 

The gap in returns earned 
by the top- and bottom-ranked 
fund managers has also nar- 
rowed dramatically in the past 
five years. The difference in 
returns between the fifth and 
95th percentile was only 13% 
in 1988, compared with 38% in 
1986 and 3376 in 1983. Clearly, 
there is less risk for fund 
managers in getting it wrong, 
if all fund managers invest 
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Investment performance of 
Hongkong retirement schemes 
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in the same wrong things together. 

The absence of a bond market or prop- 
erty unit trusts in Hongkong deprive local 
fund managers of two core outlets for pen- 
sion fund holdings which are available to 
counterparts in the US, Europe or Australia. 
Cash deposits are dull, as the Hongkong 
Government's commitment to a pegged US- 
Hongkong dollar exchange rate has meant 
that local interest rates lag behind the terri- 
tory's inflation rate. 

As it is, Hongkong managers invest, on 
average, an unprecedented 70-80% of their 
funds offshore. The 30% balance is invested 
in Hongkong whereas under normal pen- 
sion fund practices 70% should be invested 
locally. 

Fund managers have no alternative but 
to invest in the local stockmarket, where 
they have not proved adept at getting out in 
time. The stockmarket problem first became 


Hongkong-registered pension fund returns 
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acute in summer 1987. Masi trustees 5 placed 
heavy pressure on fund managers to main- 

tain a competitive return. Only Hongkong’s 
booming stockmarket could provide such 
returns. The alternative, as Wardleys' Had- 
ley Bodiner tartly notes, was that trustees 
threatened to find other fund managers 
who would provide a "refreshing ap- 
proach." 

The result was that fund managers went 
into the October 1987 crash with a record 
25% exposure to the Hongkong market. The 
ensuing shock traumatised managers, caus- 
ing them to steer funds into bonds in 1988. 
That was a misreading of the logic of last 
year's strong economic growth which saw 
rising corporate profits (good for equities) 
and rising interest rates (bad for bonds). 

This year, however, fund managers 
were again tempted back into the Hor~ 
kong market in the belated hope of capita 
ing on an Indian summer for equities. As tne 
China crisis erupted, fund managers' expo- 
sure to the Hongkong stockmarket stood at 
a post-crash high of 18-20% of total assets. 
Losses this time are nowhere near as severe 
as in 1987. But fund managers might now 
desire to lessen their exposure to Hong- 
kong, even to as low as 10% of assets. 

The trauma raises important principles of 
fund management, which are of relevance 
throughout the region. Thailand, for in- 
stance, could open its doors to foreign fund 
managers later this year. Japan might do the 
same. Meanwhile, the region's growing 
prosperity will create an upsurge in demand 
for pension funds. 

Clearly, fund managers and trustees 
need to pay special attention to the question 
of risk-adjusted returns. This concept aims 
to measure, through a statistical correlation 
between volatility and returns, the addi- 
tional risk shouldered to achieve hig! 
yields. As Wyatt’s Grahame Stott says: 
two investment strategies produce the same 
result, the one that involves less variability is 
more efficient.” 

This risk-reward relationship is mea- 
sured by the Sharpe Index. The higher the 
score the less volatile are the pension fund’s 
returns. The flip side, however, 
is that a pension fund with a 
higher Sharpe Index rating — a 
heavier armoury of defensive 
assets — will underperform in 
bull markets. 

In the final analysis, the 
choice is that of the pension 
trustees. They need to specify 
whether they want a defensive 
or aggressive strategy. If neces- 
sary, they should split the fund 
between managers specialising 
in both. Wardleys and Car- 
lingford Swire for example, 
market their expertise as defen- 
sive managers. 

Jardine Fleming has histori- 
cally taken a higher profile in 
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| There are many advantages to the Scimitar 
qM Worldwide Money Fund. High interest rates and 

T. the ability to get your money out with only 2 days 
notice are just two of them. 





e High interest rates. 
e Wide range of currency funds. 
@ Access at 2 days notice. 


There's the range of 8 currency funds to choose 
from; US$, Can$, Aus$, Sterling, Yen, Deutsche- 
marks, Swiss Francs and ECUs. And of course, with 
the low minimum, your initial i investment per 


fund can be just US$2,500. What's more, you can 


switch between these funds as often as you like at 
absolutely no cost. 

But the really good news does not stop Lie 
not only is the return on currency funds more 
predictable than on equities, but their rates are at 
their highest for years. So now is the ideal time to 


-"takeadvantage of the high yields and remarkable 
. flexibility that these currency funds offer, 


| Aus$ Fund = 16.64%. US$ Fund = 8.89%. 
| l | | Can$ Fund z 11.51%. | Current gross yields as at 7.6.89 





-= Add the international investment expertise 


E. a af Scimitar (last year the ECU sub fund was 
| just one of our funds to win a LIPPER award for 


wol i | its performance) and you realise just how valua ble 





~ d Worldwide WR Fund can n be. 


of your choice. - 









If you would like more information and a 





prospectus, on the sole basis of which an investment : 


may be made, return the coupon today. 


Necessary information, for your understanding 
and protection: 


You are reminded that as a consequence of the 
general nature of investments held and possible 
exchange and interest rate fluctuations, the Funds 
yields may go down as well as up and past 
performance is no guide to the future. 


To: Scimitar Asset Management (CI) Limited, 

PO Box 330, Standard Chartered House, 
Conway Street, St Helier, Jersey, Channel Islands. 
Telephone: (0534) 34373. Telex: 4192402. 

Fax: (0534) 26035. 


Please send me a prospectus and application form 
for the Scimitar Worldwide Money Fund. 


Name 
bu RENE RERO 
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Hongkong trader: exposure. 


equities, and was caught very badly in the 
October 1987 crash. Schroders Asia, the 
other major Hongkong pension fund man- 
ager, has steered a middle course between 
the two strategies. Among the major fund 
managers in Hongkong, Schroders has con- 
sistently been the top performer. Gartmore, 
with one of the poorest Sharpe Index rat- 
ings, has one of the most volatile records of 
pension funds. 

Greater political uncertainty — which 
could become a problem for regional funds 
— might also create a desire among fund 
members to receive their benefits in a for- 
eign currency. Denominating liabilities in a 
foreign currency would help fund managers 
reduce the fund's dependence on volatile 
Hongkong assets. The company, however, 
would be understandably reluctant to incur 
the exchange-rate risk of liabilities in a 
foreign currency. 

One solution could be that adopted by 
the REVIEW's own pension fund which has 
created a notional pool of the fund's foreign 
assets, unitised its value and credited the 
units to each member. The device guaran- 
tees that fund members will be paid the 
units’ worth — should the Hongkong dollar 
value of members' final salary benefits be re- 
duced to less than the units. 

New entrants are seeking to expand in 
Hongkong's pension fund market, selling 
themselves as fund managers who manage 
their assets internationally, usually out of 
London. These include Fidelity and Baring 
International, while Federated is also mak- 
ing a strong play. 

All three fund groups show returns 
which are considerably above the average. 
Fidelity and Federated, however, do not yet 
have a track record in Hongkong pension 
fund management, while Barings manages 
only three funds. But the prize of perfecting 
fund management will be a larger market 
share in a region where pension funds could 
grow exponentially in the 1990s. e 
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The pottery lottery 


By Ellen Salem in Hongkong 


ECENT AUCTIONS held by Sotheby’s in 
R Hongkong and New York suggest 


the sky is the limit for rare, fine pieces 
of Ming and Qing imperial ceramics. The 
spectacular growth in the market was pre- 
dictable, says Sotheby’s international chair- 
man Julian Thompson. Over the past dec- 
ade, he said, the rapid growth of East Asian 
economies has created a new class of weal- 
thy — mainly ethnic Chinese — buyers who 
have long shown a marked preference for 
Ming and Qing imperial wares. 

More surprising, perhaps, is that many 
fine Tang wares, popular with Western col- 
lectors, remained unsold. In addition, Han 
dynasty pottery figures that dealers believe 
have investment potential among Western 
collectors also did not move well. 

Although the market continues to be 
dominated by Hongkong collectors, Taiwan 
buyers are increasingly playing a more im- 
portant role. Unable to overtly participate in 
the market until a recent relaxation of for- 
eign-exchange regulations, their newly lib- 
erated cash has added a lot to demand. The 
buying patterns at ceramics auctions in 
Hongkong and New York during May 
showed clearly the interest and wealth of 
the leading Chinese collectors. 

Sotheby's three-day auction in Hong- 
kong opened with the sale of Chinese porce- 
lains, enamels and jade carvings from the 
British Rail Pension Fund. In 1974, the fund 
began to buy works of art as part of a pro- 
gramme of investment diversification. 

By the time the fund completed its pur- 
chases in 1980, £40 million (US$61.7 million) 
had been invested in art. At the first sale of 
part of the collection in 1987, Chinese works 
of art accounted for 10% of the portfolio by 


value. 


Imperial pink-ground bowl: record sale. 
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The collection on sale, which Sotheby's 
estimated would bring in about HK$50 
million (US$6.4 million), went for over 
HK$136.4 million. A fine and very rare Ming 
underglaze-red decorated basin fetched the 
highest price of HK$20.35 million against 
the house estimate of HK$6-8 million. In 
1975, the piece sold at an auction in London 
for £125,000. 

A sleeper in the sale was a painted Qing 
dynasty famille-verte bowl. Estimated at be- 
tween HK$700,000 and HK$1 million, ~ 
bowl sold for HK$10.45 million again: 
price-tag of HK$380,000 reached at a 17,» 
sale in Hongkong. A pair of enamel can- 
delsticks from the same period sold for 
HK$374,000 against a high estimate of 
HK$300,000. 

Bidder response to the second group of 
Chinese ceramics auctioned in Hongkong 
was good, though a number of pieces went 
unsold. Of the 238 lots put on the block, 196 
sold. It was particularly striking that high- 
priced rare pieces were sold far above esti- 
mate while the low-price items rarely ex- 
ceeded their estimates, with a few even slid- 
ing below. For example, HK$22 million was 
paid for a rare guanyao brushwasher. 

Pre-sale estimates by dealers — no esti- 
mate was given in the catalogue — was in 
the range of HK$10-12 million. Conversely, 
a nice, though hardly unique, celadon- 
glazed saucer estimated at HK$10-12,000 
went for HK$8,800. 

The enthusiasm for Ming and Qing ' 
perial wares evident in the Hongkong s 
was sustained at the New York auction. A 
fine, large imperial famille-rose peach dish 
from the Qing dynasty sold for US$1.3 mil- 
lion against an estimate of US$150-200,000. 
A pair of similar famille-rose peach dishes 
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HK$5.5 million. Many of the top items were 
bought on behalf of collectors in Hongkong 
and Taiwan. | 

Unlike the Hongkong sales, however, a 
number of Han and Tang ceramics were put 
on the block in New York. These pieces did 
not move well and many went unsold. In 
part, this may be due to the fact that most 
museums — traditionally big players in the 
early artifacts market — have already pur- 
chased representative pieces from the Han 
dynasty. 

Many dealers have been touting Han 
pottery figures as a good investment, par- 
ticularly for the novice collector. It was there- 
fore surprising that a group of red pottery 
figures went unsold. This may reflect a glut 


Premium platinum 


By Anthony Rowley in London 


APAN'S APPETITE for platinum — mainly 
for use in jewellery but also for invest- 
ment and industrial purposes — ap- 
pears to be insatiable. And largely as a result 
of the heavy Japanese demand, platinum 
has opened up a large price premium over 
gold in the past year. 
Although analysts are not expecting the 
platinum price to rocket because of Japanese 
buying, and the general excess of demand 


over supply for the white metal, they are 
predicting continued price firmness 
throughout this year. This in turn suggests 
further strength relative to gold. 

According to metals group’s Johnson 
Matthey, Japan accounted for the major 
surge in platinum demand last year — a 
surge which meant that overall demand out- 
stripped supply for the fourth year running, 
with a consequent further rundown in 


on the market of many early pieces, a fair 
percentage of which have been smuggled 

) Hongkong from China over the past 
-... years. As a result, they lack provenance 
and the rarity value such pieces had before 
1978 has been eroded. 

Even more puzzling, however, was the 
failure of a large and rare Tang dynasty pot- 
tery three-colour glazed figure of a Fereghan 
horse (a species from central Asia popular 
with horse-lovers of the Tang period), esti- 
mated at US$275-325,000, to sell. These 
horses have long been sought after in the 
West and have generally commanded high 
prices. m 


THE REVIEW OF 
ADVERTISERS 


The advertising carried in the Far Eastern Eco- 
nomic Review comes from every category: airlines and 
hotels, banking and financial services, liquor and other 
luxury products, through to shipping, telecommunica- 
tions, automotive, and many more. Last year alone, 
over 680 of the world's leading companies chose the 
Review. 

With an average of over 40 pages of advertising per 
issue and a total of 2,273 pages throughout last year, the 
Review continues to be compulsory reading for senior 
executives conducting business in Asia, and a mainstay 
of any advertising schedule aimed at Asia's elusive deci- 
sion makers. 

The Review’s “Advertisers 1988" contains samples 
from every compaign carried for those companies who 
chose to promote their products and services to the high- 
est concentration of influential, affluent individuals in 
the region. 

If you would like a copy of this booklet, please write 
on your company's letterhead to: 


Mr Samuel J Atlee 
General Manager — Marketing & Sales 
Far Eastern Economic Review 
GPO Box 160 
Hong Kong 





Platinum coins: demand. 


THE ROYAL BANK OF CANADA i 


global stocks. 

World supplies of newly mined 
platinum totalled 3.2 million oz last 
year whereas overall demand amounted 
to 3.66 million oz (including Western sales of 
40,000 oz to the Soviet bloc and China). 
Secondary-market supplies of platinum, 
largely from vehicle exhaust systems which 
use catalytic converters (pollution control 
systems fitted to cars, especially in West 
Germany), are small relative to primary pro- 
duction. 

On the demand side, Japan took 1.92 
million oz, or some 52% of the total — al- 
most double the amount accounted for by 


ASHLLYW NOSNHOP 


An c; eS 
investmen 
prospect! 


And with a little help from the Lion, your capital could soon be 

enjoying the sort of results The Royal Bank of Canada's Canadian 

Fund has achieved - it is the best performing Canadian Offshore 

Fund over 3, 6 and 12 months, and has even outperformed the 

Toronto Stock Exchange.* 

What makes the Canadian Fund so special? 

Basically, Canada's in great shape. 

ga The Canadian dollar has risen steadily against the U.S. dollar over 1988 
and continues to do so. 

83 The Free Trade Agreement with the U.S. will demolish all trade barriers 
over the next ten years. 


g Base metal prices have risen sharply - which is of particular 
importance to Canadian mining companies. 

Perhaps best of all, as Canada's largest bank, The Royal Bank of Canada has 
an in-depth, intimate knowledge of the Canadian investment scene. 


Ask for full details today. 

Use the coupon or telephone: 

Neil Outram, The Royal Bank of Canada 
(Channel Islands) Limited, P.O. Box 48, 
St. Peter Port, Guernsey, Channel Islands. 
Tel:(0)481 23021. source: Finstat, April 1989. 


The price of units (shares) and the income from them may Add 
go down as well as up, and in particular circumstances their ress 
rights to redeem their units may be restricted. I 


To: Neil Outram, The Royal Bank of Canada 

| (Channel Islands) Ltd., P.O. Box 48, St. Peter Port, 
Guernsey, Channel Islands. Please send me full 

I details of The RBC Canadian Fund Ltd. 
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in Guernsey Tel: (inc. code) 
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utmost to make any flight with us as 
enjoyable as possible. 
As the world's number one IATA airline 
we will maintain the highest standards of 
service, as befits our leadership position. 
As a renewed and recently privatized 
corporation we will demonstrate even 
greater competitive spirit and enthusi- 
asm to meet your needs. 
As Japan's international airline we are 
bound by our own unique corporate 


sense of honor to fulfil these promises. 





JAPAN AIR LINES 


Travel JAL and enjoy 'JAL World Hotel Selections Plan" 





"WE 

he Review is an essential part 
of our media plan because it reaches our 
prime target audience, the frequent 
business traveller.99 





Akio Imanaka 

Vice President/General 
Manager, Asia & Oceania 

Japan Airlines 
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lf vou are considering, or are now, investing in one 

more of Asia's fast paced stockmarkets, a trial 
ot ASIAN MARKETS MONITOR may prove to 
be your wisest investment in 1989. As everyone 
knows a major key to successful investing is having 
the right information at the right time, and that's 
what each issue of AMM delivers to its many read- 
ers each and every week. 


A no nonsense, straight from the shoulder weekly 
newsletter AMM will provide you with detailed 
market commentary, objective reports on sectoral 
developments and the reasons behind them, high- 
lights of results of large and medium sized com- 
panies, informed analysis and opinion and much, 
much more. 


Normally available for longer terms for a limited 

time only we are offering a trial to . . . 

ASTAN MARKETS MONITOR so that you can 
cover for yourself how very helpful AMM can 

be to you when it comes to making the right invest- 

ment decisions. 


AMM is written, complied and edited by 
specialists throughout the Asian region and pub- 
lished by a wholly owned subsidiary of Review 
Publishing Company Ltd., publisher of the Far 
Eastern Economic Review, Asia’s most authorita- 
tive business/news publication. 


Because we are so confident that once you've 
sampled AMM for yourself, you will discover 
how valuable it can be to you in making invest- 
ment decisions, we are offering a 13 issue 
trial-period for only US$150. That amounts to 
US$11.54 per week, less than the price of a moder- 
ate lunch. 


Why not begin 1989 with your best investment foot 
forward by placing your trial order to AMM today. 
We firmly believe that you will begin senenta 
, hom the very fi s issue. — 
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If for any reason after ordering AMM you wish to 
stop your trial subscription, you may do so at any - 
time and receive a full refund of the unused por 
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US demand and nearly four times as big as 
Western Europe's offtake. 

Japan's jewellery trade took just over a 
half (1.1 million oz) of Japan's platinum de- 
mand, while long-term investment holdings 
and use of platinum as a car exhaust catalyst 
accounted for something over 300 million oz 
each. In North America and Europe, on the 
other hand, by far the biggest use for 
platinum was as a catalyst — jewellery and 
investment demand was fairly meagre. 

One reason why the Japanese love 
platinum jewellery and investment bars 
more than Americans or Europeans is that, 
owing to currency shifts, platinum looks his- 
torically cheap in yen terms, whereas in US 
dollar terms it looks quite expensive. 

Johnson Matthey, in its annual report on 
the platinum-group metals, notes that in 
yen terms the platinum price was stable at a 
"very low level" throughout 1988. "At 
¥2,000-2,200 [US$13.65-15.00] a gramme 
the basic cost of the metal reinforced the Ja- 
panese perception that platinum has be- 
come relatively inexpensive, considering 
that in 1980 the price reached *¥6,000 a 
gramme.” 

When the yen price of a gramme of 
platinum fell briefly below ¥2,000 early last 
year, Japanese investors scrambled to buy 
quite large bars. The removal of tax relief on 
maruyu, small savings accounts, also sent Ja- 
panese investment cash scurrying in search 
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of new homes, such as precious metals. 

This in turn brought a surge in physical 
metal and futures activity on the Tokyo com- 
modities exchange (Tocom) where Japanese 
trading houses were buying overseas and 
selling forward. Some of these sales went to 
Australian and Canadian manufacturers of 
platinum coins. 

Johnson Matthey is expecting Japan to 
remain the biggest single buyer of platinum 
in 1989, though it does not think it will see a 
repeat of last year's near 30% surge in im- 
ports into Japan. Jewellery and industrial 
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usage are both expected to expand in Japan 
this year. 

High real yields in leading bond markets 
and the improved outlook for equity mar- 
kets may reduce the investment appeal of 
platinum, but Johnson Matthey expects the 
metal to trade in the US$500-600 an oz range 
throughout this year. 

So far, the price has averaged around 
US$550 an oz — a premium of more than 
US$150 an oz over gold. The current extraor- 
dinary strength of the dollar may increase 
platinum's appeal in the US market (and 
possibly diminish it a little in Japan). 

Industrial demand should continue to 
underpin the platinum price because, with 
environmental protection standards rising 
in many countries, vehicle exhaust catalysts 
are likely to be more widely used. Although 
the Ford Motor Co. made an announcem 
last December about non-platinum veh 
catalysts, these are understood to invoive 
the use of one of the platinum-group metals. 
Platinum is expected to remain the largest 
medium for this use. 

The big question seems to be what will 
happen if world platinum stocks continue to 
be depleted. Johnson Matthey says it is hard 
to estimate the size of such stocks, but if de- 
mand continues to exceed supply then ulti- 
mately they must be exhausted and at that 
point (or possibly before it) new production 
sources may be brought on stream. » 
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This in fact, is a hotel suite at the Goodwood 
Park, one of 235 suites that has been 


luxuriously appointed, with every modern 


amenity immaculately catered for. 


After all, the comfort, convenience and well-being of our guests 
is the essence of guarding so carefully the unique qualities of the 
Goodwood Park — An hotel like no other in Singapore. 


22 Scotts Road Singapore 0922. Tei: 7377411. Tlx: RS24377 GOODTEL. Reservations: Goodwood Hotels Corporation Pte Ltd Tel: 5-246303, Fax: (852) 58681427 (Hong Kong). 
Goodwood Park Hotel Sdn Bhd Tel: (03) 2929275/6, Fax: (03) 2936957 (Kuala Lumpur). Your travel agent or airline. 


D Member of The Steigenberger Reservation Service. Kim © Golden Tulip Hotels Rego koms 
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INDIA 


Reaping rupees 


By James Bartholomew 


NVESTING IN INDIA is fraught with dif- 

ficulties, even for non-resident Indians 

(NRIs). But one of the few relatively easy 
ways of investing there has been very profit- 
able in recent months. 

The India Fund, an investment trust 
managed by Unit Trust of India (UTI) and 
quoted on the London Stock Exchange, has 
enjoyed a tremendous run so far this year. 
The price quoted in London has leapt from 
90 p in December to 152.5 p in June — a rise 
of nearly 70%. 

he fund has mainly attracted NRIs who 

ant for over 80% of the shareholders. 
The India Fund is a rare, tax-efficient way for 
NRIs to invest in their country of origin. But 
the fund is also open to foreigners and the 
biggest investors are foreign institutions like 
insurance companies. The £144.3 million 
(US$222.68 million) fund is, according to 
Merrill Lynch which has promoted it, the 
second-largest country fund in the world 
after the Korea Fund. 

The jump in the unit price has been due 
to three factors. The first and most obvious is 
a rise in the Indian stockmarket. The Bom- 





bay Stock Exchange index has risen from 
666.26 to 724.04 since the beginning of the 
year, a rise of 9%. 

The second factor is that the fund has 
outperformed the index. Its net asset value 
(NAV) per share has risen 26% in rupee 
terms. 

The third and most important factor has 
been a reduction in the discount of the 
quoted unit price relative to the NAV. The 
discount to NAV was 38% last December — 
now it is down to 20%. This reduction in the 
discount is due, according to Ausaf Abbass 
of Merrill Lynch, to improvement in senti- 
ment in world markets generally. He says 
that one of the features of the quoted prices 
of country funds is that they respond more 
to conditions in the major Western stock- 
markets than they do to prices in the country 
concerned. 

It must also be said that some of these 
country funds are bought by institutions for 
the long term and forgotten about. As a re- 
sult dealings in them are sometimes 
sporadic and prices can drift. This was the 
case with the India Fund for much of last 


of the rules. 
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year when it traded at a 40% discount to 
NAV. 

The present discount of 20% still leaves 
the fund looking like good value, especially 
when set against the country funds of 
South Korea and Taiwan, which have 
sometimes traded at a premium of as 
much as 80% or more. India will probably 
not attract such a premium because inter- 
national investors have less faith in India 
than in the economies of East Asia's newly 
industrialised countries. But the India Fund 
could possibly trade at a modest premium if 
sentiment in the West were to improve fur- 
ther. 

The same team that put together 
the India Fund also produced the India 
Growth Fund in August last year. Quoted 
on the New York Stock Exchange, this 
fund has not performed well so far, large- 
ly because it was slow to become fully 
invested at a time when the market was 
going up. 

Its NAV has risen above the issue price of 
US$12, but in the market the fund still 
stands at a discount, with units quoted at 
US$11.125 in June. There is no reason why 
the growth fund should not perform simi- 
larly to the India Fund now that it is fully in- 
vested. But the India Fund is the better value 
at present because its discount to NAV is big- 
ger. 

Meanwhile, other ways of investing in 
India without incurring too many problems 


now, a body of precedent has built up for a flexible interpretation 
Asa result, a secondary market for properties is starting to de- 
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Risks of real estate 


. NO MAJOR PROPERTY companies are listed on Indian bourses, so 
*he only way for portfolio investors to participate in the country's 
'al-estate boom is through direct property speculation. Even 

that is restricted to non-resident Indians (NRIs) — other foreigners 

are barred from owning Indian real estate. 

In the past, investment procedures were cumbersome 
for NRIs and property investment risky due to tardy or incom- 
plete information available overseas. This has changed. Prop- 
_ erty developers are going out of their way to serve overseas 
Indians. : 

Projects are being built to NRI taste, with better construc- 
tion standards and condominium-style amenities such as club 
houses and sports facilities. Developers and NRI specialist brokers 
maintain batteries of accountants to cut through central bank red 
. tape. ! 
— . Promoters have also stepped up their advertising overseas, 
- according to developer Surender Hirandani, to allow NRIs to get 
in on projects early, when returns are highest, to say nothing of 
developers getting in capital early to fund the project. Hirandani 
claims his own projects have risen 8076 in value over the past two 
years. Investors who bought in early would realise even higher 
- effective returns, he adds, since their outlays would be limited to 
their 40% downpayment. | 

Regulations limit each NRI to just one real property in India for 
his own use and require 90 days' advance notice of purchase. But 

officials have discretion to waive these requirements and, by 


‘ 
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velop among the NRIs, and some of them are emerging as real-es- 
tate speculators in their own right, rather then simply “nest egg” 
investors. 

Hirandani suspects that the official estimate of Rs 20 billion 
(US$1.26 billion) of NRI remittances a year is understated by at 
least 30%. Because of their tax-exempt status, NRIs are unruffled 
by the government's power to pre-empt property sales that it 
suspects have been undervalued as a vehicle for transfers of un- 
accounted “black” income. 

This regulation has dampened the explosive appreciation of 
property prices in major cities, where property sales worth Rs 1 
million or more must be reported. Instead, according to construc- 
tion firm Ashok Patil of Unitech, the hottest real-estate action is 
shifting to New Delhi area farmlands, Bombay area coasts, in- 
dustrial cities like Aurangabad and Lucknow, or the satellite city 
of New Bombay. 

NRI investors can join the stampede to these "frontier" areas or 
they can use their scarce “white” money to emerge as bigger 
players in the newly affordable metropolitan markets. 

Either way, overseas Indians would do well to look before 
they leap. The best bargains appear to be on “anything new” — 
newly announced projects, newly opened territories. 

But the premium returns such investments offer are for very 
real risk takers. The success of any project hinges on two factors: 
siting and the developers savvy in getting around bureaucratic 
obstacles. NRIs investing in property had better either visit India 
themselves to weigh these imponderables or hire a trusted local 
adviser. u Lincoln Kaye 
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rers have been applying to the Indian Gov- 
:rnment to break the monopoly enjoyed by 
Urt and Merrill Lynch. They want to be al- 
owed to launch other India funds with the 
same tax advantages allowed Urt. The India 
'und is not taxed on capital gains at all as 
-long as proceeds are not removed from 
; India. 
.  Inthe past, companies which have tried 
< to start up such funds have found the going 
tough. S. G. Warburg, the British merchant 
- bank, tried to establish funds in cooperation 
| "With Birla, the major Indian group. But their 
efforts were unsuccessful. Similarly GT, the 
.. investment management group, has been 
trying for a long time to get a fund off the 
|. ground — so far without success. However, 
_ it now seems that the Indian Government 
| may be nearing some conclusion about 
__ what tax concessions to allow. Morgan Stan- 
^. ley may be first in the queue to take advan- 
|. tage of them. 





In addition to allowing new funds, New 
Delhi has decided to allow Indian com- 
panies to issue convertible Eurobonds. Ac- 
cording to Merrill Lynch, which is the fa- 
vourite to organise such an issue first, itis no 
longer a question of whether this will hap- 
pen, but when. 


he exact terms of conversion are 

| something which the Indian Govern- 

ment is at pains to get right. On the 

face of it, if the bonds are converted into 

shares, then foreigners would be in a posi- 

tion to deal in Indian equities which they 

currently are unable to do. One way of de- 

ferring this problem would be to make the 

bonds convertible only after a lengthy 
period. 

Sources in India’s financial sector indi- 
cate that Tisco, the large steel company, 
would be first in line to make an issue and 
that this inaugural issue will be quite sub- 
stantial. It seems that an issue of as much as 
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Small pieces of profit 


K < By Nick Seaward in Kuala Lumpur 


EF YOU DO NOT HAVE M$20 million 
c Jos million) handy to invest in 
E Malaysia's rapidly appreciating com- 
mercial property market, the new property 
|. unittrusts might be the right vehicle for you. 
_ Two are expected to be listed on the Kuala 
..- Lumpur Stock Exchange (KLSE) by the end of 
|. the year, while a third — operated by the na- 
<- tional equity corporation, PNB — is expected 
... to re-open soon to private subscription with 
|. guaranteed redemption. 

9 Property units trusts have been available 
_ foralong timein Australia, where the sale of 
. financial instruments backed exclusively 
= by property assets is commonplace. In 
- . Malaysia, however, they are still a novelty 
and, due to an initial hiccup, offer prices 
upon flotation are expected to be on the low 
“side to attract cautious investors. 

*^ The concept got off to a bad start with 
-PNB'S mishandled launch of its Amanah 
Harta Tanah trust in March this year. 
Amanah Harta received subscriptions for 
only 39.3 million of the 100 million M$1 
shares it had on offer. Property analysts say 
they expect the trust to be relaunched in the 




















. Proponents of the property trust concept 
id that PNB made life unnecessarily difficult 
t itself by restricting the subscription 
eriod to only three weeks and by limiting 
sales to individuals to a maximum of 50,000 
units. Had PNB made the offer open-ended 
.- as is normal in Australia for unlisted 
.trusts — and allowed institutions to sub- 
Scribe, property trust enthusiasts say the 


response would have been very different. 

Amanah Harta Tanah was projecting an 
annualised dividend per unit of 5.9 M cents 
for 1989, based on a yield for its two pur- 
chased buildings of 5% and 9%. Bonus units 
would also be issued from time to time with 
the revaluation of the capital value of its 
properties. The trust has bought two build- 
ings owned by PNB subsidiaries for a total 
consideration of M$61 million. In January 
they were collectively valued by indepen- 
dent property consultants at M$70 million. 

The two property unit trusts which are 
expected to come to the market this year — 
Arab-Malaysia First Property Trust and First 
Malaysia Property Trust (FMPT) — have so 
far acquired one tower block each with 
yields of 7.1% and 7.3% respectively. Until 
their prospectuses are issued, of course, pro- 
jected unit dividends remain a matter for 
conjecture, but it is reasonable to assume 
that after the management and trustee fees 
have been taken into account, a 5-6% return 
will be offered. 

This SA with an average dividend 
yield of 1.5% for all property counters listed 
on the KLSE at the moment. The two proper- 
ties purchased by Arab-Malaysian and FMPT 
were locked in at M$361 a ft? and M$394 a ft? 
in March and April respectively. Since then, 
some property consultants estimate that 
values have increased by as much as 2095 
over the three-month period, raising the 
likelihood of strong capital gains upon re- 
valuation. 

The stockmarket, however, seems to 
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million was mooted at one time but 
that this has been scaled down to US$50 mil- 
lion. After Tisco may come a herd of other 
top Indian companies. Once the ground 
rules are established, the Indian convertible 
Eurobond market could be quite large — as 
long as red tape does not tangle it up. 

India’s red tape has long been the bane of 
financiers who have tried to open up the 
country’s stockmarket to the outside world. 
The financiers have, in some cases, become 
tired and even bitter about the delays and 
difficulties which they claim to have suffered 
at the hands of the Indian bureaucracy. 

In one sense this is a warning against in- 
vesting in India because it is a reminder of 
the country’s continuing bureaucratic prob- 
lems and also its continuing reservations 
about free markets. On the other hand such 
obstructions mean that those routes into 
India which have already been successf 
established are all the more rare and | 
cious. = 





have discounted already the increase in 
property values. The average price earnings 
multiple of the KLSE’s property section is a 
very high 166 — more in line with Tokyo's 
prices than Kuala Lumpur's. 

Arab-Malaysian's trust is expected to be 
first out on the market. According to press 
reports, it is planning to issue 135 million 
units of M$1 each, of which 14.999 million 
will be offered to the public sometime over 
the next few months. FMPT is aiming for an 
October listing. 

While local response is expected to be 
sluggish, foreign interest in the listings is ap- 
parently strong. The manager of one trust 
told the REVIEW he could have placed out 
his entire offering to foreign fund managers 
already. 

The attractions of such trusts to fore 
ers are quite obvious. Since March last year, 
commercial property values in the central 
Golden Triangle district of Kuala Lumpur 
have risen by 16075. While there is still sub- 
stantial overcapacity in the commercial sec- 
tor in outlying fringe areas, quality buildings 
in the heart of Kuala Lumpur are now enjoy- 
ing 90% plus occupancy. And even with the 
recent jump in prices, buildings in the Gold- 
en Triangle still offer outstanding value com- 
pared with Singapore, where prices are 6.5 
times higher for prime areas. 

Two words of caution, however. Yields 
of the order achieved by FMPT are rare, as 
average rentals are still low. The yield on 
Plaza Atrium, sold in May, for instance, is 
estimated at below 4%, compared with an 
average of 8.5% before the recession. 
Secondly, the central bank has issued a di- 
rective forbidding foreigners to borrow 
more than 50% of the purchase price of 
Malaysian property from local SP This 
has taken some of the speculative heat out of 
the market but it has also ensured that for- 
eign investors take a big currency risk. m- 
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Hongkong’s engine misfires in Peking’s aftermath 


Hostage to China 


By Ellen Salem in Hongkong 


hen Chinese soldiers turned 

their rifles on the protesting 

citizens of Peking on 4 June, 

they severely wounded confi- 
dence in Hongkong that the rule of law will 
prevail after 1997 when the territory reverts 
to China. At the same time, the faith of for- 
eign investors in China's ability to sustain a 
stable business environment was shaken. 
Both these casualties will bear heavily on the 
Hongkong economy. 

While businessmen and analysts agree 
that no sector of the territory’s economy will 
emerge unscathed, some areas will be har- 
der hit than others. Sectors where confi- 
dence in China and Hongkong is a key com- 
ponent of business decisions — the areas 
which have underpinned the territory's 
strong growth over the past five years — will 
be the most affected. 

Over the medium term, this is expected 
to cause a sharp drop in new investment in 
Hongkong and neighbouring Guangdong 
province by Hongkong interests, while 
many foreign investors and buyers will also 
likely shy away from China. The result will 
be a further, and possibly drastic, erosion of 
Hongkong’s manufacturing base while 
China-related service industries based in 
Hongkong will see a severe cut back in oper- 
ations and staffing. This will be exacer- 
bated by an anticipated fall in China trade. 

Over time this will impact on 
bank profitability. But Hongkong's 
medium-term future as an Asian fi- 
nancial centre seems secure. The 
property sector is likely to be hard hit, 
but the strong financial position of 
the major development firms should 
cushion the construction sector 
against any fall-off in business and in- 
deed that sector could become an en- 
gine of growth once work begins on 
the massive infrastructural projects 
now in the planning stage. 

The hotel sector expects a rela- 
tively minor loss of business over the 
medium term. But all parts of the 
economy ultimately will be hard hit 
by an increase in the brain drain as 
businessmen begin to make up a 
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Foreign investors may shun 
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ture of the territory's economy over the 
past five years. The areas most heavily re- 
liant on China-related business have grown 
the fastest, with services overtaking manu- 
facturing as the engine of growth and the 
source of most of the new jobs in the 
territory. 

Few expect the impact on Hongkong of 
events in China to be sudden or dramatic. 
Prior to the massacre in Tiananmen Square, 
most analysts forecast that growth in GDP 
this year would be in the 6% range, down 
from 7.5% in 1988. Estimates have now been 
revised downwards for 1989, with the con- 
sensus among economists that growth will 
be 45%. 

Projections for 1990 are far more pes- 
simistic, with GDP growth for 1990 forecast to 
be only 34%. But those figures do not incor- 
porate the net impact of the erosion of 
Hongkong's manufacturing base, which 
will not be seen for several years. 

According to analysts and Hongkong 
businessmen with investments in the 
manufacturing sector in the territory and 
in Guangdong, aside from the garment and 
textile industries, which must remain in 
Hongkong because of their inability to move 


Jobs in Hongkong — the onma factor 
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US and EC quota allocations to other coun- 
tries, new investment in Hongkong’s manu- 
facturing sector will atrophy, as will new in- 
vestment in Guangdong. 

Failure to invest in Hongkong could be 
the death knell for much of manufacturing 
as the sector must upgrade and move to 
higher value-added products in the face of 
high labour costs if itis to remain competitive 
(REVIEW, 27 Apr.). Until now, manufa 
ers have avoided moving into up-Maiact 
products by shifting some production oper- 
ations to Guangdong to take advantage of 
much lower labour costs there. 

The combined impact of slack invest- 
ment in manufacturing in Hongkong and 
Guangdong and the resultant fall in produc- 
tion in Guangdong would be particularly se- 
vere as about 90% of Hongkong manufac- 
turers source some or all of their production 
needs in Guangdong. As investment in 
Guangdong declines and sourcing across 
the border from outdated facilities becomes 
less attractive, the cost advantage of Hong- 
kong-based manufacturers will erode. In ef- 
fect, the profitability of Hongkong’s manu- 
facturing and trade sectors are hostage to 
Guangdong. 


lready, several Hongkong firms 
have announced that they are pull- 
ing out of Shenzhen, the Chi: - 
special economic zone borde 

the territory. In addition, a number of for- 
eign buying agents are reported to 
have told their Hongkong buyers to 
look outside China when placing or- 
ders. 

But the impact of a decision to 
move now will not be seen im- 
mediately and the time lag between 
an application to invest abroad and 
the start-up time of new ventures 
may give an impression that it is busi- 
ness as usual in the Hongkong/ 
Guangdong manufacturing belt. 

Ultimately, a decline in manufac- 
turing and China trade will affect the 
earnings of Hongkong banks. It is es- 
timated that about 35% of Hongkong 
banks' profits are derived from trade- 
related business. As of the first quar- 
ter of 1989, about 8076 of Hongkong's 
re-exports were derived from China 
business, with re-exports making up 
about 61% of total exports. In addi- 
tion, China has become Hongkong's 
second-largest market in terms of 
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value and accounts for about 29% of all 
domestic exports. 

For now, the overall robust health of the 
financial sector and a relatively. small 
portfolio of loans to China suggest that 
Hongkong bank earnings will remain strong 
through 1989, though down from 1988 
levels. Over time, however, the lack of confi- 
dence in Hongkong could take its toll and 
lead to a contraction of the deposit base and 
this, coupled with more stringent credit 
policies and an expected drop in the prop- 
erty market, could cut into banks' loan 
portfolios. 

As of January 1989, only 10% of Hong- 
kong banks' foreign lending was to China. 
However, this understates the total China 
risk as analysts believe a sizeable portion 
of the loans to the manufacturing sector, 

h comprise about 9% of all loans 

advances for use in Hongkong, are 
w 1und the working capital requirements 
of Hongkong firms with processing plants 
in southern Guangdong. Additionally, 
as of January, some HK$54 billion (US$6.9 
billion) was used to finance imports 
to and exports and re-exports from Hong- 
kong. Statistics available, however, make it 
impossible to determine what percentage of 
that exposure is classified as domestic risk, 
and what percentage is classified as foreign 
risk. 

Because of the importance of China trade 
to Hongkong banks, coupled with a soften- 
ing of the mortgage market, some analysts 
are already forecasting a downturn in bank 
earnings for 1989. Prior to the crisis in China, 
Chintung Securities had been forecasting 
growth for 1989 at 17%, down from 1988's 
increase in profits of 21%. The forecast for 
1989 has been revised downward to 16% 
while growth in profits could slow to 9.5% 

^ taxand transfers in 1990. 

lso worrisome is that much of the 
China exposure of the Hongkong banks is in 
the hotel sector. With a sharp downturn in 
tourism to China projected, the hotels may 
not have the foreign-exchange earnings 
with which to service their loans. Equally, 
an expected tightening of credit could force 
some China-related businesses to curtail ac- 
tivities or even declare bankruptcy. 

Already, the Bank of China group, 
which held 2176 of total deposits at end 1988 
and 8% of total loans (a misleading figure 
since Japanese banks hold 5675 of all loans, 
most of which are to non-Hongkong bor- 
rowers), has announced that it will sharply 
curtail its lending following the run on de- 
posits in the wake of the Peking massacre. 
Normally, the Bank of China group has lent 
about 40% of its deposit base. 

In coming weeks, foreign and local banks 
will reassess their credit policies and country 
limits. In addition to a cutback in overall 
lending by foreign banks to Hongkong and 
China, Hongkong banks will also pursue 
very conservative lending policies. It is ex- 
pected that working capital funds to finance 
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processing plants across the border will be 
severely affected. 

The problems will not only be on the 
lending side of banks’ operations. Thai- 
owned Thai Farmers Bank Finance and In- 
vestment, a registered deposit-taking com- 
pany with assets of HK$200 million and out- 
standing loans of HK$100 million, decided 
on 5 June to halt all lending activities in 
Hongkong. Although the bank said it halted 
its lending based on its assessment of the 
property market, it has been suggested that 
an anticipated fall in deposits could have 
played a role in decision. 


raditionally, Southeast Asian de- 

posit-taking companies (DTCs) in 

Hongkong have served as a haven 

for Overseas Chinese funds. Now 
that confidence in China and Hongkong has 
been damaged, that deposit base could dry 
up. Of the equivalent HK$38 billion of de- 
posits in foreign currencies in DTCs, Japan 
accounts for HK$15.7 billion and the Asean 
countries HK$18 billion. 

Despite the dampening effect that more 
stringent credit polices will have on Hong- 
kong’s economy and the fallin profitability of 
Hongkong banks, few expect much erosion 
of Hongkong’s role as a regional financial 
centre. China-related business will contract, 
but Hongkong’s position in the time zone, 
liberal taxation and the relatively non-inter- 
ventionist posture of the goverment will 
continue to make Hongkong attractive to in- 
ternational banks. In addition, falling rents 
and the possibility of some easing of the la- 
bour shortage due both to less competition 
from other service industries and banks’ 
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ability to shift some staff from China busi- 
ness into other areas, should ensure Hong- 
kong’s medium-term role as a regional fi- 
nancial sector. 

Other service sectors may not fare so 
well. Particularly hard hit will be trading 
companies, foreign law firms and account- 
ing firms. Their expansion over the past dec- 
ade has been fuelled by growth in China-re- 
lated business. 

Foreign law and accountancy firms with 
major volumes of China business have al- 
ready speculated about cutting back opera- 
tions in Hongkong, though offices in Peking 
and Shanghai would be closed ahead of 
those in Hongkong. 

A softening of the property sector is 
widely expected, a result of the tightening of 
credit, slowdown in GPD growth and likely 
growth in emigration. In the residential sec- 
tor, however, demand will continue to out- 
pace supply for smaller units which will not 
be as affected by emigration or the fall off in 
foreign business as will the large and luxury 
units, which make up less than 10% of the 
total number. 

Prime commercial real estate, particularly 
in the central business district, will be hard 
hit by a slump in China business and thus a 
fall off in foreign take-up. Between July 1988 
and January 1989, foreign firms accounted 
for 86% of the new rentals of office space in 
the central business district. Already a drop 
in rentals in the top-of-the-market Exchange 
Square has seen office space renting for 
HK$60 ft? compared with HK$78-80 ft? a 
month ago. 

For the near term at least, a slowdown in 
the property market will not greatly affect 
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the financial health of the major property de- 
velopment firms. According to Barry Yates 
of First Pacific Securities, the balance-sheets 
of the major developers are strong. For 
example, Henderson Land which had a 
debt to equity ratio of 55% in 1982, is now 
leveraged at 4%. 

Additionally, a great deal of the property 
now under construction has been pre-sold. 
Thus, the developers received their cash up 
front, and any fall-off will affect the banks 
which hold the mortgages. 

Over the longer term, huge infrastruc- 
tural projects now in the planning stages 
will serve to bolster the construction sector. 
Contrary to some reports, the government 
has not put planning for infrastructural pro- 
jects on hold. What may change, however, 
is a re-evaluation of the feasibility of seeking 
private financing. 

Despite the run on foreign consulates for 
emigration applications, emigration will in- 
crease only marginally over the next year or 
so because of quota restraints. 

What many expect will increase, how- 
ever, is the percentage of businessmen to 
the total number of emigrants. According to 
extrapolations based on a study conducted 
last year for the Institute of Personnel Man- 
agement of the emigration patterns within 
the manufacturing sector, professional 
emigrants account for about 12% of the total 
each year. At present rates, this will mean 
an outflow of 5% of the managerial class 
each year. 

The same lack of confidence by Hong- 
kong firms in their ability to operate as usual 
post-1997 will put a damper on clandestine 
investment in Hongkong by mainland firms 
which will seek a haven for their hidden pro- 
fits outside Hongkong. This capital flight 
could show up most sharply in the property 
sector, where total investment in real estate 
by China firms is around HK$20 billion, 
which makes it the largest single player in 
the property sector. g- 
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Foreign investors and Guangdong may part company 


The jilted partner 


By Carl Goldstein in Canton and 
Tai Ming Cheung in Hongkong 


E lectric China '89 was supposed to be a 


grand venue for European and other 

foreign manufacturers of electricity 
generation equipment to make those big-tic- 
ket sales that up to now have eluded most 
companies trying to exploit the potentially 
vast Chinese market. 

But in the event, the empty, echoing 
halls and deserted display booths in Can- 
ton's Trade Fair building indicated some- 
thing had gone badly wrong. And indeed it 
had: on the same day the exhibition opened 
(8 June), every one of the 20-odd foreign 
business representatives in town for the 
exhibition fled the country in fear for their 
lives. 

In the days following Peking's bloody 
suppression of pro-democracy demonstra- 
tions in the capital, dependents of foreign 
diplomats and virtually all business people 
— whether Western, Japanese, Taiwanese, 
or Hongkong Chinese — also fled Guang- 
dong. Rumours, later proved unfounded, of 
troop movements, border blockades, and 
the impending imposition of martial law in 
Canton swept through the foreign com- 
munity. 

Since the fear and frenzy of the week fol- 
lowing 4 June — the day troops invaded Pe- 


king's Tiananmen Square — a fragile calm .. 


has descended on China's southern Guang- 
dong province. While production and trans- 
port disruptions in Canton and the even 
more go-go county towns of the Pearl River 


delta have passed for the time being, a deep- 
seated apprehension over the future of this 
relatively wealthy province's open eco- 
nomic policies will not fade so quickly. 

Officials from Governor Ye Xuanping — 
son of the late Marshall Ye Jianying — down 
are parroting the line coming from their 
bosses in Peking that Deng Xiaoping's open 
door policy is alive and well. But, as one 
Hongkong-based Western diplomat noted: 
“Although these officials are sincere in their 
comments, they probably know little; — 
of how things will shape up than the pe > 
they are reassuring." 

For the moment, they seem to be right, at 
least in the narrow sense. Westerners and 
Hongkong businessmen with longstanding 
business ties in Guangdong say foreign 
trade corporation officials and others are 
bombarding them with invitations to sign 
contracts and conduct business as usual. 
The hundreds of factories in Dongguan and 
other county towns are operating normally, 
albeit temporarily without the presence of 
the Hongkong managers and technicians 
who normally oversee production. 

The more important question is what 
happens six or 12 months down the line, 
especially in light of the continuing political 
instability in the highest reaches of the 
Chinese Government and the evident purge 
of party General Secretary Zhao Ziyang and 
his liberal supporters. Attempts by a résur- 
gent conservative leadership to rollbacd  - 
nomic freedoms won in the past few’ 3 
must be a distinct possibility. 

Guangdong's ability to hold Peking at 





Exit the tourists 


The impact of China’s turmoil on the tourism business is likely to 
be serious in China, moderate in Hongkong, but limited in the 
rest of the region. For China, the prospects look dismal. Leisure 
travel will probably be wiped out for the rest of this year, and 
Chinese hotels can expect occupancy rates of 30-40% at most. 
The crackdown will only compound difficulties already created 
by bad service and high prices. 

There were 1.84 million foreign visitors to China in 1988, pro- 
_ viding the vast bulk of China's US$2.2 billion in tourism’s foreign- 
currency . But last year China’s tourism market grew 
only 6.3% compared with 1987's figure of 16%. Other Asian des- 
tinations much quicker in 1988: Hongkong by 26%, Thai- 
land by 24%, Singapore by 13% and Taiwan by 12%. 
. China says it attracted 31.7 million tourists in 1988, 94.3% of 
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whom were compatriot Chinese from Hongkong, Macau and 
Taiwan visiting friends and relatives. (These figures for compat- 
riots should be treated with caution. For example, every time a 
Hongkong businessman crosses the border to his factory in 
Shenzhen, he becomes an official Chinese compatriot visitor.) 
The number of compatriot visits will inevitably fall sharply, but 
there are no estimates as yet as to the extent of the impact. 

Hongkong’s role as the gateway to China leaves it exposed, - 
and the Hongkong Tourist Association is busy promoting the ter- 
ritory as a jumping-off point for other parts of Asia, not merely 
China. Although there might be a short "hiccup" during which 
travellers from outside the region opt for European rather than 
Asian holidays, industry officials say there is enough growth in 
outbound travel from Japan, Taiwan and South Korea to make 
up for the loss of China-related business. 

Nevertheless, travel agents in | China 
can expect to lose about 25% of their total business in the next six 
months, and though some have diversified, bankruptcies cannot 
be ruled out. 
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bay will be weakened by the fall of Zhao, 
who championed greater liberalisation and 
decentralisation of the economy. And pro- 
vincial officials are also likely to be less will- 
ing to ignore or challenge Peking's edicts 
than they were in the past. 

Likely targets could include reversing the 
devolution of decision-making powers to 
factory managers, limiting the burgeoning 
private sector's room to grow, cutting back 
provincial foreign trade corporations' inde- 
pendence, or re-imposing tight central con- 
trol on the provincial economy. Such mea- 
sures would seriously affect the economy of 
Guangdong, which is the most liberalised 
province. 


ven if the open door policy is main- 
tained in form, the continued willing- 
ness of investors from Hongkong, 
an, Japan, and Western countries to 
step across the threshold remains in doubt. 
Peking's current anti-foreign campaign, 
which is seeking to blame interference by 
foreign news organisations and govern- 
ments for China's political difficulties, di- 
rectly contradicts simultaneous blandish- 
ments for foreign business people to con- 
tinue doing business. Serious bilateral fric- 
tion between China and the US and Austra- 
lia will also prevent the early restoration of 
confidence. 

Many foreign and Hongkong companies 
are virtually in a state of shock that things 
could go so wrong so quickly. Just as 
troublesome for the future is the awareness 
of how vulnerable they are to future up- 
heaval. 

Overseas customers are telling Hong- 
kong-based manufacturers (or manufactur- 
ers' agents) of a wide variety of goods, from 
handbags, to footwear, garments, and toys, 
ift at least part of their orders to safer ha- 
, Whether Thailand, the Philippines, or 
even the Caribbean. 

Existing foreign and Overseas Chinese 














Canton Dowenodities fair: velnerabla. 


business operations in Guangdong were 
based on the expectation of continued im- 
provement in the investment and trade en- 
vironment. These hopes for the future per- 
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suaded many companies to put up with : 


countless irritations: unexpectedly high 
costs, non-performance of contractual obli- 
gations by Chinese partners or local officials, 
foreign-exchange difficulties, supply prob- 
lems, corruption, bureaucracy, and more. 

“Many people were already unhappy 
about business conditions in China," said an 
American lawyer whose firm has negotiated 
many joint venture and other agreements 
for US and Japanese businesses in China. 
"Given what's happened, a lot of companies 
are making strategic decisions to down-scale 
their plans for China.”, 

Financing has become a critical problem 
for a number of foreign companies with ven- 
tures in Guangdong, as bankers have sud- 
denly realised the political risk involved in 
China lending. The China representative of 


an American agribusiness venture de- 
scribed how his firm had, in the wake of the 
Tiananmen massacre and ensuing political 
upheaval, been turned down cold in its at- 
tempt to refinance a big loan — a refinancing 
that had been necessitated by the Chinese 
partner's refusal to honour original agree- 
ments regarding export levels, he said. 

Major Chinese companies have been af- 
fected as well. An imminent US$100 million 
bond placement by the Guangdong Interna- 
tional Trust and Investment Corp. on 
Tokyo's bond market has been delayed. 

Internally, foreign trade corporations in 
the province are braced for further credit 
contractions by monetary authorities at- 
tempting to rein in inflation. "We're already 
been having problems financing orders with 
the factories, and it may get tougher now," 
said an official at Guangdong Arts and 
Crafts Import and Export Corp. 

Taiwan's investors were perhaps among 
the most terrified. Taiwan, the so-called 
breakaway province, has become an in- 
creasingly important source of investment 
in the southern provinces of Guangdong 
and Fujian. One foreign analyst put the level 
of Taiwanese investment in Guangdong at 
US$500 million, while another estimated it 
amounted to US$100 million just in Shen- 
zhen, the special economic zone on the 
Hongkong-Guangdong border. 

When the troubles erupted in Peking, 
Taiwanese investors suddenly became 
aware of their vulnerability — lacking even 
the poor protection afforded Hongkong 
Chinese by the British connection. 

"Now that everybody knows the central 
government is a liar, how safe are our con- 
tracts?" said a Taiwanese hotelier, who, pro- 
tected by his US green card, had remained 
in place. "If only somebody wanted to buy, 
l'd be only too happy to sell." He said his 
company, which also had footwear and tex- 
tile investments in Guangdong, was cancel- 
ling plans for further expansion. " 
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The impact on the territory's hotels and airlines will be limit- 
ed. Hotels in the territory in mid-June had occupancy rates of 
about 80% — in the case of Holiday Inn, about 10-12% lower than 
forecast, and Hilton was down about 3%. But the recent sharp in- 
crease in hotel capacity partly accounts for this, and this factor 
will intensify in 1990 and may lead to some price cutting. 

Budget hotels will probably be hit by a drop in Taiwan people 
travelling to China via Hongkong, of whom there were 1.09 mil- 
lion last year — 19.676 of all visitors. Some 250,000 Taiwan people 
visited Hongkong from January to March this year, about 3876 of 
whom visited China. If Hongkong loses all Taiwan's China- 
bound travel the impact would thus average some 1,000 people a 
day, or 2.5 Boeing 747s daily in a Taiwan-to-Hongkong market 
served by about 20 flights daily. 

The picture for Hongkong's airlines is not so grim as press pic- 
tures of empty flights to Peking and i might suggest. 
One airline official told the REVIEW that about 1596 of his com- 
pany's trans-Pacific to Hongkong business was linked to China, 
but said that any slack could be picked ap by re-routing aircraft to 


FAR EASTERN ECONOMIC REVIEW 


serve intra-regional markets, where demand has been frustrated 
by lack of seats. 

Hongkong's Cathay Pacific Airways' flights to Peking and 
Shanghai were running at 30-60% load factors in mid-June, down 
from 80-90%, while China's airlines — in any case the airlines of 
last resort — were reported to have cancelled 100 weekly charter 
flights between them. 

Hongkong Dragon Airlines was also facing problems be- 
cause, according to Civil Aviation Department figures, in 1987-88 
about 60% of its passengers flew to China, generating almost half 
its revenues, according to industry sources. 

A Dragonair spokesman said merely that the situation was 
under discussion, while industry sources said that as a charter 
carrier to and from China it has unique flexibility in shifting capa- 
city to other routes. They believed that Dragonair could increase 
its flights to Thailand and/or Japan. However, they pointed out 
that the yield on flights to Thailand would be only about half that 
from China routes because of the extra distance. 

u Michael Westlake 


BUSINESS AFTENWTHBS 


ECONOMIC DEVELOPMENT 31 


Deregulation pays dividends in East Java city 


Market making 


By Jonathan Friedland in Surabaya 


f a visit to the sprawling, red-tiled East 
LS city of Surabaya is any indication, 

then the Indonesian Government's 
nine-month-old policy of financial deregula- 
tion is already paying dividends. 

A private stock exchange, Indonesia's 
first since colonial times, opened on 16 June 
in this administrative and business centre. 
Dealing in 27 stocks and 16 bond issues al- 
ready listed on the government-run Jakarta 
Stock Exchange (JsE) the 36-member 
Surabaya Stock Exchange (SSE) next month 
will begin selling shares and bonds offered 
by three local companies at an initial nomi- 
nal issue value of US$12.55 million. 

Further, since sweeping reforms of the 
banking system were introduced last Oc- 
tober, Surabaya has been the focus of a 
banking boom. (The reforms, aimed at de- 


Indonesian companies peu to go public 
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prises to shift 50% of their funds out of the 
six state banks, despite their ability to do so 
since the reforms and the better service of- 
fered by the private lenders. 

There is also a fierce battle under way on 
the lending side; private bank asset growth 
has jumped by 35% in the wake of reforms. 
Part of the reason for this, foreign bankers 
suspect, is the soon-to-be-implemented sin- 
gle borrower limits which will restrict lend- 
ing to any one group to no more than 50% of 
a bank’s loan capital; the limit for any indi- 
vidual borrower will be 20%. 

These limits will mean a reduction in the 
symbiotic ties between certain private banks 
and Jakarta’s large business groups. As a re- 
sult, it is forcing many Jakarta-based lenders 
to diversify away from dependence on a 
single customer. Surabaya is doing more 
than its fair share to help them do so. 

The Hongkong and Shanghai Banking 
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tion, said they expect the banking boom and 
the opening of the bourse to increase long- 
term funding possibilities and lower their 
cost of funds, usually two to three points 
higher than Jakarta's already high rates. 

Finance Minister Johannes Summarlin 
said that the response so far to the deregula- 
tion measures has been encouraging. The 
establishment of the Surabaya exchange — 
capitalised at Rps 2 billion (US$1.13 million) 
— he said “ushers in a new era of economic 
development by enlarging opportunities for 
longer-term financing." 

By anyone's standards — much less that 
of Indonesia's bureaucracy — the Surabaya 
exchange was set up in record time. Enabl- 
ing legislation was only passed in December 
1988, barely a week after the JSE index 
surged to a record 433.13 — three times the 
level at which it had spent much of the nre- 
vious quarter — on the back of the mar 
first new listing since 1984 and stron_ 
terest from overseas. In February, 30 Jakarta 
brokers were brought together with a hand- 
ful of prominent Surabaya businessmen by 
Marzuki Usman, director of the government 
capital markets agency, Bappepam. 

Two months later, seven state banks, 
eight private banks, nine Jakarta stock 
brokers, state-owned investment trust 
Danareksa, an East Java government 
cooperative and 10 newly formed Surabaya 
brokers committed Rps 50 million each for a 
seat on the new exchange. A group of brok- 
ers was sent for crash training in Singapore 
by the fledgling bourse and Rps 100 million 
was allocated for the establishment of a 
modestly computerised trading room. 

Analysts say the choice of Surabaya for a 
trial was natural, given its legacy as a busi- 
ness centre less constrained by Jakarta's red 


tape. Another key reason, it appears, is the 
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centralising and simplifying the financial 
system and mobilising new sources of capi- 
tal for Indonesian businessmen, will lessen 
the state banks’ dominance over deposits 
and allow both Indonesian and foreign pri- 
vate lenders to expand branch networks.) 
An estimated 70 new branches, some 
festooned with banners and all smelling of 
fresh paint, have appeared in many of 
Surabaya’s stately Dutch buildings since 
mid-1988. Indonesia’s largest private lender, 
Bank Central Asia and its associate Lippo 
Bank, are aggressively seeking consumer 
deposits, attempting to unseat the local 
leader Bank Niaga, the country’s No. 2 pri- 
vate bank. Their search for deposits has 
been heightened by the apparent unwilling- 
ness of Indonesia’s 222 state-owned enter- 


Corp. and the Bank of Tokyo in mid-June 
became the first foreign lenders to open their 
doors here since the mid-1950s. Six more 
overseas and joint venture banks, including 
Citicorp, Deutsche Bank, ABN Bank, Bank 
Perdiana (a joint venture between Indone- 
sian shareholders and Daiwa Bank), Indus- 
trial Bank of Japan, and Fuji Bank, are to fol- 
low in the coming months. 

In line with government efforts to boost 
non-oil exports, the foreign banks say they 
will be emphasising rupiah trade financing. 
But it is no secret that they are also being 
lured to this city by the prospect of netting 
private banking clients from Surabaya’s 
wealthy Chinese business groups. 

Members of the local business commun- 
ity, out in force for the exchange inaugura- 
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foreign demand for Indonesian scrip to gain 
relatively cheap financing for expansion. 

Jaya Pari Steel, a local maker of steel 
plates with a troubled financial history, will 
offer 3.36 million shares at a premium price 
of Rps 7,800 each; Sepanjang Surya Gas, a 
13-year-old producer of bottled gases now 
majority-owned by a major timber magnate, 
is floating 45% or 3.7 million shares at a pre- 
mium of Rps 4,100 to fund expansion of its 
liquid oxygen bottling; and the third is 
Darmo Grande, a real-estate subsidiary of 
the Jakarta-based Dharmala Group, which 
will use the proceeds of Rps 15 billion in five- 
year bonds to restructure its debt and con- 
tinue housing construction. 

Usman told the REVIEW that he expected 
an additional 20 firms to apply for listing on 
the SSE, the JSE and its parallel over-the- 
counter market by mid-1990. Li 
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ECONOMIC DEVELOPMENT 2 


Surabaya poised to become a growth centre 


Eastern promise 


By Michael Vatikiotis in Surabaya 


entral government reforms and an 
C enlightened regional administration 

appear to be having a catalytic effect 
on the growth of Surabaya, traditionally the 
main commercial hub in Java outside the 
capital, Jakarta. 

Foreign investors already in the region 
say the basic infrastructure leaves much to 
he desired. But if sustained, Surabaya's 

ith will not only benefit the 32.6 million 
r~~ple of East Java — the most populous of 
Indonesia's 27 provinces — but also serve to 
shift the focus of growth away from Jakarta, 
towards the more neglected eastern half of 
Java. 

Before Indonesia's independence in 
1945, Surabaya was the centre of economic 
activity in the Dutch-ruled Indies. From the 
early 19th century, East Java's rice and sugar 
crops shipped through Surabaya's Tanjung 
Perak port were largely the mainstay of the 
colonial economy. 

While Jakarta (then called Batavia) was 
the seat of the colony's administration, 
Surabaya was home to the Dutch commer- 
cial élite, a large Chinese business and trad- 
ing community, and much of what was 
sophisticated and fashionable in colonial 
Southeast Asia. 

The province is still Indonesia's rice 
bowl, accounting for 36.2% of national pro- 
--^*jon. Sugar, coffee, tobacco and other ag- 

tural commodities underpin a regional 
economy that, according to East Java's Gov- 
ernor Soelarso, has grown by a steady 6% a 
year since 1983 — compared with a national 
GDP growth rate of around 476 over the same 
period. Central bank figures, however, 
show a 1987 provincial growth rate of 4.81%. 

East Java is well positioned to benefit 
from the governments drive to diversify ex- 
ports away from the oil sector. Last year, fro- 
zen shrimp exported by the Surabaya-based 
Sekar Group accounted for 30% of In- 
donesia's total shrimp exports. A 700-ha 
container facility at Tanjung Perak will be 
operational by 1992, though tonnage 
throughput is already just 10% less than 
Jakarta’s port. 

Post-independence industrial develop- 
ment has gravitated to Surabaya (popula- 
tion 2.5 million) and East Java not just be- 
cause of its large port — labour is cheap com- 
pared with Jakarta. Large Japanese com- 
panies such as Easterntex (textiles), Meiji 
(pharmaceutical chemicals) and Ajinomoto 
(food stuffs) have been in the area for some 
years. 
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Other long-standing overseas firms in- 
clude Johnson & Johnson and the British 
yarn company Tootal. East Java is also fam- 
ous for most of the country’s major clove 
cigarette producers, Bentoel in Malang and 
Gudang Garam in Kediri being the two 

est. 

This diversified agro-industrial base to- 
gether with the area’s long commercial his- 
tory, has fostered a large and asset-rich 
Chinese business community. Local family- 
run business groups such as Maspion and 
Pan g Electronics have developed a suc- 
cessful light industrial base manufacturing 
ceramics, electric and electronic appliances. 

With total sales last year in excess of 
US$200 million, the Maspion group is eager 
to expand. The group’s president Alim Mar- 
kus told the REVIEW that agreements with 
Marubeni, Kawasaki Steel and Hanwa 
Kosei from Japan had been signed this year, 
and he has another four joint-venture pro- 
jects in the pipeline. As one local observer 


investment in East Java 
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put it: “There is a lot of loose Chinese money 
looking for something to do." 

An attempt to tap this wealth explains 
the government's push to open a private 
stockmarket in Surabaya, the first regional 
exchange outside the government-control- 
led exchange in Jakarta, which began 
trading in mid-June. Acknowledging politi- 
cal as well as economic motives behind 
the move, local Chinese business sources 
said they have been encouraged to go public 
to generate a more equitable distribution of 
wealth. East Java's rural population is 
among the poorest in Java, while under- 
employment in Surabaya itself is said to ex- 
ceed 40% and urban unemployment is 
acute, too. 

Moves to attract investment to East Java 
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have been spearheaded by Soelarso, a 
former military commander of the region be- 
fore he became governor. Soelarso recently 
led the province's first trade delegation to 
Taiwan, Hongkong and Japan. It was the 
first time a province had initiated its own in- 
vestment drive independent of the central 
government. High on the list of the gover- 
nor's list of potential investments is a pro- 
posed bridge to link Surabaya with the 
nearby island of Madura. 

On offer to potential investors is what at 
first looks like an attractive alternative to 
Jakarta. Labour costs are said to be half those 
in Jakarta; low land prices are also encourag- 
ing the growth of new industrial estates. 
The 245-ha Rungkut industrial estate in 
Surabaya run by Surabaya Industrial Estate 
Rungkut is acknowledged to be the best 
managed in the country. Rungkut is said to 
be full already and a 72-ha extension has 
only 15 plant sites remaining. 

Office space in Surabaya is limited, but 
construction is already under way on PT 
Omatraco's prestige office block and the 
Jakarta-based Dharmala group has broken 
ground for a seven-storey World Trade 
Centre. Two new hotels are being planned, 
too. 

The real-estate sector is the only business 
showing any signs of a boom at present. 
Since last October's banking reforms which 
heralds new growth in the finance sector, 
land prices in Surabaya's central business 
district of Darmo have jumped from Rps 
700,000 (US$396) a m2 to Rps 1.25 million. 
However, land in nearby Pasuruan — 
linked to Surabaya by a 35-km toll express- 
way — can still be bought for as little as Rps 
5,000 a m2. 

However, there are two factors which 
would indicate a boom in Surabaya is more a 
long- than short- or medium-term prospect. 
Although road links are generally good, 
cutbacks in public spending since the crisis 
in oil-derived revenues in the mid-1980s 
have meant that power, telecommunica- 
tions and water systems are poor in many 
areas. 

Also, foreign businessmen complain 
about a shortage of management skills. 
“There is no senior management here: it is 
all in Jakarta,” lamented a foreign business- 
man who said he even found it difficult to 
find an English-competent secretary. 

These drawbacks aside, East Java is ih- 
creasingly being seen as a potential invest- 
ment area. This, say business sources, is as 
much a product of interest from Jakarta as 
from abroad. 

Many of Indonesia’s largest business 
groups are run by Chinese families with 
roots in Surabaya. Prominent second-gener- 
ation entrepreneurs like Suyanto Gon- 
dokusumo of Dharmala now judge the time 
ripe to come back. Dharmala’s Darmo 
Grand real-estate company is backing the 
new exchange by issuing Rps 13 billion 
worth of five-year bonds. * 
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INVISIBLE HAND 


Two ports in a storm 


hile Singapore's supporters 
have been promoting the idea 
that the city state is the place to 
be in 1997 when Hongkong is 
returned to Chinese sovereignty, the stock- 
markets of both cities appear to have been 
telling a different story. 

True, stockmarkets are not always 
wise, but they are usually wiser than stock 
analysts. In the days following the Peking 
massacre, the stockmarkets of Hongkong 
and Singapore trembled in tandem — like 
identical twins suffering the same pain. 
It seems that, even though they are 
thousands of miles apart, both these 
societies, which were founded by immi- 

t Chinese under the tutelage of British 
colonialists and which depend on trade and 
enterprise for survival, are economic and so- 
cial twins. 

The tandem movement in stockmarket 
sentiment was all the more remarkable, 
given that other Asian stockmarkets, geo- 
graphically much closer to China, such as 
Seoul and Bangkok, did not see-saw in the 
same way. 

When Hongkong was suffering its last 
bad bout of jitters in 1984, no 
less a person than Singa- 
pore’s Prime Minister Lee 
Kuan Yew expressed the 
view that the collapse of the 
territory would set a bad pre- 
cedent for Singapore and for 
the success of free enterprise 
in Asia. 

Recent events seem to 
have supported that view. 
Furthermore, the political 
and economic risks as- 
sociated with investing in 
either state look to be re- 
markably similar. 

Both cities are oases of 
efficiency and untrammelled 
capitalism situated near 
much poorer and less efficient neighbours 
— China in the case of Hongkong and In- 
donesia in the case of Singapore. As a result, 
it could be argued that an investor wishing 
to avoid the risks of Hongkong would be 
better off moving to Tokyo or Bermuda 
rather than Singapore where the risks are 
similar, though less marked. 

The two advantages usually advanced 
by partisans of Singapore are that it is politi- 
cally more stable and that it is less depen- 
dent than Hongkong on China for its eco- 
nomic prosperity. Both assumptions, how- 
ever, are open to question, given the very 
short history of Singapore as a nation. And 








events in China have shown that investors 
ignore history at their peril. 

There is a political risk in Singapore 
even though it may not be as readily ap- 
parent as in the case of Hongkong. In- 
donesia was committed to "crushing" Sin- 
gapore until 1965 when Suharto came to 
power and abandoned that policy. He 
has been in power since then and, despite 
his reluctance, will have to retire one 
day. At that moment Indonesia's political 
landscape may change in unpredictable 
ways. 

Lee has ruled Singapore for so long that 
there are now only two other surviving 
heads of state who have ruled longer. They 
are Kim Il Sung of North Korea and Fidel 
Castro of Cuba. Almost without exception, 
the demise of such rulers has led to periods 
of instability. In the case of Indonesia 
and Singapore, such an event may occur 
concurrently, doubling the prospect for 
trouble. 

Given that there is doubt about whether 
it will be the officially designated heir Goh 
Chok Tong or Lee's son who will take over, 
there is room for considerable instability in 
Singapore come the succes- 
sion. 

Interestingly, Lee him- 
self, unlike many brokers 
from Singapore, does not 
think that Singapore is a ma- 
ture, developed society. In 
an interview with the BBC on 
7 June, Lee said: "They [Sin- 
gaporeans] think they have 
all the freedoms of choice 
now of a mature, developed 
society. I do not believe that. 
And they will discover it to 
be so." 

Now, this does not mean 
that instability is inevitable in 
Singapore. But it does 
suggest that investors cannot 
assume that Singapore's political stability 
will continue indefinitely. This is a factor 
which investors will have to consider even 
if, after a suitable mourning period, Singa- 
pore's stockmarket starts to scale new 
heights. As China has shown, the forces of 
darkness can strike at the very moment the 
future is looking bright. 

On the domestic political front, it should 
not be forgotten that Singapore's ruling 
People's Action Party is a cadre-based or- 
ganisation like China's Communist Party. 
Under this cosy system, the leaders have the 
right to select the cadres and the cadres in 
turn elect the leaders. 
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In addition, as the Francis Seow episode 
illustrated, Singapore is not above seeing 
imperialist enemies behind all those who 
dare question it. 

As for economic risks, Singapore is un- 
likely to remain immune to the turmoil in 
China. Singapore is estimated to be the 
fourth-largest foreign investor in the special 
economic zones of southern China and Pe- 
king’s fifth-largest trading partner. Direct in- 
vestment by Singapore's companies in 
China is said to amount to about S$1 billion 
(US$510.2 million). And, since most su 
vestments are made in conjunction ...... 
Hongkong-based companies, the real extent 
of Singapore's exposure to China could be 
considerably higher. 

A few years ago, Singapore's bureaucrats 
started promoting Singapore as an alterna- 
tive to Hongkong as a "Gateway to China." 
Singapore Airlines started a direct flight to 
Peking bypassing Hongkong and the 
bureaucrats started a whispering campaign 
that the Mandarin speakers of Peking pre- 
ferred to deal with the equally refined Man- 
darin-speaking Chinese from Singapore 
rather than the crude Cantonese from 
Hongkong. In hindsight, the gesture was 
patently absurd. 

The promotion of Singapore now needs 
to be re-examined. More significantly, the 
whole idea of the Pacific Rim having some 
sort of eternal spring — a theory which came 
into being in the late 1970s when the notion 
that China was moving inexorably tov^73- | 
capitalism started to take hold — has 
re-assessed. It now looks as though Cnina 
will only move in fits and starts towards 
capitalism. 

To put it bluntly, both Singapore and 
Hongkong are two cogs in a vast corpora- 
tion, "Overeseas Chinese Inc,” which 
has been thriving by making the adjust- 
ments needed to accommodate the de- 
mands of the existing national govern- 
ments in the region. With the prospect of 
the motherland opening up to the outside 
world, it looked for a while as if Overseas 
Chinese Inc. was going to expand at an un- 
precedented rate. 

That prospect has now receded. But over 
the longer term, the crisis in China may 
bring some benefit to Singapore and Hong- 
kong. It may force them to concentrate on 
their existing strengths and virtues, and 
examine the weaknesses of their current 
growth strategies instead of chasing a 
Chinese mirage. Whatever happens, both 
Singapore and Hongkong will remain high- 
risk, high-reward places for the foreseeable 
future. B N. Balakrishnan 
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INNOVATION 


The art of vanishing 


omething very odd is happening to 
the innards of consumer electronics 
products like video camcorders: the 
components which make up their 
circuits are disappearing. As a clue to solv- 
ing this mystery, consider the following: it 
used to be the way in the consumer elec- 
tronics industry that, with a popular new 
product, prices dropped dramatically as 
economies of scale in production were 
achieved. With camcorders, however, this 
has not happened. 
is now about five years since the light- 
`- .oght combinations of video camera plus 
cassette tape recorder came on the market, 
and they still cost about US$1,000. But the 
high price-tag has not deterred people from 
buying camcorders — last year, consumers 
are estimated to have shelled out more than 
US$6 billion on them. 

What has happened is that Japanese pro- 
ducers have realised that, in the absence of 
low-cost competition from other countries, 
there is no point in slashing prices. Instead, 
they have decided to compete largely on the 
basis of technical innovation, by adding new 
features. 

Now new features are all very well, but 
how to avoid paying a size and weight pen- 
alty for them? An all-singing, all-dancing 
camcorder is not much use to anyone if it 
weighs a ton. 

The answer, of course, is to make the in- 
dividual bits smaller. Miniaturisation is after 
(^ -1 art at which the Japanese have no 
€ S. They have been doing it ever since 
Sony introduced its first portable transistor 
radio back in 1954. 

There are several approaches to shrink- 
ing components. An obvious one is to in- 
tegrate as many circuits as possible on to a 
single silicon microchip. Even as the 
number of devices that you can put on a 
chip escalates, it is still possible to make 
chips smaller by drawing the lines of the cir- 
cuit patterns thinner. 

To help the process along, in the past few 
years makers have begun to dispense with 
the chip's packaging — the familiar bug- 
shaped body with metal legs sticking out the 
sides. First they chopped off the legs, so that 
the package could be plonked straight down 
onto the surfaces, top and bottom, of the 
printed wiring board (which is used to con- 
nect an electronic system's components into 
one big circuit). Latterly, they have resorted 
to sticking on just the bare silicon chip. 

The problem is that the more complex 
chips get, the more inputs and outputs they 
need. Some of today's larger microchips — 
digital signal processors, for instance — fea- 
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ture dozens of them, lined up on all four 
sides of the chip. 

Since more inputs and outputs are the 
key to increasing functionality and hence 
competitiveness, the question is, how to 
find the space for the wiring paths that con- 
nect them to the other sections of the circuit? 

There is also the problem of where to 
put the system's other building blocks: 
discrete components like transistors, 
capacitors, coils and resistors. Thanks to 
successive improvements in the electrical 
properties of the materials out of which they 
are made, components too have been get- 
ting progressively smaller, integrated into 
chip form, and mounted straight onto the 
surface of the board. 

The answer to these all questions, and 
the solution to the mystery of the disappear- 
ing components is . . . take the wiring and 
components and bury them within the cir- 
cuit board itself. 

Instead of pasting everything on top of 
the board, the idea is to build a kind of mul- 
tilayered sandwich. The various devices and 
the metal paths between them are screen- 








Small is beautiful. 


printed onto a base of ceramic insulator in 
the form of a thin film, then further layers 
are added in the same way. 

Holes are punched through the layers to 
connect them up, a protective glaze is coated 
on the top, then the whole lot is stuck in a 
high temperature oven and baked. After fir- 
ing, components on the surface are custom- 
trimmed with a laser, then finally chips are 
glued on and wire-bonded to the pattern 
embedded in the board. 

Easy to describe, fiendishly difficult to 
achieve. Mainframe computer makers have 
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been mounting their central processors on 
multilayered boards for some years (though 
just with integrated wiring, not compo- 
nents). But such machines do not suffer 
from the same size, weight and above all 
cost constraints as consumer electronics. 

Multilayered mainframe boards have 
typically been made using tungsten wiring 
on alumina. (Ceramic materials using 
alumina are desirable for this sort of applica- 
tion because they are good at getting rid of 
the heat that chips generate as they crunch.) 
But consumer electronics makers want to 
use copper, because it is a much better con- 
ductor than tungsten and much cheaper 
too. Big snag: alumina must be fired at 
around 1,600°C, more than 500°C above 
copper's melting point. 

So Nagoya-based ceramic makers like 
Narumi China (a member of the Sumitomo 
group that began life as a producer of bone 
china tableware) are working with more 
amenable materials. Aluminium nitride, for 
example, which can be fired at temperatures 
lower than 1,000°C. 

Much of the work on multilayer boards is 
still at the developmental stage, but some 
companies are hoping to introduce simpler, 
single-layer products as early as the end of 
this year. Tape maker TDK, for example, 
says it has developed a technique for inte- 
grating components which will reduce the 
size of a conventional circuit board by a 
third. 

Not to be outdone, imaging specialist 
Canon has been working on a tiny ceramic 
board with embedded capacitors and 
printed-on resistors that the company 
claims enables a reduction in size of two- 
thirds, without compromising perform- 
ance. Of a total of 83 electronic components, 
no fewer than 54 are integrated inside or on 
top of the board. Significantly, this board is 
intended for use in camcorders. 

The usefulness of such “smart mate- 
rials,” as they are sometimes called, is by no 
means confined to camcorders. Any pro- 
duct which calls for portability plus succes- 
sive improvements in functionality is fair 
game for the shrink treatment. Cellular 
phones and hand-held point-of-sales termi- 
nals are two examples that come to mind. 

In the near future, the big obstacle facing 
smart materials is processing costs. Beyond 
that, the way seems clear for ever higher 
levels of integration, and consequently ever 
smaller products. Indeed, Dr Susumu 
Nishigaki, director of Narumi China's tech- 
nical laboratory, believes that “it is possible 
that there are no limits” to miniaturisation. 

m Bob Johnstone 
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Booming consumer demand lures foreign admen 


The selling of Asia 


By Carl Goldstein in Hongkong, Taipei - 
and Bangkok 


o the delight of multinational ad- 

vertising agencies and marketers, 

newly affluent Asian consumers 

are going on a buying spree. From 
Seoul to Bangkok, millions of people — in 
many cases just a generation removed from 
life on the farm — have pockets full of cash 
and the inclination to spend it, whether on 
luxuries once considered the exclusive pre- 
serve of the rich or a host of better-quality 
daily necessities. 

As midwife to emerging consumer cul- 
tures, international advertising agencies are 
playing an increasing role in Asian 
economies. In the most dynamic markets — 
Taiwan, Thailand and South Korea — the ad 
industry as a whole is enjoying extraordinar- 
ily high growth of 25-50% a year. These rates 
dwarf the single-digit growth rates of the 
mature markets of North America, Japan 
and much of Western Europe (with the ex- 
ception of southern Europe, where advertis- 
ing agencies’ billings are also growing 
rapidly), and help explain why agencies are 
devoting so much attention to Asia. 

The future is just as alluring. In the US 
and much of Western Europe, total spend- 
ing on advertising (adspend, in the jargon) 
typically runs to several per cent of GNP. But 
in East Asia (outside of Japan), current levels 
are only a fraction of a per cent, pointing to a 
continuation of today's boom as the more 
advanced nations in the region approach de- 
veloped world levels. 

In South Korea, the second-largest ad- 
vertising market in Asia (after Japan), total 
expenditure last year passed US$1.5 billion. 
The South Korean market's size alone, plus 
the country's relatively developed econ- 
omy, make it too good to resist for interna- 
tional agencies, despite legal and en- 
trenched structural barriers. Thus, foreign 
agencies are engaging in delicate mating 
dances with potential mates — local agen- 
cies mostly tied to big business groups — 
looking for ways to break their virtual 
monopoly on business. 

Taiwan, by contrast, has been wide open 
for the past four years. Last year's spending 
on advertising reached US$1.36 billion, 
making it Asia’s third-largest market. While 
the Thai advertising market amounted to 
only US$318 million in 1988, the country's 
big population of 57 million and rapidly ris- 
ing living standards compensate for the still- 


small revenue, in the eyes of international 
agencies. 

Hongkong and Singapore also showed 
excellent growth (20% and 27% respec- 
tively), but rapidly rising costs, especially in 
the British territory, ate up most of the in- 
crease. Japan’s spending on advertising 
(US$35 billion in 1988) dwarfs the rest of 
Asia combined, but the market's relative 
maturity, combined with the difficulty for- 
eign firms have in getting their foot in the 
door, have made Japan less a focus of atten- 
tion for major advertising agencies. 

Overall, a number of trends are combin- 
ing to fuel the advertising industry's rapid 
growth: 
> Strong economic growth in both North- 
east and Southeast Asia is creating affluent 
middle-class populations. 
> Market-opening measures in such coun- 
tries as Taiwan and South Korea are allow- 
ing foreign investment in service industries, 
including advertising. 

» Currency appreciation in South Korea 
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and Taiwan has brought down the price of 
imported goods. 

> Heightened selling activity throughout 
the region by multinational consumer pro- 
duct giants like Unilever, Colgate-Palmo- 
live, and Procter & Gamble encourages the 
entry of the ad agencies which service their 
accounts, often on a worldwide basis. 

»> Asian-based companies are beginning to 
adopt more sophisticated ad campaigns to 
cope with increasingly competitive domestic 
markets and to establish their brand names 
internationally. 

> Government policies in some countries 
around the region are turning towards 
promoting domestic consumption: though 
mainly aimed at blunting protectionist pres- 
sures from the US and EC, these policies 
also benefit the advertising industry. 
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INDUSTRY 31 


Some of the biggest problems facing ad 
agencies are those of success. With a worsen- 
ing shortage of qualified people, poaching 
of staff and job-hopping are reaching a criti- 
cal level. Some agencies in Hongkong and 
Taiwan, the hardest hit, are experiencing 
staff turnover of up to 40% a year. The re- 
sulting salary inflation has seen pay for 
scarce creative personnel and acre'"t 
executives (who handle cdlient-a; 
liaison) rise by 25-50% in the past year. 

Examples abound of fresh college 
graduates joining agencies in Taipei or 
Hongkong at a good entry-level salary, leav- 
ing after several months to join a competitor 
for 5095 more pay, and then jumping to yet 
another for another big pay rise — all in their 
first year of employment. 

The international agencies' surge into 
Asia is one of the big factors heating up the 
competition for talent. Advertising industry 
leaders, including Ogilvy & Mather, Leo 
Burnett, and Ted Bates, have had limited 
presence since the early 1970s — and even 
earlier, in a few cases, with a colonial pattern 
developing under which a few US agencies 
went into the Philippines in the 1960s, while 
their British counterparts set up small out- 
posts in Singapore and Malaysia. 


ut the establishment of fully 

fledged regional networks, a 1 

at providing worldwide serv — » 

major clients, has been mainly a 
phenomenon of the past 10 years. Latecom- 
ers J. Walter Thompson (JwT), Saatchi & 
Saatchi and others who remained more 
bound to their US and European bases 
have had to play catch up to the earlier 
arrivals. 

A worldwide trend towards mergers and 
buyouts among advertising agencies in re- 
cent years has led to unprecedented concen- 
tration of the industry and created a mind- 
boggling alphabet soup of agency names: 
HDM-DYR (now just HDM), BSB, DDB 
Needham, and more — even experienced 
hands have trouble keeping track of 
partners in these marriages of convenience. 
Some are strategic links, others simple big- 
is-better takeovers, like the recent takeover 
of Ogilvy & Mather by the British-based 
WPP Group, which had also gobbled up JwT 
a couple of years earlier. Both McCann- 
Erickson (fifth-largest worldwide) and Lin- 
tas (No. 10) are owned by the US-based In- 
terpublic Group. 

The impetus for the rush into Asia by the 
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alphabet brigade i is clear. The Asia-Pacific re- 
gion has become a magnet for North Ameri- 
can and European companies in everything 
from retail 3g, to petrochemicals, financial 
or travel-related services, cars — even gar- 

ag disposal. Many companies whose 
norizons were previously fixed to their 
home markets are looking for ways to tap 
into the newly discovered buying power to 
be foundi in the more dynamic economies of 
‘the A 
















“Our international clients have pin- 
| pointed Asia as a major growth area,” said 
Harry Reid, regional director for Asia for 
Ogilvy & Mather. Heavy advertisers — par- 
ticularly in consumer products — may, like 
Unilever, for instance, spend as much as 7% 
of its US$31 billion 1987 turnover on adver- 
tising. Ad agencies are hot on the trail of this 
cock 

- yencies with worldwide relationships 
wiu major clients had to be able to service 
them wherever they were active. US-based 
McCann-Erickson, for instance, went into 
Taiwan — initially in the form of a technical 
agreement with United Advertising, then 
and now the biggest of the locals, later up- 
graded to the status of a majority-owned 
subsidiary — mainly at the behest of Nestle, 
the Swiss food and beverages giant. 

The rising penetration of Asian markets 
by the internationals has had a mixed impact 
on local agencies, taking away big chunks of 
market share but also forcing up standards 
for the whole industry. In Hongkong, 
where international agencies are longest es- 
tablished in the region, there are now hardly 
any significant, purely local agencies. The 
situation in Singapore for the locals is a little 
better, but not much. 

These two city-states are exceptions. 
Heavy concentrations of multinational com- 
£3 and high levels of English-language 
C -.. etence gave the international agencies 
an advantage not found elsewhere in Asia. 
However, because of their small populations 
and already highly developed advertising 
industries, growth prospects in Hongkong 
and Singapore are far less than elsewhere. 

At the other extreme is Japan, where one 

agency alone — Dentsu — controls a mas- 
sive 27% of the market. Only one foreign 
agency, McCann-Erickson-Hakuhodo, a 
joint venture with the second-largest Japan- 
ese agency, has made it into the top 10, and 
then only in the ninth position. 

Elsewhere, local agencies retain varying 
degrees of influence and market share on 
thestrength of close ties with domestic com- 
panies and a shared culture. International 
agencies, on the other hand, emphasise 
their mastery of the supposedly scientific 

techniques developed over decades of prac- 
ticein the US and Europe. 

.. Establishing a brand name to make a pro- 
-duct stand out from the welter of competi- 
tive goods; “positioning,” jargon for 
whether a product is to be regarded as up or 
down market; sales promotion techniques; 





and direct marketing skills — all have be- 
come tools in the struggle to persuade con- 
sumers to spend more money. 

International agencies say they have re- 
placed traditional product-oriented thinking 
which predominates among local agencies 
and marketers — "here is a product, now 


let's see who will buy it" — with a more mar- 
ket-sensitive approach whereby market re- 
search suggests the sort of needs or prefer- 
ences waiting to be serviced. 

In the race for the Asian consumer's dol- 
lar, no one is entirely ignoring the smaller 
markets like Kuala Lumpur, Manila or 
Jakarta. Yet these centres will remain of 
secondary interest while bigger markets are 
expanding at such a furious pace. It is not 
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only a question of size, especially in the case 
of Kuala Lumpur and Jakarta. In both 
places, governments have placed restric- 
tions on foreign involvement that have the 
effect of holding back development. 
Malaysia's Information Minister Datuk 
Mohamed Rahmat ruled in mid-March that 
commercials featuring "pan-Asian" — Eura- 
sian — or Caucasian models, or ads 
“suggesting Western superiority” would 
not be allowed after 1 July. This drew a 
storm of criticism from various quarters, in- 
cluding a senior member of the Negri Sem- 
bilan royal family who said the government 
was encouraging racialism. Mohamed later 
backtracked, saying pan-Asians would 
be permitted but only in the company of 
actors representing Malaysia’s main racial 


groups — Malays, Chinese and Indian 
An advertising executive with long 
perience in Malaysia said it was another ste; 
down the road of the Malaysian Govern 
ment’s seeming efforts to “legislate its ad 
vertising industry into backwater status.’ 
Ironically, the government had in the earl 


would be more quickly fostered by using 

mixed-race actors. T 
More onerous than rules stipulating ra=- 

cial composition of models is the impact of 


regulations in effect since the 1970s that no 
more than 20% of television advertising — _ 


footage shown locally may be filmed outside — 
Malaysia. cO 


The aim was to induce iricimationat P 


agencies to produce regional campaigns in 


Malaysia, but in the event, these measures __ 


have not been effective. While a few regione 
al commercials may be shot in Malaysia, | 
widely varying national tastes and market 
peculiarities for the most part require that - _ 
most ads use local nationals as actors. 


Indonesian foreign investment regula- an 
tions prohibit international agencies from. | 


taking equity positions in the small local in- 
dustry. As a result, they must content then 
selves with technical service agreements 
whereby local agencies function in effect as 
representative offices, such as Citra Lintas, 
which is hooked up with Lintas Worldwide; =- 
Indo-ad with Ogilvy & Mather, and Adforce > 
with JwT. Although the economy has taken 
a turn for the better in the past couple of 
years, as non-oil exports have grown at a 
good dip, Indonesia remains considerably . _ 
behind its Asean neighbours Singapore and = 
Malaysia in terms of living standards — and 


thus less attractive as a consumer market, w= 
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Multinationals rush through an open door 


Boomtown Taipei 


ing agencies regarded Taiwan as a 
backwater. It’s not like that any more. 
Just look at J. Walter Thompson’s (JwT) 
experience there. Early last year they found 
themselves suddenly deprived of a presence 
in Taipei when a local associate, Gaynor and 
Associates, following years of inconclusive 
negotiations with JWT, abruptly sold out to 
Saatchi & Saatchi, the British firm that in just 
a few years has transformed itself into the 
second-largest advertising agency in the 
world (after Dentsu of Japan). 
Within weeks of Gaynor's switch, JwT 
had despatched Alan Fairnington, its Hong- 
kong-based area director, to Taipei to set up 


F or many years, international advertis- 


a new office. Barely a year later, staffing has 
risen to 65 people, while billings for 1989 are- 
projected to reach US$25 million. “We had 
to set up in a hurry,” said Fairnington, 
who continues to oversee the agency's busi- 
ness throughout the region from his new 
base. 

Indeed, JWT had little choice. It handlés 


shampoos and soap brands on a worldwide ' 
basis for Unilever, the giant Anglo-Dutch 


consumer products marketer. Saatchi & 
Saatchi handles competing brands for Proc- 
ter & Gamble. The two companies are- 
among the biggest advertisers in the world. 
A major client like Unilever would not toler- 
ate having advertising for its brands de- a 
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signed by an agency that was also handling 
comparable products for a rival. "We put 
pressure on JWT to set up their own opera- 
tion here after Saatchi & Saatchi took over 
the agency here," said Leendert Goedman, 
marketing controller for Unilever's Taiwan 
subsidiary. 

For international advertising agencies 
and multinational marketers, Taiwan has 
gone from backwater to boomtown. Four 
years ago saw the beginning of a veritable 
gold rush when the Taiwan Government — 
facing heavy trade pressure from the US — 
lifted earlier restrictions on foreign invest- 
ment in service industries. 

Under the new rules, foreign agencies 
were allowed to wholly own local sub- 
sidiaries. Several agencies moved quickly to 
exploit the opening. Besides Jwr, Saatchi & 
Saatchi, Leo Burnett, McCann-Erickson, 
and Ogilvy & Mather, among others, either 
took majority equity stakes in local agencies 
with which they had previously had 
cooperative relationships, or came in cold 
with wholly owned subsidiaries. By now 
more than a dozen top firms have piled 
in. 

Taiwan's economic success has made it 
too juicy a market to ignore. With per capita 
income levels for this year projected by the 
government to reach US$6,273 — up from 
US$3,500 in 1986 — and rapidly rising levels 
of personal expenditure, the island's streets 
are choked with imported cars and its stores 
stuffed with designer-labelled goods. 

Several things have unleashed Taiwan's 
consumption surge. One is the sharp rise in 
the value of the New Taiwan dollar, up 57% 
against the US dollar since 1985. As a result, 
the local currency price of imported goods 
has fallen, though not in most cases to the 
same extent as the exchange rate change. 


Another factor has been an equally precipit- 
ous fall in import duties, as the Taiwan Gov- 
ernment — under pressure from the US — 
reduced the level of protection previously af- 
forded to domestic manufacturers. 

Political forces have been at work as well. 
When the late president Chiang Ching-kuo 
lifted martial law in 1987, one indirect conse- 
quence was an easing of restrictions on 
newspapers. Major papers doubled the 
number of pages from 12 to 24, while several 
— including the two dominant newspaper 
groups, the United Daily News and the 
China Times — started afternoon papers. 
Taking advantage of the more liberal cli- 
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mate, several new financial and economic 
weeklies and monthlies started up as well. 
The end result was to increase sharply the 
space available for print advertising. 

International agencies have increased 
staff at breakneck pace to cope with the new 
opportunities. Leo Burnett quadrupled its 
staff to the present total of 100 since 1985, as 
billings last year reached about US$16 mil- 
lion McCann-Erickson tripled its staff to 
about 150 in the same period, with billings 
rising to US$27 million in 1988. 

The result has been a dogfight between 
international and domestic agencies. In a 
market that has expanded by more than 
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25% a year since 1986, foreigners are claim- 
ing a rising piece of the pie. Already they are 
taking more than 30% of advertisement 
spending which is funnelled through adver- 
tising agencies. (A massive 55% of total ad- 
vertising spending in Taiwan goes directly 
from companies to media or advertising 
brokers, rather than through agencies.) 

The majors’ success in the local market 
raises the question of whether Taiwan will 
repeat the experience of Hongkong a good 
15 years earlier, when an invasion of inter- 
national agencies resulted in the virtual ex- 
tinction of local firms. But most experienced 
industry players doubt it. “I don’t see the lo- 
cals getting squeezed out,” said John 
Gaynor, managing director of Saatchi & 
Saatchi Gaynor, and a veteran of Taipei's 
foreign advertising community. 


nternational agencies tend to worl t 

with multinationals, with theirbigo . 

isations and clearly delineated market- 
ing structures, according to Angela Chang, 
a marketing consultant for US personal care 
products maker Johnson & Johnson. 

A well-run local agency has the advan- 
tage of being closer to the market. Just as im- 
portant is the “comfort factor” — some 
Taiwanese companies are likely always to 
prefer to working with local agencies, where 
even top management speak the same lan- 
guage. 

The largest agency by far is United Ad- 
vertising, a purely local firm, whose 1988 bill- 
ings of US$48 million (at current exchange 
rates) far surpassed the second and third 
ranking agencies, Ogilvy & Mather and 
McCann-Erickson. United president Tom- 
ming Lai said his company's leading posi- 
tion was partly due to its superior leverage 
with Taiwan's three television stations and 
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Seoul's captive market 


Although South Korea is Asia's second-largest advertising mar- 
ket, it is largely closed to foreigners, and relatively undeveloped. 
Foreign investment is being liberalised, but foreign firms are 
nevertheless likely to find South Korea a tough place to go it alone 
for some time to come. 

At the same time, it is a difficult market for multinations 
to ignore. Total advertising revenues last year grew 35%, 
with growth particularly strong in magazine and news- 
rint advertising as a result of press restrictions being 


Large domestic business groups control much of South 
Korea's economy, and advertising is no exception. There are only 
a handful of independent agencies. Among the large business 


groups, there are only a handful which do not have their own 


agency. Those without agencies include Daewoo, the Hanjin 
Group (which owns Korean Air), Sunkyong and Ssangyong. 
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Ssangyong, however, has close relations with Nara Advertising 
because of family ties and most of its business goes to that firm. 

Predictably, the captive agencies handle almost all their par- 
ent's domestic advertising, which leaves little business for multi- 
nationals. Moreover, multinational consumer brands are only 
now starting to take root in South Korea, so international agen- - 
cies have few of their traditional accounts to fall back on. Shin In 
Sup, managing director of the newly formed Audit Bureau of Cir- 
culation, says that in Thailand, Malaysia and Singapore, foreign 
advertisers account for most of the top 10 brands that are adver- 
tised. In South Korea, none of the top 10 brands are foreign. 

Compounding the difficulties, foreign agencies are only al- 
lowed to own 49% shares in domestic ventures. While that limit 
will be raised to 99% next year, and fully owned ventures will be 
permitted in January 1991, few foreign firms are likely to go it 
alone in the South Korean market. 

There are currently only two joint ventures. Oglivy & Mather 
has a 3096 stake in the Haitai group's Korad International, and 
Backer Spielvoger Bates owns 10% of Hyundai's Diamond Ad- 
vertising. Several other joint ventures are in the planning stages. 

The paucity of independent agencies strikes some observers 
as unhealthy. “I have a serious concern about the future of the 
advertising industry," says Cho Hai Hyung, chairman of Nara 
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the two big newspapers, as United alone ac- 
counts for some 11% of the advertising 
placed by all agencies. | 

The other battle is for qualified staff. Sev- 
eral agencies have moved top people from 
Hongkong, as well as bringing in staff from 
the home offices. But the bulk of agency 
staff are necessarily drawn from the local 
population, or locally hired Westerners, 
who often work for a fraction of the pay that 
the expatriate staff earn. 

Some clients are growing increasingly 
unhappy over quality problems at some 
agencies — including the top-ranked inter- 
national agencies — where under-qualified 
personnel on both the creative and account 
servicing sides often deliver local quality ser- 
vice at international prices. 

The big rise in local consumers' buying 
-- zr has changed the way multinational 

eters do business in Taiwan. In the 
past, most — Procter & Gamble, Unilever, 
Kao (the giant Japanese personal care pro- 
ducts maker), Colgate, Kimberley-Clark, 
and many others — were content to sell lim- 
ited amounts of their. products through 
agents. But several years ago, they began to 
open their own offices, or buy out their 
former agents, and beef up manufacturing 
operations within Taiwan. 

Unilever, for example, bought a majority 
stake in Formosa United Industrial Corp., 
which manufactures and markets White Or- 
chid soap powders and soap, the market 
leader in Taiwan. Meanwhile, Procter & 
Gamble established a joint venture with 
Namchow Modern Home Products, a sub- 
sidiary of Namchow Chemicals. This 
strengthened presence by the multination- 
als puts pressure on the advertising agencies 
to increase their knowledge of and commit- 
ment to the country. m Carl Goldstein 


Advertising, the only major firm that claims independence. "I 
hope that the multinational companies coming in can teach Ko- 
rean advertisers the value and importance of independence." 

Lack of effective advertising media continues to be a big prob- 
lem for advertisers, though the situation is getting better in the 
wake of South Korea's recent political liberalisation. Since the be- 
ginning of 1988 more than 30 newspapers have started up. 

But television advertisers are still hampered by a lack of adver- 
tising time. All the networks are government-owned and adver- 


South Korea's top advertisers $ 
pit à E 


tising is limited to 8% of broadcasting 
time. Shin expects private television sta- 
tions will be introduced within the next 
five years. That will give advertisers more 
space. He notes that the 8% limit was in- 
troduced in 1977, when the country's 
GNP per capita was less than a quarter of 
what it is today. | 
The state-owned Korean Broadcast- 
ing Advertising Corp. (Kobaco) plays a 
unique role in South Korea's broadcast 
advertising. Advertising agencies must 
be approved by Kobaco which places all 
advertising on radio and television and 
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Rapid growth makes Thailand a prime market 


Too good to miss 


them on the telephone, advertising 

people in Bangkok would be hard press- 
ed to find something to complain about. For 
most agencies, business is rising almost fas- 
ter than they can handle, new home- 
grown agencies are springing up, and inter- 
national agencies are expanding operations 
in Bangkok — or beating the bushes for a 
good local partner, if they happen to be one 
of the few not already there. 

If only they could get enough phones. 
Rudiger Reinecke, managing director of 
DDB Needham's Bangkok operation, com- 
plains that an application for phone lines 
made in 1985 when they first arrived in 
Bangkok is still "pending." Ogilvy and 
Mathers managing director Sunandha 
Tulayadhan says her clients often end up 
faxing a "please call me" message after a 
dozen failed attempts to get through. 

Like other sectors of the economy, the 
advertising industry is frustrated by Thai- 
land's over-stretched infrastructure. But the 
continuing economic surge the country has 
experienced in the past two years — creating 
severe strains on transport, communica- 
tions, and other basic services — is also the 
main reason why most advertising agencies' 
billings are shooting up. 

"You could say the advertising industry 
is the pulse of the economy: when things go 
bad, agencies are the first to feel it, as com- 


[: their clients could only get through to 
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panies find that cutting advertising and 
promotion budgets is the easiest way to im- 
prove the bottom line; but as soon as sales 
take a turn for the better, we see advertising 
budgets go up," said Reinecke. 

Right now is definitely one of the good 
times, despite an expected slowdown from 
last year's real economic growth of about 
11% to a more sustainable 8-9% this year. 
Total advertising expenditure in 1988 was 
up 2676 on the previous year, to US$318 mil- 
lion. This sum puts Thailand well down on 
the list of the region's advertising industries 
in terms of size. 

But the country's 57 million strong popu- 
lation and rapidly rising living standards 
provide all the incentive international adver- 
tising agencies need to put Thailand high on 
their list of priorities. 

A number of other factors are helping to 
enhance Thailand's attractions. One is rela- 
tive political stability, especially now that 
Prime Minister Chatichai Choonhavan has 
demonstrated his ability to rule since his 
selection almost a year ago. Then there are 
the rapidly rising levels of foreign invest- 
ment and tourism. Both are pumping new 
money into the economy, fostering a con- 
sumer boom. 

Among the most promising product 
areas, advertising executives say, are pro- 
cessed and fast foods, which increasingly 
appeal to relatively affluent city-dwellers 


takes a fee. It gives agencies a commission of 9% on television ad- 
vertising and 10% on radio. Not surprisingly, agencies would like 
to reduce Kobaco's cut in order to boost their own commissions. 

Kobaco has relaxed its recognition criteria and since the begin- 
ning of this year has recognised 21 new agencies, bringing the 
total to 33 — so competition is likely to intensify. 

Partly because competition is so limited, the industry is still re- 
latively undeveloped. But there are signs that the situation is im- 
proving. South Korean advertisers launched an audit bureau of 


circulation on 31 May which will allow 
them to monitor publishers’ claims. 
There is also talk of starting a television 
rating service — A. C. Nielsen, AGB, and 
Korea's Gallup Associates are all report- 
edly considering such ventures. 

Market research is also relatively un- 
developed. Last year, however, three 
universities established courses in adver- 
tising and public relations. This is 
the first time since Joongang University 
suspended its course in 1981 that 
students can study these subjects. 

m Mark Clifford 
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willing to pay a premium for convenience — 
soft drinks, cars, consumer electronics and 
electrical appliances, plus a range of con- 
sumer goods such as soaps, detergents, 
shampoos, and beauty products. 

A look at the list of top advertisers further 
demonstrates the point. Colgate toothpaste, 
Krating Daeng energy drink; Pepsi, Fab and 
Breeze detergents; Coca Cola, and Singha 
beer lead the list of top advertisers, accord- 
ing to Media Data Resources in Bangkok. 
By category, real estate is the largest 
advertiser, followed by pharmaceuticals, 
home appliances, detergents, and sham- 


Most analysts consider real estate's No. 1 
ranking a short-term phenomenon reflect- 
ing the property boom in Bangkok and out- 
lying areas. Agencies are naturally happy 
enough to take the condominium develop- 
ers’ business. But they distinguish these 
accounts from their bread-and-butter 
“strategic” accounts, which aim to establish 
a brand's identity in the public eye — with 
the hope of steady, long-term sales. 


he advertising industry in Thailand is 
i now enjoying its second coming. Ad- 
vertising people with long experience 
in Thailand say the country first experienced 
a consumption boom during the mid-1960s, 
on the back of US military spending during 
the Vietnam War, when Thailand became 
both a staging ground for air attacks and the 
prime rest and relaxation destination for 
war-weary soldiers. Free-spending Gls’ pre- 
dilection for booze, soft drinks and cigaret- 
tes provided the impetus for the first wave 
of international advertising agencies setting 
up shops, especially when many Thai 
civilians developed a taste for the same 
goods. 

But a period of economic stagnation fol- 
lowed the unhappy culmination of the US 
military adventure in Indochina. At the 
same time, a strong communist insurgency 
in Thailand itself raised the possibility that it 
could be the next domino to fall. This one- 
two punch went a long way towards dulling 
any attractions the country may have had 
for the first influx of multinational marketers 
or the international agencies that helped 
market their wares. 

A few agencies that had come in during 
the earlier period — Leo Burnett, for one — 
found the going too tough, and coped by 
linking up with local agencies, in order to 
build up business with domestic clients. 
(Burnett last year became independent by 
buying out its Thai-based partner.) 

The end of what Burnett's Bangkok man- 
aging director Vince Swift called the "post- 
Vietnam paranoia" did not come until the 
early 1980s. Economic growth picked up, 
the insurgency died, and the domestic poli- 
tical environment became more stable. De- 
spite a recession in 1986, the business envi- 
ronment has improved steadily throughout 
this decade. 


64 


A key difference between the growth of 
the 1980s and the earlier period is that the 
economic growth this time around is more 
broadly based. While the manufacturing 
sector has benefited from the influx of for- 
eign firms, rising tourist inflows brought bil- 
lions of dollars in foreign-exchange earnings 
to hotels, shops, tour operators, and a host 
of other indirect beneficiaries. An added 
plus is that strong commodity prices have 
propped up the rural sector, where 8376 of 
Thailand's people live, giving them a buying 
power that is making multinational market- 
ers sit up and take notice. 

Unlike Taiwan and South Korea, how- 
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ever, Thailand has long welcomed foreign 
companies looking to sell their products. 
Nestle, the Swiss-based food and bever- 
age giant, has had a presence in Thai- 
land since early in the century. Unilever, 
US-based personal care and health products 
maker Johnson & Johnson, Goodyear 
Tires and Warner Lambert, have been sell- 
ing in the domestic market for 20 years or 
more. 

Others have just arrived in the past sev- 
eral years, as Thailand’s attractions become 
too obvious to miss. These include US 
breakfast cereals maker Kellogg, Pepsi, and 
Philip Morris. Procter & Gamble, which lag- 
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ged behind some of its competitors in 
exploiting foreign markets, arrived earlier 
this year. 

The Japanese have been the leading for- 
eign investors in Thailand for each of the 
past three years. The rapid appreciation of 
the yen that began in late 1985 drove hun- 
dreds of companies offshore in search of 
cheaper manufacturing bases. In Asia, Thai- 
land has become one of the largest recipients 
of this investment. 

Besides export-oriented production, Ja- 
panese firms are also keen to exploit Thai 
consumers’ growing buying power. As a re- 
sult, Japanese agencies have been quick to 
follow. 

Last year, Hakuhodo, Japan's second- 
2 biggest agency (after Dentsu), set up a 
Bangkok subsidiary to service electronics 
makers NEC and Matsushita. Dentsv ^»4 
arrived two years earlier and hasbecor 2 
sixth-ranked agency in Thailand, e 
Chuo Senko and Meitsu arrived around the 
same time. 

As elsewhere in the region, the impact 
of Japanese agencies is limited by the fact 
that they mainly service the overseas busi- 
ness of the same companies their head office 
serves in Japan, rather than aggressively 
pursuing domestic or other foreign ac- 
counts. 

While international agencies dominate 
the Thai advertising market, two local agen- 
cies remain leading players in the industry. 
Both Far East Advertising and Spa Advertis- 
ing — ranked third and fifth last year with 
billings of US$15.84 million and US$11.9 
million, respectively — got their start as in- 
house advertisers for the major Thai trading 
groups Sahapat and Osothspa. Both agen- 
cies have widened their client lists consider- 
ably, but the lion's share of their business 
still comes from handling brands ofr 
factured or distributed by their founde 

m Carl Goldstein 
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Television is main medium for region's advertisers 


Asia's TV times 


he spectacle of Thais, Taiwanese, 
i Hongkong Chinese and others in 
their millions clustered around TV 
sets, settling in for an evening of soap 
operas, historical dramas, or Dynasty, has 
helped make television the obvious medium 
of choice for the region’s advertisers. 
Perhaps it is just about the cheapest 
amusement around, or maybe itbrings view- 
ers within sight of worlds of consumerism 
and excitement their own lives cannot 
match. Whatever the reason, television reg- 
ularly commands prime-time audiences of 
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75% of the population in key markets 
throughout East and Southeast Asia. Televi- 
sion ownership levels exceed 90% in most 
urban centres, and better than 50% in rural 
areas. 

Most international agencies get at least 
60% of their billings from booking television 
time, and some even more. Available statis- 
tics do not fully reflect electronic media's 
dominance of the advertising world. In 
Taiwan, television accounted for only 30% 
of total advertising expenditure in 1988, 
while in South Korea, Thailand, and Hong- 
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kong it was 35%, 48%, and 55%, respec- 
tively. But the equal, or in some cases, great- 
er share of spending going into newspapers 
and other print media is inflated by heavy 
use of classifieds and other ads placed di- 
rectly by clients or brokers. 

Television is generally the only national 
medium. Magazines and newspapers for 
the most part offer a more limited, albeit 
more easily targetable, audience. 

Thus, the big multinational marketers 
put the bulk of their spending into televi- 
sion. The main exception will be for new- 
product launches, when the idea is to use a 
barrage of commercials in print and broad- 
cast media to establish a brand name with 
the consuming public. When Procter & 
Gamble introduced a shampoo on the Thai 
market earlier this year, Leo Burnett 
launched a coordinated campaign on televi- 


radio, newspapers, and key 
--p zines — together with a mix of outdoor 
billboards and transit ads. 


complain that the three state-owned 

television stations monopoly power 
has bred complacency and arrogance. “Nor- 
mally any media company must provide 
evidence that it is delivering a given 
level of audience, but here, we have to 
pay for it ourselves,” said John Gaynor, 
managing director of Saatchi & Saatchi 
Gaynor. 

Thailand’s major television stations — 
owned by either the government or the mili- 
tary — are just now completing the final 
stages of expansion programmes that will 
shortly give them truly national coverage. 
Until recently, only Channel 7 could make 
such a claim, but Channels 3 and 9 have just 
about finished building a series of upcoun- 
t~ repeater stations. 

ne effect of the entrance of interna- 
tional agencies into Asian markets has been 
to force up production standards. “A few 
years ago, all television ads here were done 
on 16 mm film, which meant that once 
they'd run several times, the quality de- 
teriorated rapidly; now the Tv stations all ac- 
cept videotape," said David Chard, Taiwan 
representative for public relations firm Hill 
& Knowlton. 

Another factor behind the rise of produc- 
tion values is the entrance of a number 
of production companies from Hongkong 
— where the much earlier invasion of Euro- 
pean and US companies had ensured that 
standards and techniques are higher than 
those in most of the new markets of Asia. 
Several Hongkong companies have estab- 
lished joint ventures with local houses 
in the past two years. In Thailand, the rise 
in standards has been more an indigen- 
ous phenomenon. Executives at interna- 
tional agencies say local talent ranks with the 
best available anywhere in Asia, with the 
possible exception of Japan. 

m Carl Goldstein 


I n Taiwan, advertisers and agencies alike 
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ECONOMIC MONITOR: 


PHILIPPINES 


Into lower gear 


he Philippines’ economic re- 

surgence appears to be slowing, 

with first quarter GNP growth of 

only 4.13%, down from last year’s 
first-quarter rate of 7.3%. As a result, only 
weeks after the IMF approved Manila’s eco- 
nomic programme that projects 6.5% 
growth, the government has scaled down 
its estimates to 6% for the year. 

The slowdown partly confirms that the 
surge last year mainly involved industry tak- 
ing up slack capacity. Full plant utilisation 
has been reached in many sectors, and ex- 
pansions started last year have still to come 
on stream. It also reflects a cut in public 
spending. Despite the cuts, Manila’s budget 
deficit for the first quarter was P1.2 billion 
(US$55.6 million) more than the planned 
level of 29.2 billion. 

The increased deficit, largely attributed 
to problems in implementing the new value- 
added tax system, is pushing local interest 
rates above 18%, a trend that could derail 
business expansion. Higher interest rates 
also reflect the monetary authorities’ fears 
about inflation, which might lead them to 
tighten the money supply to contain prices 
as they did in 1984-85. 

Most economists here now conserva- 
tively forecast an inflation rate for 1989 of 
11%, up from the 8% projection in the IMF- 
supported economic programmes. Rises in 
inflation will flow from two factors: on 8 
June, a law was enacted increasing the man- 
datory minimum wages by P25 a day — a 
39% rise on the P64 mandatory minimum. 
This might alleviate the hardship of the 
country's wage-earners, most of whom live 
below the official poverty line, but it will 
raise business costs and thus fuel higher 
prices. | 
Secondly, the prices of petroleum pro- 
ducts — unchanged for nearly two years — 
will rise because the buffer stocks intended 
to cushion price fluctuations are depleted. 
Oil companies have geared up for at least a 
P1 a litre rise. The price of petroleum pro- 
ducts has a major impact on consumers 
through the transport component of agricul- 
tural produce brought to the cities. 

Inflation is also closely linked to worries 
over the peso's exchange rate. Structural 
problems in the economy tend to involve a 
spiralling chase of the peso's exchange rate 
and its purchasing power: inflation leads to 
a depreciation of the peso; a devalued peso 
in turn pushes up inflation, mainly because 
of the dependence on such imports oil and 
industrial machinery. Recently, the ex- 
change rate has weakened to P21.7:US$1 
from the P21.3-4 level. 
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Pressure on the exchange rate is due 
mainly to the relative scarcity of foreign ex- 
change. The central bank's gross interna- 
tional reserves (including gold) at end- 
March were US$1.8 billion, equivalent to six 
weeks' worth of imports. Despite a strong 
export performance, the trade gap for the 
first quarter of the year widened to US$449 
million. The country's debt burden — an 
April 1989 World Bank report put total 
liabilities at US$29.95 billion and the cost of 
debt servicing at US$4.8 billion this year — 
continues to drain foreign exchange. 

The IMF approval on 23 May of a new cre- 
dit package of US$1.17 billion averted a for- 
eign-exchange crisis, as the IMF loan will beef 
up the central bank's international reserves. 
The IMF's compensatory financing facility — 
to be drawn on should drastic changes in 
world commodity prices occur — also sent a 
market signal that the country would be in- 
sulated to some extent from commodity 
price fluctuations. In addition, the IMF al- 
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lowed Manila to reach a rescheduling agree- 
ment with foreign governments covering 
US$2.2 billion in official credits. 

Despite the two major problems of for- 
eign-exchange resources and the budget 
deficit, business confidence is high. A Trade 
and Industry Department survey showed 
that industrial sales grew 15% in the first 
three months. 

The continuing political stability has un- 
doubtedly raised foreign investors’ confi- 
dence in the economy, and the China crisis 
is being seen as an unexpected boon. Manila 
businessmen's links with Overseas Chinese 
in the past three years have expanded, and 
there is an expectation that Hongkong and 
Taiwan investors could turn their eyes to the 
Philippines in the wake of China's political 
turmoil. u Rigoberto Tiglao 
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SHROFF 


Hume's long goodbye 


o Kamunting Corp. has bought its 

29% stake in Multi-Purpose Hold- 

ings (MPH), and Hume Industries’ 

M$1.50 (55 US cents) a share bid for 
the conglomerate is dead. Or is it? 

Only one day after he entered Malaysia's 
Big League with his M$592 million purchase 
of the assets of Koperatif Serbaguna 
Malaysia (KSM), including the MPH stake, 
Kamunting's youthful chief executive, T. K. 
Lim, may have been disquieted to see Hume 
eranted a two-week extension from the 

el on Takeovers and Mergers on the 
ucadline to dispatch an offer document to 
MPH's shareholders. What is the matter with 
Hume's Quek Leng Chan — doesn't he 
know when to stop? 

Certainly the market does not think so. 
After falling sharply to around M$1.20 after 
Kamunting announced its M$2.05 a share 
side-deal, the price of MPH is now back up to 
M$1.40. Clearly, a number of people think 
that M$1.50 is a possibility once more. 

The key to the whole deal is the Take- 
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overs Panel. Even if Quek wanted to with- 
draw from the scene gracefully, the panel 
may refuse him permission to do so. Ac- 
cording to some sources, this has already 
proved to be the case. Quek's options are 
now either to seek permission to make a par- 
tial bid or to bite the bullet and go ahead 
with the general offer, hoping that he might 
end up with a reasonably large stake around 
the 3076 level. | 
With Kamunting holding 28.9% and 
the receivers of KSM, Price Waterhouse, 
controlling a further 19.7% in trust for 
the KSM—Multi-Purpose Investment Fund, 
the likelihood of Hume gaining control must 
seem remote. But, there is a distinct pos- 
sibility of Hume ending up with a suffi- 
ciently large stake to enable it to frustrate 
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Kamunting efforts to sell off MPH assets. 
According to this scenario, Hume could 
then sit back and wait. Lim's promised re- 
vamp of MPH's management could bear fruit 
in a higher MPH share price, enabling Hume 
to sell out at a handsome profit. Or — as a 
number of analysts believe to be more likely 
— Lim will fail, in which case Kamunting 
will begin to bleed when it has to start re- 
deeming its M$296 million in convertible 
loan notes issued to help finance the deal. 
Hume can then proceed to snap up distress 
sales of MPH scrip from the 28.9% stake. 


The fate of another big deal is also hang- 
ing on the decision of the regulatory au- 
thorities at the moment. Arab-Malaysian 
First Property Trust is anxiously awaiting 
the approval of the Capital Issues Commit- 
tee (CIC) of the M$130 million purchase price 
it agreed in March with Arab-Malaysian De- 
velopment Bhd (AMDB) for its headquarters 
building. Without this approval, plans for a 
public listing cannot go ahead. 

Kuala Lumpur has been awash with 
rumours that the CIC — on the advice of the 
government's valuation department — has 
turned down the M$361 a ft? price as being 
too high. If that were so, it would im- 
mediately jeopardise the agreement by rival 
First Malaysia Property Trust in April to buy 
MBf Plaza at M$393 a ft? and another deal at 
an even higher price which is believed to be 
close to conclusion by Bank Bumiputra's 
property trust. 

Sources at Arab-Malaysian indicated the 
rumour is not true, but they do concede that 
the CIC decision is being anxiously awaited. 
For one thing, if the approval comes more 
than three months after the purchase was 
agreed — any later than June — the trust 
will have to get a new valuation before the 
prospectus can be issued. 

If the CIC were to KO the deal, it would be 
a bizarre decision. Prices of commercial 
property in Kuala Lumpur's central Golden 
Triangle area have appreciated by 20-25% 
over the past quarter. 

At M$361 a f£, the Arab-Malaysian build- 
ing is giving a yield of 7.15%. This is a very 
good return given the high quality of the 
building and the low prevailing levels of ren- 
tals in the capital. In fact the yield is so high 
that cynics have wondered aloud whether 
AMDB is getting as good a price as it could 
have done. 

Shroff believes that AMDB’s chairman, 
Tan Sri Azman Hashim, is cannier than that. 
AMDB is accepting M$50 million of the M$130 
million purchase price in units of the prop- 
erty trust. When the building is revalued 
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sometime after listing, AMDB stands to make 
substantial capital gains — either by way of 
bonus units issued by the trust to reflect the 
capital gain, or an increase in the price of the 
units on the stock exchange due to the 
higher net tangible assets. Either way, 
AMDB’s units will not be subject to property 
gains tax. m Nick Seaward 


If nothing else, the modest new private 
stock exchange in the East Java city of 
Surabaya promises to be fun. At an inau- 
gural dinner, the local, predominantly 
Chinese business community was treated to 
the sight of esteemed guests being ribbed by 
Surabaya's top trans-sexual entertainer. 

Treated, too, to the sight were other 
guests; those from foreign brokerages keen 
to get their hands on scrip necessary to top 
up their mostly un-invested Indonesia 
country funds or to start new ones. Attend- 
ing the inauguration of the tiny bourse — 
trading volume in its first two months is ex- 
pected to total all of US$200,000 — were 
representatives from Bankers Trust, Merrill 
Lynch, Hongkong's DMT Securities, Nom- 
ura Securities and Fidelity International. 

The plight of brokers catching what Mar- 
zuki Usman, chief of Bappenas, the state 
capital markets committee, grandly refers to 
as "the last train in Asia" should be leavened 
somewhat in coming months by the listing 
of 11 new stocks and bonds on Indonesia's 
three exchanges, nine of which should be 
open to foreign investors. But while quan- 
tity might soon be available, the quality is, at 
best, grounds for further inquiry. 

Take soon-to-be-listed Jaya Pari Steel, 
which is issuing 3.36 million shares at a price 
of Rps 7,800 (US$4.53) each. Squeezed by 
the hammerhold certain business groups 
and the state have over steel processing, the 
company has not managed to turn much of 
a profit over the past few years. 

Not that this will deter foreign brokers, 
who are forced to make do with whatever 
small fish they can catch (their buying 
helped the owners of Surabaya’s Zebra Taxi, 
a company with 350 cars, 45% of the local 
market and no profit and loss record at the 
time of listing, come to market three times 
oversubscribed). 

While it is laudable that the brokers are 
supporting Indonesian business develop- 
ment, perhaps it would be more honest, 
given the level of corporate disclosure and 
the consequent hazy track records of the 
companies coming to market, for them to 
peddle their country funds as venture capi- 
tal vehicles, with all the risks they entail. 

B Jonathan Friedland 
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BANKING 


Thailand's problem bank approaches the market 


A bank with a past 


By Paul Handley in Bangkok 
T he first dip into the equity market by 


a major Thai state enterprise — 

perhaps a precursor of the long- 
heralded privatisation programme — looks 
like an act of faith. Krung Thai Bank (KTB), 
the country’s second-largest commercial 
bank, is not being privatised, and neither is 
it being relieved of its unprofitable role as a 
tool of government policy. Furthermore, itis 
being put to market with its biggest financial 
problems unresolved. 

Currently about 80% controlled by the 
Ministry of Finance and the Bank of Thai- 
land (BOT), KTB is asking the public to fund 
half of a Baht 2 billion (US$78.13 million) 
increase in capital to Baht 7 billion. The 
shares are expected to be traded on the Sec- 
urities Exchange of Thailand within a few 
months. 

The move, which will cut the govern- 
ment's shareholding to about 70%, is part of 
a programme to mobilise private savings to 
finance the state enterprise sector. But KTB 
carries nearly all of the baggage of its last 
decade — not a very attractive legacy. As of 
31 March, Baht 19.5 billion out of the bank's 
Baht 117 billion in loans was classified as 
non-performing. 





The problems mostly relate to three bor- 
rowers: property magnate Sura Chan- 
srichawla’s Siam Vidhya group, the now- 
broken up Metro Group of Sawang 
Laohathai, and pineapple canner Col Phol 
Rengprasert. All were close to former KTB 
president and member of parliament Tam- 
chai Khambato, who was charged in court 
in late 1987 for unauthorised lending prac- 
tices. He has yet to be tried. 

Up to and including 1987, KTB was book- 
ing income from loans that had not per- 
formed for years, many of which were 
under-collateralised. In 1987, BOT advised 
the bank to wipe off its books almost Baht 3 
billion in accrued interest, and set reserves 
for bad loans of Baht 3.4 billion. 

There is also Baht 4.2 billion in non-per- 
forming debt owed by its subsidiary Interna- 
tional Finance and Consultants Co. (IFCC) to 
help it recover from some Baht 4.5 billion in 
bad loans, many of which were made to the 
three borrowers named above. 

Lead underwriters of the Baht 1 billion 
public issue, Phatra Thanakit (PT) and IFCC, 
insist that the surge in Bangkok property 
prices in the past 18 months has left KTB's 
loans to the Metro group fully collateralised 
and Siam Vidhya 70% asset-backed. Both 
have or are restructuring their debts, backed 


by property sales. Their loans will be paid off 
over a seven-year period, and have been 
periodically serviced over the past year. The 
loans to IFCC are not collateralised at all, but 
IFCC's own loans are said to be 8376 secured, 
and the company, according to the under- 
writers, has maintained a substantial 
portfolio of listed blue-chip securities for ad- 
ditional support. 

But the bank concedes that Phol's Cha- 
am Pineapple Canning is very badly sec- 
ured. Phol owes some Baht 2.6 billion to KTB. 
The offering memorandum concedes that 
the prospects of collecting from politically 
powerful Phol, now a minister in the Prime 
Minister's office, are not good. KTB will have 
to make provisions of another Baht 1.73 bil- 
lion by 1991. 


ven if freed of these problems, “ 
E bank has still not jettisoned its pa 


having been created in 1966 by nw: g- 
ing troubled banks, KTB in January 1987 was 
forced to assume management of 22 trou- 
bled finance companies taken over by the Fi- 
nance Ministry in a 1984 rescue bid. Half of 
those are still in semi-intensive care, though 
negotiations are proceeding on selling them 
to Thai and foreign institutions. 

Later in 1987, the collapsed Sayam Bank 
— formerly Asia Trust Bank — was injected 
into KTB, bringing almost twice as much in 
liabilities as assets — some Baht 14.5 billion 
in all. The bank is now dormant, apart from 
efforts to collect its bad debts. 

From the beginning, BOT has provided 
soft and no-interest loans to KTB to ensure 
the bank's hospital role did not drain its fi- 
nancial resources. The bank says it can even 


son, the Industrial Finance Corp. of Thailand recently offered to 


the public convertible debentures with a coupon of 8.25%. 
In many ways, KTB has nowhere to go but up, especially i 


A price too high 


If Bangkok's sale of a stake in KTB is an act of faith, many investors 
regard buying it as one too. Half of the Baht 2 billion (US$78.12 
million) in new shares are being offered at Baht 120 (par value 
Baht 100), well under the Baht 138 book value. Remaining shares 
are being offered to existing shareholders. 

Foreign brokers have balked at the offer, saying the price 
should be cut to Baht 100 or less. At Baht 120 the shares have a 

pective p/e ratio of 23.5, against an average for Thai commer- 
cial banks of below 10. At that price, says one Bangkok-based 
analyst, ^you have got to be pretty sure the earnings will grow." 

The potential yield is even less appetising. Major Thai banks 
yield an average of 776 but KTB plans to pay no dividend before 
1991. KTB is dangling the prospect of high yields in 1991-93. Based 
on a 50% annual increase in earnings share, on a diluted 
basis, KTB forecasts that its p/e will drop to 15.4 in 1990 and 5.8 in 
1993. The bank plans a Baht 10.6 per share payout in 1991, in- 
creasing to Baht 14.4 the next year and Baht 16.7 in 1993. 

Broker Phatra Thanakit, which has packaged the offer, says 
this will give an average yield of 8.7% over the 1990-93 period, 
against a projected yield of 7.676 for top Thai banks. Averaged 
over five years (1989-93), however, this falls to 7%. By compari- 
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areas such as fee income. Interest and dividend income is forecast 
to grow at an average of just 19% through to 1993. But the bank _ 
must still take some Baht 1.7 billion in loan-loss reserves, curtail- 
ing net profits over the next two years. Phatra's Veravat 
Chutichetpong says projections have been made on the most 
conservative basis possible — that margins stay slim, that assets 
and collateral on loans are undervalued, and that non-accrued in- 
come is not included in income projections. 

By mid-year the bank, for example, says it will have collected 
Baht 614 million in ^windfall" income on collections of Baht 1.83 
billion from Siam Vidhya and Metro groups, most of which is not 
included in income forecasts. 

There is clearly some nervousness about taking up the issue. 
Maruey Padoongsidhi, president of the SET, has requested sup- 
port for the issue. Half of the 10 million shares on public offer will 
be marketed by a consortium of 40 underwriters. The other 5 
million shares will be marketed directly by KTB through its 
branches to provincial investors. There is little doubt that several 
brokerages and investment funds will take up a few shares out of 
a sense of civic duty. Others believe that their support for this 
issue will stand them in good stead when the more lucrative state 
enterprise shares, such as Thai Airways International, are put on 
offer. m Paul Handley 
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. earn some management fees and small mar- 
gins on backup financing from its hospital 
role. 

But the role has hardly encouraged man- 
agement to think and act in strictly commer- 
cial ways. For example, KTB has long relied 
on state enterprises for deposits, but has 
tended merely to lend back either to state 
enterprises or to the interbank market, both 
of which generate only small margins. 

Moreover, KTB’s management has been 
brought up in the state-enterprise mold, 
with low salaries for staff and executives 
mostly coming from the public sector. KTB 
says it is not bound to government business, 
argues Veravat Chutichetpong of PT. New 
management is giving it a more commercial 
bent, and salaries are rising well in excess of 
the state enterprise framework. 

But KTB has not revealed how it intends 

1 — evelop its corporate finance business. 

idea is that its glut of cash from state en- 
terprise deposits will prove useful if other 
banks’ liquidity dries up, as expected in the 
second half of this year. But using this ad- 
vantage, even if it does emerge, would de- 


Krung Thai's growth prospects 
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mand a combativeness which outsiders feel 
the banik can only develop by hiring outsid- 
ers skilled in marketing. 

PT's memorandum classifies one-third of 
the top 100 managers as "new blood." But of 
the 27 senior vice-presidents and above, 
only five joined the bank since 1980. And 
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Taiwan textile magnate accused of insider trading 


Showcase catch 


By Lincoln Kaye in Taipei 


aiwan's Securities and Exchange 

i Commission (SEC) has accused a 

politically well-connected textile 

~--~nate of using nominee names to corner 

ly 15% of his own company’s equity be- 

tore releasing revised profit projections that 

sent the share price soaring. The move alleg- 

edly netted NT$1 billion (US$37.45 million) 

for Wang Tsao-ching, chairman of China 
Man-made Fibres (CMF). 

That makes it the second-biggest insider 
trading scandal in the history of world stock- 
markets, as local brokers noted with per- 
verse pride. The biggest was the US$80 mil- 
lion Ivan Boesky scandal. Third ranked is 
last year’s US$19 million Morgan Stanley 
flap, in which a Taiwan punter, Li Ch’uan- 
hung “tried to apply Taipei norms to Wall 
Street,” in the words of one local broker. 

Taiwan Government sources hint that at 
least 10 more cases are under investigation 
as part of a concerted crackdown on wide- 
spread insider trading. But independent 
market-watchers remain sceptical. 

"We've been this route before," recalls a 
vice-president of a foreign-affiliated broker- 
age firm. "All it has resulted in is token 
punishments and a resumption of business- 
as-usual.” If the SEC cannot make the 
charges stick, he adds, the cause of market 
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reform could be hurt, rather than helped. 

The CMF case has been turned over to the 
investigatory arm of the Taipei District 
Court. If charged and convicted, Wang 
could face up to two years' imprisonment, 
NT$150,000 in fines and — most signifi- 
cantly — compensatory damages of up to 
three times the sum he is found to have 
earned illegally. 

Other directors, managers, large share- 
holders and professional contractors of CMF 
could also come under investigation, gov- 
ernment sources suggest. The total amount 
of illegal profits involved could eventually 
run as high as NT$2 billion. 

Wang is widely reported to be a close as- 
sociate of Tsai Chen-nan, whose Cathay In- 
vestment and Trust Co. was the target of a 
1985 run that rocked Taipei financial mar- 
kets. CMF is also rumoured to have enjoyed 
the sometime patronage of Chiang Hsiao- 
wu, son and grandson of previous Taiwan 
presidents, who now heads the country's 
unofficial legation in Singapore. 

Although the SEC claims its accusations 
were the result of a lengthy probe, they 
seem to have come as a surprise to Wang. 
He immediately denied all wrongdoing and 
portrayed himself as a "sacrificial lamb" on 
the altar of policy. 

No CMF stock was purchased in his own 
name, he pointed out. If his colleagues and 
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much of the new staff's time is spent on sys- 
tems development and collection. 

Another idea is to maximise fee income 
— currently running at about a quarter of 
the level of comparable commercial banks. 
The bank began to charge for its automatic 
teller machine services only this year, while 
other banks have been charging for years. 
KTB has only one international branch but it 
should be able to pick up some trade finance 
business, currently a hot profit centre for 
other Thai banks. 

But even if all these plans bear fruit, KTB's 
identity and role would still be unclear — 
being 70% state-owned, it will still be a state 
enterprise subject to government borrowing 
ceilings. Moreover, the government still 
sees it as an agent for development — re- 
cently the bank took on a Baht 400 million 
civil servant housing loan scheme which ap- 
pears to offer better terms than commercial 
schemes by Citibank and Bangkok Bank. 

And, as an analyst pointed out, it has not 
been made clear whether KTB will again be 
forced to play doctor if another commercial 
bank or finance company fails. » 


employees wanted to buy the scrip, he 
asked, how could he prevent them? 

Observers wondered why the SEC chose 
such a high-profile case to kick off its anti-in- 
sider trading drive. "Maybe they're just 
grandstanding to establish the reformist 
credentials of the new administration," 
suggested one management consultant. In 
May, Taiwan changed premiers. 

Even the most fervent SEC well-wishers 
are worried about apparent weaknesses in 
the case against Wang. For one thing, the in- 
side information he purportedly acted on — 
an upward trend in the world price of 
ethylene glycol, a key CMF product — was 
nothing peculiar to the firm or even to 
Taiwan. 

Then, too, his supposed cornering of 
CMF shares occurred over a seven-month 
period prior to the mid-1988 annual general 
meeting at which he announced the revised 
profit projections. During that time, the 
share price more than trebled, which 
suggests that the company's improved pros- 
pects were an ill-kept secret at best (though 
admittedly the scrip appreciated an addi- 
tional 84% in the month after the meeting). 

Whatever happens to Wang and his 
cronies, analysts suggest, prospects might 
not be all that glum for CMF's share price. Ai- 
though the scrip has seen some slippage 
since the scandal broke, its fundamentals re- 
main strong. 

French and US suppliers of ethylene 
glycol have been hit with production prob- 
lems of their own, according to industry 
sources, which leaves an open field in the 
Taiwan market for domestic producers. 
And, if compensatory damages are actually 
levied, the company itself could be among 
the main beneficiaries. a 
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Japan m" battle for financial futures market 





MERE 


By Nigel Holloway in Tokyo 


new battleground between Japan's 
banks and brokers has opened up 
LM. with the start of the Tokyo Financial 

- Futures Exchange (TFFE) on 30 June. How- 
ever, it looks as if this particular fight has al- 
-; ready been lost by the securities houses, so 
*. massive is the superiority of the banks in the 
_ field of interest-rate and currency futures. 
«5. But the intensity of the competition will 
_ provide an indication of the bigger battles 
_. ahead when Japan's banks are eventually al- 
_ lowed to underwrite the issue of corporate 
v . Securities. 
_.. For several years, Japan's Finance Minis- 
try has allowed both sides to burrow under 
the wall separating banks from securities 
- firms. Even so, Article 65 of the Securities 
- "Exchange Act, the key regulation enforcing 
a division of Japan’s financial industry, is ex- 
pected to remain in place for some time. 
| ^^ But there are now so many holes in and 
. under the barrier that it barely remains 
standing. The TFFE knocks one of the biggest 
^. holes in it to date because the exchange will 
allow brokers to trade directly in foreign cur- 
- fency, albeit in the guise of a yen-US dollar 
|. futures contract. The law still forbids them 
ce from trading on the spot forex market. 
- The setting up of TFFE was the focus of a 
[o fierce struggle between banks and brokers. 
_. The Federation of Bankers’ Associations, 
^. which is responsible for the new market, 
^. Originally wanted to combine interest-rate, 
^ currency and stock-index futures in one 
-. large exchange. But the stockbrokers and 
_ their own exchanges managed to ensure 
|. that securities instruments (bond and stock 
- futures) would remain under their wing. 
- This has not stopped the banks from 
muscling in on securities-futures trading. As 
ong ago as September 1987, banks became 
ne largest investors in bond futures and in 
May they accounted for 59%, or € 165 trillion 
|. (US$1.14 trillion), of all trades in the market. 
_ Stockbrokers comprised only 28%. 
< Until recently, banks had only been able 
to trade bond futures on their own account. 
But on 5 June they began to run broker- 
ge. operations. This was the price 
tockbrokers had to pay to gain membership 






















Bank domination of the financial futures 
rket is likely to be even greater than in 
ond futures. If credit associations and af- 
filiates are included, banks have 118 seats on 
the exchange, compared with 61 for sec- 
- urities firms. In preparation for the start of 
trading, banks had won a total of 244 broker- 








securing a future 


age contracts for clearing business with the 
TFFE, while securities firms had clinched 
only 49 contracts, Dai-Ichi Kangyo Bank and 
Industrial Bank of Japan had the highest 
number of contracts. 

The contest was unequal from the start 
because interest rates and currencies are the 
banks' traditional area of expertise. They 
have direct access to the underlying cash 
markets, unlike the brokers. And they are 
the natural place for big companies to go to 
hedge their own large portfolios. Further- 
more, the banks’ own portfolios of foreign 
currency and interest-rate sensitive instru- 
ments are much larger than those of the 
brokers. 

The securities houses are already fully 
stretched, trading other types of futures and 
options, and many have sought member- 
ship of the TFFE for reasons of prestige. How- 
ever, they may be able to attract business 
from some of the smaller non-financial com- 


in things like cariency tures , 

Some of the brokers’ energy is being 
spent on fighting off the banks' challenge to 
their core business — the underwriting and 
trading of corporate securities. 

The Financial Systems Research Council, 
an advisory body appointed by the banking 
bureau of the Finance Ministry, issued a re- 
port on 26 May recommending that the 
banks should be allowed to set up invest- 
ment-banking subsidiaries in the foresee- 
able future. These would be able to engage 
in securities business without having to alter 
Article 65, which. forbids banks but not 
subsidiaries from underwriting corporate 
bonds. 

Now it is the turn of the advisory group 
attached to the securities bureau to look at 
the report. This bureau regulates and "ren- 
resents” the stockbrokers and is hostil 
allowing banks to enter the securities in 
try. It will try to block the proposed reform, 
but in the end it may have to compromise 
with other interested groups in the ministry. 
For instance, it could agree to allow invest- 
ment-banking subsidiaries in return for 
brokers’ access to the foreign-exchange mar- 
ket. Then stockbrokers would not be at such 
a disadvantage in trading currency futures 
in Tokyo. m 





AVIATION 


Australia to offer more landing rights 
C. 


One-way air traffic 


By Michael Malik i in Sydney 


he Australian Government has an- 

I nounced that it is to liberalise — 

though not completely deregulate — 

its aviation policy so that in future it will not 

necessarily demand reciprocity for the state- 

owned national carrier Qantas when grant- 
ing landing rights. 

Minister for Transport and Communica- 
tions Ralph Willis said on 15 June that nego- 
tiations will instead be based solely on over- 
all Australian interests. If a foreign carrier 
could offer to bring in tourists where there 
was no prospect of benefit from Qantas also 
flying the route, such rights might be 
granted, he said. 

Willis also announced that the govern- 
ment would consider proposals from other 
Australian airlines to fly freight services 
on international routes. Aviation industry 
sources say that this appears most likely to 
favour Ansett, the biggest privately owned 
Australian domestic airline. The state-run 
Australian Airlines has no interest in this 
field. 

Qantas told the REVIEW that it expected to 
request its board to approve purchase of the 











airline’s first freight-only Boeing 747 which it 
was confident would enable the airlir~ +> 
offer a better service than any competite 

Qantas agreed that Australia’s aviation 
industry was driven by inward demand, but 
said it was not concerned by the new policy 
since it more than held its own against com- 
petition, with more than 50% of traffic on all 
reciprocal routes except New Zealand. 

However, aviation sources said that if the 
policy as outlined is put into effect, Qantas 
could see its previously favoured position 
eroded. Until now, when new traffic rights 
into Australia were granted only in return 
for comparable rights for Qantas, any route 
without a Sydney stop was considered un- 
acceptable. However, the level of conges- 
tion now experienced at Sydney airport 
(REVIEW, 20 Apr.) makes it unlikely that for- 
eign airlines will be offered routes taking in 
this major hub until a new runway is com- 
pleted in the mid-1990s 

By offering routes to tourist deim 
on a non-reciprocal basis, the government 
could overcome this obstade, while opening 
avenues of new tourism earnings to help 
offset Australia’s. huge. current-account def- 
icit. : | u 











Australia goes ever 
deeper into debt 


> Australia had its biggest-ever monthly 
current-account deficit of A$1.828 billion 
(US$1.377 billion) in May, bringing the 
11-month total for the 1988-89 financial year 
to A$16 billion. The year-end total is likely to 
reach A$17.5 billion, compared with the 
A$9 billion forecast. Since the markets were 
expecting the figure, which reflected a rise 
in imports of 17% while exports rose only 
1%, the local currency held its value against 
the US dollar and even strengthened 
slightly to 75.25 US cents on expectation of 
possibly even higher interest rate. 


cuts anti-dumping duties 
on Asian video cassettes 


> The EC on 19 June agreed to big cuts in 
anti-dumping duties levied against 
Hongkong and South Korean exporters of 
video cassettes earlier this year, but at the 
same time made the provisional import 
charges permanent. This is the first time 
Hongkong companies — which argue that 
their open market makes dumping 
impossible — have been hit with permanent 
duties by the EC. Six Hongkong firms will 
face anti-dumping duties ranging from a 
maximum of 21.9% to 9.3%. Previously, the 
tariffs had ranged from 59.3% to 11.3%. The 
duties on three South Korean firms will 
range from 3.8% to 1.9%. 


Malaysian bill foreshadows 
big banking shake up 
~- ‘Malaysia's new financial omnibus bill, 
'd in parliament on 19 June, is passed, 
one of its provisions will force foreign- 
owned banks to incorporate locally within 
five years. This is a prerequisite for the 
restructuring of the ownership of the 
foreign banks in line with the government's 
New Economic Policy. The bill also compels 
Malaysian-owned banks and finance 
companies to reapply for their licences 
within six months. In assessing the 
application for new licences, the central 
bank will be given wide powers to exclude 
directors, executives or managers that have 
engaged in any improper business 
practices. This is expected to lead to a major 
shake-up of the financial system. 


Aid donors approve new 
package for Indonesia 

> Indonesia's aid donors from the 
Inter-Governmental Group on Indonesia 
have committed US$4.3 billion in grants 
and loans for 1989-90. The package, agreed 
to at their annual June meeting in The 
Hague, is 7% up on last year. Japan made - 
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the biggest pledge of about US$2.11 billion 
in loans and concessionary aid. Special 
assistance — soft loans for budgetary 
support — was US$1.85 billion, a large 
decrease from last year's US$2.3 billion. 


Australia to build satellite 
earth station in Cambodia 


»> Australia's Overseas 
Telecommunications Corp. (OTC) has 
signed a memorandum of understanding 
with the Cambodian Government to build a 
satellite earth station in Phnom Penh in 
1990, despite the continuing policy of Asean 
and Western countries to isolate the 
Hanoi-backed regime. Cambodia currently 
has no public telex and depends on a small 
Soviet satellite for slow, poor-quality 
telephone links with the outside world. OTC 
is preparing a contract which it expects to 
sign with the government soon. 














ES 
Ls 





ur fee " 


y i 4 
V Sy =~ $ 
SA Et 

^ L TA. 


inf S 
x EA ea. / 





o S S 
i Qs SS 
qS 


*Raw value, 1989 forecast Source : Czarnikow Sugar Review 


EIE sells Australian 
hotel for big profit 


> The Japanese development company EIE 
has sold the Sydney Regent hotel in 
Australia, the city's most luxurious, to an 
associate company Nisshin Kisen Kaisha 
(NKK) for A$305 million (US$229.7million). 
EIE bought the Regent for A$145 million in 
1987. The privately owned EIE holds about 
46% of NKK, which is listed in Tokyo. 


Taiwan approves plans for 
bank asset transfers 


> Taiwan's cabinet on 15 June approved 
the central government plan to transfer 
445.6 million shares of three state-run 
commercial banks to the provincial 
government at a price of NT$10 (38 US 
cents) each. The NT$4.5 billion transfer 
removes a major obstacle to privatisation of 
the banks and clarifies which government 
owned the banks that passed to the Taiwan 
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Government at the end of World War II. 

The privatisation of 51% of the banks’ total 
stock is expected later this year. The banks’ 
average stockmarket price is over NT$700. 


Philippines sets terms 
for purchase of Nonoc 


> The Philippine Government's committee 
on privatisation has required that 
prospective buyers for the Nonoc Mining 
and Industrial Corp. put a minimum 
downpayment of US$70 million or assume 
the nickel firm's US$68.6 million obligations 
to nickel trader Philips Brothers. A bidder is 
required to prove that they have US$100 
million available to rehabilitate the plant 
and another US$100 million for operating 
capital. The minimum price for the 
country's largest nickel mining and refinery 
firm has been set at US$325 million. 


China aborts purchase 


of New Zealand Steel 


> China's Minmetals Group, the state- 
owned metals trading company, aborted its 
purchase of New Zealand Steel (NZS) on 15 
June without explanation. Minmetals was 
to have acquired 80% of NZS from the failed 
Equiticorp Group for an estimated NZ$350 
million (US$192.6 million). Speculation is 
that lack of foreign financial support 

after the killings in Tiananmen Square 

was behind Peking's decision to pull 

out. 


Pao sells StanChart 

stake at heavy loss 

> Hongkong shipping magnate Sir Y. K. 
Pao sold his 9.9% holding in Britain's 
Standard Chartered Bank at £4.95 (US$7.67) 
a share, taking a loss of some HK$1 billion 
(US$128 million) on a stake that he bought 
three years ago. Pao bought the stake when 
he and two other white knights, Malaysian 
financier Khoo Teck Puat and Australian 
Robert Holmes à Court, rescued the bank 
from a takeover bid by Lloyds Bank. 


South Korea trims back 
economic forecasts 


> South Korean officials have cut their 
estimate of this year's GNP growth rate from 
8% to 7.576. They also say that the current- 
account surplus will be US$8 billion, 
compared with the previous estimate of 
US$9.5 billion. At a meeting of economic 
ministers and the ruling Democratic Justice 
Party on 19 June, Deputy Prime Minister 
Cho Soon also said that the government 
would try to limit wage increases to 10%. 
Wages have increased 62.5% since the 
fourth quarter of 1987. 
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PRICES AND TRENDS F 
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Effective exchange rates 
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The market suffered its steepest fall of the 
year on 15 June, with the Nikkei index 
slipping 489.9 in response to the yen's 
sharp fall against the Us dollar. Prices 
recovered later, as did the yen. Obayashi 
Corp. rose ¥50 to 61,770 while Kawasaki 
Steel fell ¥30 to ¥915. Volume for the 
period averaged 581.1m shares worth 
¥909.9b (Us$6.26b). 


The market continued to reflect the 
Chinese political situation — nervous 


— and depressed. Volumes were low in the 


four-day trading period, averaging only 
561m shares a day. Property continued to 
be volatile. Cheung Kong ended at 
HK$7.35 (94 Us cents), a drop of 15 HK 
cents, and Henderson Land fell 12.5 HK 
cents to HK$3.60. 


Share prices rebounded as tension in 
China decreased but investors were still 
wary of committing themselves 
wholeheartedly. Property stocks were the 
exception, with DBS Land putting on 
another 20 cents to $$2.45 and Singapore 
Land managing a 50 s cent gain to 
5$12.70. Volume averaged 79.2 m shares a 
day, valued at $$153.5m (US$77.72m). 


The recovery of share prices continued as 
investors picked up cheap stocks. 
However, volume slumped due to the 
reluctance of institutions to commit 
themselves. Steel producer Malayawata 
rose 16 M cents to M$2.22. Oriental 
Holdings jumped 45 M cents to M$5.75. 
Average daily turnover was 21.9 m 
shares, valued at M$44.9m (US$16.52m). 


Turnover fell as investors took profits and 
watched for a correction. Trading was 
strong in Siam Cement and Padaeng and 
a handful of financials. Turnover averaged 
9.7m shares a day worth Baht 955m 
(US$37.3m). Cash call rumours sent 
Bangkok Post shares up Baht 264 to Baht 
1,342. Union Bank fell Baht 228 to Baht 
1,048. 


Depreciation of the peso, coupled with 
inflation fears made investors cautious. A 
rebound started on 19 June on rumours of 
stock dividends in two mining firms. 
Trading was heavy in Ayala Property 
Ventures which closed at 22.60. Atlas 
Consolidated rose 22.50 to 244. Turnover 
fell to 1.19b shares daily worth P95.06m 
(US$4.52m). 
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After falling for most of the period, 
because of uncertainty about the 
government's new economic plan, the 
market rallied after the government 
encouraged the institutions. Volume 
averaged 10.1m shares a day worth Won 
230.9b (US$363.6m). The textiles and 
fabricated metals sectors both gained. 
Korea Fertilizer rose 23.1776. 


The index broke the 10,000 mark only 
settle back on the last day of the perioa, 
gaining 330 points overall. Investors were _ 
bullish on news of softening interest rates ` 
and focused on industrial blue chips. 
Average daily turnover rose to NT$97.98b 
(US$3.76b). Asia Cement gained 8.2% to 
NT$184 and San Fang Chemical gained 
NT$5.50 to NT$77. 


The market was thinly traded ahead of 
important economic indicators. But the 
record monthly current account deficit 
had little impact, as options trading and 
year-end liquidations governed trading 
patterns. Turnover fell to 450.7m shares 
worth A$864.27m (US$648.4m). Real 
estate company Hooker fell 29 A cents to 
64 A cents. 


The recovery continued and, despite a 
disastrous result from NZI Corp., 
deepened towards the end of the peri 
with interest in second-line stocks. Ba 
of New Zealand added a further 6 NZ 
cents to 95 NZ cents, and Fletcher 
Challenge rose 4 NZ cents to NZ$4.77. 
Volume totalled 52.16m shares worth 
NZ$86.71m (US$65.19m). 


Institutional support coupled with lower 
finance charges triggered a slight 
recovery. The BSE Index rose by 12.23 
points to close at 736.27. Brokers expect 
investment interest to return after this 
modest recovery. Tisco gained Rs 21.25 
(US$1.23) to Rs 1,390 and Reliance gained 
Rs3 to close at Rs 124. But Colgate lost 
Rs 5 to close at Rs 326.25. 


The market meandered downwards in 
sluggish trading. Daily volume averaged 
only 178m shares. On 15 June the Dow 
Jones Industrial Average dipped 28.55 
points on worries over the following 
day's "triple witching hour." In the event 
the heavier trading prompted by the 
event gave a boost. The Morgan Stanley 
Capital International Index rose slightly. 
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WEALDEN HOUSE 
FREE RELOCATION SERVICE 
For properties in the U.K. We have a 
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| Real estate agents/brokers comprehensive port folio of properties WORLD 
welcome — invest in c om- throughout the U.K. Full property mar- SERVICE 










| agement services also available. 
Birdbrook, Stonegate, Wadhurst, East 

Sussex, E d. TN57EU 

Tel: 0435 17, Fax: 0892 515789, 

Telex: 9312102325 TWG 





ASSISTANT PROGRAMME ORGANISERS CHINESE SECTION 


The BBC's Chinese Section broadcasts in Mandarin Chinese for 3 hours per day | D : 
and Cantonese for 45 minutes per day to China and Chinese-speaking communities 
in South-East Asia. 


Three new posts have been created to assist the Chinese Programme Organiser in 
the editorial control and management of the Section. The work will involve planning, 
editing, producing and monitoring the Section's output in conjunction with other d 
editors and broadcasters, and deputising for the Programme Organiserasneces- | 
sary. 

You would be expected to have sound editorial judgement; experience as abroad- 9 | 
caster and editor and extensive knowledge of China and Mandarin Chinese as well 1 
as English. Knowiedge of Cantonese would be an advantage. 


enda at Bush House in Central London with occasional opportunities to travel to the 
ar East. 


Salary according to qualifications and experience in the range of £21,000 pa to 
£25,500 pa. Appointment will be offered on a contract of up to 4 years which may 
iater be extended. 


Please write or fax sending your full curriculum vitae (quote ref 3374) saying why you 

think you are the person we are looking for, to: Jeff Dawes, Senior Personnel Officar, 

Overseas; Room 214, North-East Wing, Bush House, PO Box 76, Strand, LON- 

DON, WC2B 4PH to reach me by 1 July 1989. 

interviews will be held in London. Tu. 

For further information, telephone Jeff Dawes on tel: 01257 2456, fax:018363215. | 
We are an equal opportunities employer. 


mercial and residential 
properties from A$100,000 
upwards. For VHS video, 
forward A$30 or write to 
Nationwide Realty, P.O. 
Box 491, Springwood, 
Queensland, Australia 
"7^7. Tel 61-7-8086238. 



































TORONTO — CANADA 
10 acres of cultured pine forest with 3 
bed/2 bath, open concept, modern house, 
25 mins. NE of Toronto. Triple car gar- 
age, paved driveway, security system, 11 
foot satelite dish, pool with cabana, 
beautiful landscaping, potential for 
hobby horse farm, by IURE property, 
asking Can. $849,000.00 Contact: J 
Palubjak, RRL, Goddwood, Ontario, 
Canada, LOC LAQ, Tel. (418) 852-7020 
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OVERSEAS RESIDENCE & 
PASSPORTS — HOW TO 
LEGALLY OBTAIN THEM 


Why risk your life, freedom and val- 
uables in uncertain times when you 
can easily move them to a safer 
place? 


Exclusive Special Report reveals 
how to obtain a second passport 
and alternate residence legally, 
easily, quickly and cheaply in over 
40 countries. This unique report 
could change your family’s future 
He the better. Be prepared — ACT 
W. 












U. K. 
IMMIGRATION 


Specialist consultancy, with qual- 
ified professional staff, provides 
complete service for corporate 
clients or individuals wishing to be 
established in the U. K. Further de- 
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REVIEW INDEX 


The Review Publishing Company Limited is now publish- 
ing a quarterly index which details by country, subject and 
date everything that has appeared in the Review. 
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The combined efforts of the Far 
Eastern Economic Review's large 
and highly skilled editorial team 
have made it the premier source of in- 


The Circulation Department, 
Review Publishing Company Limited, 
. GPO BOX 160, Hongkong. 



































formation for those who do business, M Misc d 
This space is or have an interest, in or with Asia. Please send my order for the Review Publishing Company 
reserved for As a testimony to the publication's NOO NARTE 
editorial quality, many Review arti- (or its equivalent in local currency) in payment. a 
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If you're looking 
for the first French 


securities dealer, 
look no further. 
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If you are keen to profit from the best buyer and seller 
prices on the major French securities markets, the odds are 
that you will find your way to the Tour Montparnasse. 


This is where Crédit Agricole keeps its Head Office. 


The largest dealer in French securities, with a portfolio of 
more than FF 270 billion, Crédit Agricole is the largest bond 
issue manager. Providing all economic sectors with finance, 
Crédit Agricole is well placed to act as an analyst and as a 
trader. 


Its mutual funds, SICAVs and FCPs alike, are often 
highly ranked and have a solid reputation for regularity of 
good performance. 


At Ségespar- Titres, Crédit Agricole's management subsi- 
diary, you will find the internationally trained consultants, 
investment managers, traders and back office teams who are 
the driving force behind our success. 


Starting from such an eminent position, Crédit Agricole 
has forged links with top-level partners in Europe and the 
rest of the world which already enable it to offer off-shore 
mutual funds and, through a joint venture in Hong Kong, to 
manage private funds in Asia on an equal footing with local 
financiers. 


Hire us and profit from the top results of our manage- 
ment, our expertise, the wealth of opportunities we have to 
offer and our bargaining muscle, both in France and in other 
countries. 


Of course, if you can't come to Paris, we'll come to you. 


CBD? CRÉDIT AGRICOLE 7 
CE es 


Crédit Agricole - Ando Fuquyoshi - Building 10th floor - 111.22 AKASAKA 
ALAMENTO QU. - TOKYO (JAPAN) 


Crédit Agricole - 520 Madison Avenue - 122 NEW-YORK (US.A.) 





Intellectual on wanted list 


As indeterminate numbers of Chinese intel- 
lectuals face arrest for "counter-revolution- 


ary” activities, political scientist Yan Jiaqi, 47, - 


is among the most wanted by the authorities 
for his strong public support for the now- 
crushed student demonstrations. In the 
two-month-long movement for democracy, 
well-known liberal intellectuals kept a low 
profile for fear of being accused of instigat- 
ing student unrest. 

But a few like Yan, deeply moved by 
what they saw, issued bold statements and 
formed the Federation of Peking's Intellec- 
tual Circles to rally support for the students. 
The federation is now branded as counter- 
revolutionary. Yan has not been at his small 
flat near Tiananmen Square since the 4 June 
massacre and may have been arrested. 

A thin, gentle scholar who speaks with 
the strong accent of his native Jiangsu pro- 
vince, Yan studied physics and mathematics 
before he turned to sociology. He was the 
youngest department head at the Chinese 
Academy of Social Sciences' political science 
faculty before he voluntarily demoted him- 
self to researcher in 1987. Yan claimed he 
wanted to spend more time on research and 
writing and less on administration work, 
but many believe he was punished for being 
so outspoken. 

In 1978, he was the first to call for the end 
of government officials' life-long tenure and 
the establishment of a civil service — both of 
which are now important government 
policies. Reportedly an adviser of party gen- 
eral secretary Zhao Ziyang, Yan fell from 
grace in 1986 when he published The Ten 
Years of Cultural Revolution, a book which is 
banned on the mainland. 


A record judged supreme 

Yong Pung How, 63, last practised law 18 
years ago but that has not prevented the Sin- 
gapore Government from appointing him 
as a judge of the Su- 
preme Court from 1 
July. The shortage of 
qualified local judges 
has fuelled expecta- 
tions that Yong will 
succeed Wee Chong 
Jin as chief justice 
when the latter retires 
next year. 

Yong was a law 
student at Cambridge, 
England, together with Prime Minister 
Lee Kuan Yew. Lee is said to have total 
trust in him. Yong has served in many 
important official posts, such as the Govern- 
ment of Singapore Investment Corp., which 
oversees the nation's investments, and 
the radio and television monopoly, 


RICKY HUI 





78 


PUBLIC EYE 


the Singapore Broadcasting Corp. 

For the past six years he was chairman of 
the well-established Oversea Chinese Bank- 
ing Corp., whose name he abbreviated to 
the snappier sounding OCBC Bank. Yong 
also recruited younger bankers from foreign 
and other institutions to serve on the board 
of OCBC which, though widely respected, 
had become a stodgy institution. 

It is not clear what impact Justice Yong 
will have on Singapore's laws, some of 
which have been re-written in the past few 
years to give the government greater control 
of political dissent and to put its actions 
beyond judicial review. 


Pyongyang's quiet go-between 
A more improbable North Korean "agent" 
than Colin McAskill would be hard to im- 
agine. In his 50s and dressed like an English 
public school master in tweed sports coat, 
woollen pullover and red bowtie, McAskill 
has for several years acted as an urbane and 
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affable go-between for Pyongyang in its pro- 
tracted debts negotiations with the City of 
London, working from his home in west 
London. McAskill’s medium of communi- 
cation is the telex, though he travels fre- 
quently to Vienna for meetings on neutral 
ground — and occasionally to Pyongyang. 

Neither diplomat nor banker, McAskill 
describes himself as a consultant who began 
dealing with North Korea 10 years ago 
when he acted as a purchasing agent for 
Pyongyang. This led, indirectly, to an in- 
volvement “on the banking side” when the 
North Koreans needed an intermediary to 
negotiate over their nearly US$1 billion of 
debt to foreign (mainly European) banks. 

Like a character out of a Graham Greene 
novel, McAskill is distinctly reticent about 
who it is that he deals with in Pyongyang. 
Earlier this year, he arranged a clandestine 
meeting in Macau between British merchant 
bank Morgan Grenfell — agent for one of 
the two creditor consortiums — and the 
head of the Korea Daesong Bank. But little 
seems to have been achieved. 
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She heads for the hills . . . 


Washington's first Chinese-born ambas- 
sador — Julia Chang Bloch, 47 — came to the 
US in 1951 as a refugee and grew upit San 
Francisco. This career RICKY HUI 
officer of the Agency 
for International De- 
velopment is the next — 
US ambassador to | 
Nepal. 

Chang, 47, wife of 
a Washington lawyer, 
is the daughter of a 
senior Kuomintang of- | 
ficial. She decided to 
join the Peace Corps 
the day president John F. Kennedy 
had set up the corps) was assassinated. ... ... 
taught English at a Chinese school in Sabah 
and went on to get a masters degree in East 
Asian studies at Harvard. 

Given Nepals current troubles with 
India because of its alleged China-tilt Bloch 
will have an interesting Asian drama to 
watch. Not having any children and with 
the husband deciding to stay in Washington 
and commute ("Stuart may get into the 
Guinness Book of Records as the longest com- 
muter," she says), the petite but energetic 
ambassador will not lack for things to do. A 
"weekend potter, her hobby is to make 
porcelain ware and collect American impres- 
sionist and post-impressionist paintings. 
Author of a book on Chinese home-cooking 
she may, however, find her kitchen pass- 
ions somewhat restrained by her chef in 
Kathmandu. 








... and he for the desert 

A Nepalese academic turned bureaucrat is 
packing his bags to become his country's 
ambassador to Saudi Arabia. Prof. Surendra 
Bahadur Shrestha, 54, will be replacing 
Tirtha Raj Tuladhar in Riyadh. Joining the 
government's educational service as a lec- 
turer in political science, he rose quickly and 
moved into the mainstream of the bureau- 
cracy. He is currently the deputy director of 
the National Staff College in Kathmandu 
and also serves on an important committee 
to decentralise the national administration. 

During the late 1970s, when he was the, 
commissioner of Lumbini and Kosi zones, 
he played a crucial role in enlisting the sup- 
port of opposition politicians for the coun- 
try's partyless panchayat system. In the tricky 
negotiations, he also contacted the banned: 
Nepali Congress Party and was relieved of 
his post as a result. 

However, by the mid-1980s he was back! 
in the good books of the government. His 
brief in Riyadh will be to bolster the eco- 
nomic ties between the two monarchies at a 
time of hardship back home. E 
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uch, much more | 
an just one of 


the “Big Four” 


You probably think of Nikko Securities as one of Japan’s “Big 
Four” securities houses. But if you think Nikko Securities 
is big only in Japan, we’ve got news for you. 

Today, Nikko is one of the largest securities houses in the 
world. Our 18-country network covers almost every field of 
financial activity. At the end of 1988, we had over 
US$260 billion in client assets in custody, equal to 7% of 
the market value of all stocks listed on the Tokyo 
Stock Exchange — and more than the total value 
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of the Paris Bourse or Frankfurt Stock Exchange! INVESTMEN 
We also have some of the world's most STRATEGIES 


advanced Investment Technology (IT). Our Japan __ FUNDS, 
Index Strategy, the first to apply a quantitative 









approach to the Japanese equities market, is one of GIES eo. $ 
f just a few methods available that can closely track oe a 
the performance of the Tokyo Stock Price Index, =e bos wf 
which grew at a remarkable rate of 36.6% during i PCa Sa 
1988. Nikko Securities’ IT-based products mean- re OR Ww mge 
while took first, second, fourth, and fifth places for E AA dn PS aon P! 
performance among all investment trusts in Japan Ci a En M S HOUSES AND | j 
that year* helping to swell our IT-related assets to over ee E LISTINGS IN oO eom A 
US $28 billion in just three years. ee ^ APR | 
In other areas, Nikko and its subsidiaries lead- = eus RASS NN i 
managed 61 debt issues for corporations, supra- C TAS FINANCIAL i | 
nationals, and governments in capital markets out- EM eee Í 
side Japan in 1988 alone, and have ranked well in the ICD Lm. S 
top ten in the Eurobond League for three years running. C MORE! QNS MORES LS | 
Certainly, we have what it takes to meet all your spa. OO, ssec 
financing and investment needs. Whatever they are. NATIONA pce, TONES X | 
Wherever you are? meae “ee, CO UE : 
Nikko Securities. sieves ee DS. | 
Isn't it time you took a closer look at us? f- 


*Source: Nikkei Money 
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The Nikko Securities Co., Ltd. The Nikko Merchant Bank (Singapore) Ltd. 





The Nikko Securities Co. (Asia) Limited 


One Pacific Place 19th Floor, 3-1, Marunouchi 3-chome, 6 Battery Road, #28-01, 

88 Queensway, Central, Hong Kong Chiyoda-ku, Tokyo 100, Japan Standard Chartered Bank Bldg., Singapore 0104 

Tel: 5-249011, 5-842111] Telex: 73640 Tel: (03)-283-2211 Telex: J22410 Tel: 2233390 Telex: RS 35089, RS 42562 

The Nikko International Network SEOUL BEIJING QINGDAO SHANGHAI SYDNEY MELBOURNE LONDON ZURICH GENEVA FRANKFURT 


LUXEMBOURG PARIS COPENHAGEN MILAN MADRID AMSTERDAM BAHRAIN NEW YORK SAN FRANCISCO LOS ANGELES CHICAGO TORONTO 


